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Background: This paper analyses the existing 
methods for measuring a region’s taxable ca-
pacity and presents the authors’ proposed 
approach. 
Objective: The paper’s objective is to develop 
a method for measuring a region’s taxable ca-
pacity which could significantly increase accu-
racy in tax revenue predictions.  
Methods: Comparative and situational anal-
yses, as well as expert evaluations are applied.  
Findings: A method for measuring regional 
taxable capacity is developed based on tax gap 
figures. This study specifies and supplements 
a method for evaluating a region’s tax poten-
tial using the indicators that determine a tax 
gap. Unlike well-known approaches, this 
method can significantly improve the evalua-
tion’s reliability and accuracy, and allows iden-
tification of opportunities in order to grow the 
tax revenues of sub-federal budgets. A com-
parative analysis of the results of evaluating 
the taxable capacity of the Republic of Dage-
stan using different methods shows that the 
highest value is its tax potential, which takes 
the tax gap into account. This suggests that 
the real tax potential is not fully realized and 
there is room for development. 
Conclusions: The measurement methodolo-
gy used to determine a region’s taxable capaci-
ty involves an integral indicator, which is 
composed of private parameters. The final 
measurement indicator should be based on 
criteria that can be represented by a number 
of qualitative indicators. These criteria should 
accurately and completely determine the actu-
al taxable capacity of a region. 

  
**Please see the affiliation of the author at the first author of the paper (Ramazan Magomedovich Magomedov). 
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Introduction 

The development of efficient tools to measure a region’s (territory’s) taxable capaci-
ty is a crucial task for governments when they implement tax planning and forecast-
ing activities. At the same time taxable capacity is considered to be the maximum 
level of financial resources that can be accumulated in budget revenues by applying 
the existing standards in fiscal legislation. A reliable evaluation of a region’s taxable 
capacity plays a crucial role for the government as it performs its duties and for the 
country in its effort to find possible reserves in a territory’s taxable capacity.  

The theoretical and applied aspects of measuring a region’s taxable capacity have 
been extensively examined in national and foreign economic publications. At the same 
time, a lack of unified tools for legislation-based measurement of a region’s taxable 
capacity results in significant difficulties when planning budgeted tax revenues at dif-
ferent levels. Sub-federal authorities can independently choose the calculation meth-
odology, whereas the parameters of taxable capacity and the measurement tools for 
the tax base, which are used for planning budgeted revenues, are not specific statistical 
indicators, which decreases efficiency in implementing fiscal policy. 

Aliev et al. (2014), Bénassy-Quéré et al. (2014), and Garbarino (2014) describe a 
number of methodological approaches for measuring a region’s taxable capacity. 
These methods are essentially based on per capita income, tax rates, tax bases, gross 
regional product, and other information. The choice of measurement methods de-
pends on a number of factors, including data about the behaviour of financial re-
sources in a Russian Federation (RF) subject; the reliability of the information on 
the region’s social and economic development; and easy-to-use measurement pro-
cedures, among others. Moreover, we believe that the measurement methodology 
must be simple, fool proof, and reliable. It should cover the maximum number of 
components that characterize the actual taxable capacity of a territory. 

Thus, the purpose of this study is to solve an important problem – developing a 
methodology for measuring a region’s taxable capacity, with the goal of increasing 
the accuracy of estimating tax collection. Moreover, understanding the actual taxable 
capacity with all its determinants plays a crucial role. 

Methods 

The development of a method for measuring a region’s taxable capacity involves the 
general scholarly methods of scientific abstraction; dialect logics; comparative situa-
tional, financial, statistical, economic, and mathematical analysis; as well as expert 
analysis. Economic publications provide many methods for measuring a region’s tax-
able capacity.  

One method for measuring a region’s taxable capacity is based on gross regional 
product (GRP), which considers the total costs of goods (work and services) manu-
factured using the region’s economic resources (land, labour, and capital) for a par-
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ticular time period and accounts for the revenues generated in a region with no 
regard for the registration location of physical persons or entities. The incomes of 
citizens residing in a particular region make up a significant share of GRP volume, 
because they work where they live. Beside citizen incomes, GRP includes the in-
comes of non-residents that are also taxed and attributed to the region, as well as 
revenues from hotel services and tourists’ purchases. This method has some disad-
vantages, such as discrepancies caused by the specific features of the tax structure 
that occur when identifying a region’s taxable capacity. For example, companies pay 
profit tax depending on where they are registered, without regard for the location of 
their business activities. Also, the sums of inter-budget transfers from the federal 
budget to sub-federal level budgets are not taken into account. This approach makes 
it difficult to plan and forecast tax revenues, because the capacity measurement is 
delayed. These circumstances cause discrepancies in evaluating taxable capacity and 
a region’s GRP. 

In contrast to the previous method, a method based on taxable resource evaluation pro-
vides more trustworthy information regarding taxable capacity by reducing the gap 
between GRP and the actual taxable resources. This method was developed as an 
alternative to the method based on GRP, and is a result of the fact that taxable ca-
pacity calculations did not account for the impact of some federal taxes and the 
financial aid to regions from the federal centre. This method more accurately re-
flects the actual values of a region’s tax resources when compared to the GRP 
method, and does not suffer from distortion of regional data. An advantage of the 
method is its compliance with the general competency of top-down governance, 
spread between budget distribution and fiscal legislation. However, it requires a 
significant amount of information and does not identify the dynamics in taxable 
capacity in terms of structural changes. 

A method based on the taxable capacity coefficient (TCC) simplifies forecasting as it de-
pends on one factor only. This method has a number of disadvantages. First, it is 
based on tax revenues actually in the budget with no adjustment for tax arrears, 
which causes an unfavourable result. The method also lacks motivation for territo-
ries to fairly identify their taxable capacity, as well as their involvement in finding 
the reserves to increase it. This measurement method presupposes a linear correla-
tion between tax collection and added value, which is invalid because of tax pro-
gressivity.  

Another method for measuring a region’s taxable capacity is based on per capita 
income indicator and is mainly connected to income tax. To estimate the region’s taxa-
ble capacity, the population’s average income is found, and the indicators that re-
flect the population differentiation levels based on per capita income are defined. 
This method can be applied if there is information about per capita income in  
RF regions. A disadvantage of this method is that it should not be applied unless 
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individual income tax is the largest fiscal value in the revenue portion of the territo-
ries’ budgets. 

Simplicity and transparency play a crucial role in measuring a region’s taxable ca-
pacity. This is true for the method of identifying taxable capacity based on tax revenues 
actually collected in the region. The key idea for this method is that the maximum taxable 
capacity (the law-based capacity) cannot be reached because of two factors: arrears 
and allowances. This method estimates a region’s taxable capacity with due regard 
for the taxes actually collected, the amount of tax arrears in the period examined, 
and the amount of shortfalls caused by regional and local allowances. 

Table 1 
Classification of the methods for measuring a region’s taxable capacity 

Method Advantages Disadvantages 

Methods based on a resource approach 

A set of tax  
resources 

High degree of factual accuracy about 
the actual taxable resources in the terri-
tory  

Significant expenses in preparing the 
information bases, incomplete records 
of taxation elements, different condi-
tions for filing, and exploitation of re-
sources 

Attracting new 
resources 

Helps in evaluating the actual resources 
of the region that shape the taxable 
capacity  

Difficulty determining the estimates due 
to the need to process a huge amount of 
data  

Methods based on a fiscal approach 

Direct account High accuracy and completeness of 
accounting for tax bases; somewhat 
helps in accounting for shadow turno-
ver  

Effort-intense, high requirements for 
the quality of the information; it does 
not account for additional resources 
that can be involved in taxation; applied 
in case of a lack of information for the 
RTS method  

Per capita income Taxable capacity depends on population 
incomes; fool-proof calculations and 
information are available  

The method can be applied provided 
personal income tax has fiscal im-
portance for the revenue of the territo-
ry’s budget; approximate estimates of 
capacity  

The additive 
property of taxable 
capacity 

A possibility of accounting for federal 
allowances  

This method requires a huge amount of 
data  

Tax revenues 
actually collected 

Fool proof calculations, information for 
estimates is available  

Territory development capacity cannot 
be identified, the region’s taxable capaci-
ty is difficult to plan, a gap exists be-
tween the taxes actually collected and 
actual taxable capacity  

  (Continued on the next page.) 
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(Continuation.) 

Method Advantages Disadvantages 

Representative Tax 
System (RTS) 

An unbiased approach that is highly 
accurate in measuring a region’s taxable 
capacity  

A labour-intensive approach, difficult to 
understand 

Simplified  
measurement 
method 

Easy to do, information is available  Distortions in the measurements due to 
estimates based on the key budget-
funded taxes, limitations in measuring 
the taxable capacity of municipal units 

Methods based on a mixed approach 

Taxable capacity 
coefficient 

Easy to do and low labour intensity Arrears at the budget system levels are 
not accounted for, low motivation for 
territories to find their local reserves, 
estimates based on a possible linear 
relationship between added value and 
tax revenues  

Regression  
analysis 

Requires less input, low labour intensity 
for calculations, no need for accurate 
calculation of standard tax bases and 
representative tax rates 

A significant number of tax bases are 
limited by the regions’ data, method 
difficulty, method lacks relative trans-
parency 

Methods based on a reproduction approach 

 GRP Accounts for incomes in a region with 
no regard for the registration places of 
individuals or an entity’s location  

Discrepancies in identifying the region’s 
taxable capacity determined by the spe-
cific features in the tax structure, meas-
urement is delayed, no recognition of a 
specific approach for calculating GRP  

Evaluation of  
veiled activities 

Information about veiled incomes spec-
ifies the amount of the regional tax base 

Reliable information is difficult to ob-
tain, credibility is relative to the transac-
tions in the veiled activities, no regard 
for specific regional features in measur-
ing taxable capacity  

Methods based on an institutional approach  

Distribution of 
transfers from the 
Fund for Financial 
Support of the 
Regions (FFSR) 

The most transparent method and cal-
culations can be controlled 

Comprehensive and conceptual difficulty 
regarding the object to be measured, 
criteria for budget alignment, region’s 
consumption needs, and taxable capacity 

Indicative analysis Information for calculating taxable 
capacity is available  

Taxable capacity does not consider 
veiled incomes  

This analysis helps classifying the methodologies into the following categories: 
resource approaches, fiscal approaches, mixed estimates, and reproduction and in-
stitutional conceptual approaches (Table 1). 
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Justification of the assessment criteria for tax cooperation  
in the region 

Our understanding of taxable capacity supposes that the methodology for measur-
ing the competitive capacity of a region uses an integral indicator which could be 
composed of a system of private parameters that: 

–  affect the theoretical taxable capacity; 
–  identify the possibility of including a forecasted tax base; 
–  affect the scales of the veiled tax base; and 
–  affect the dynamics of tax debts. 
In contrast to private parameters, an integral indicator offers a comprehensive 

understanding of a region’s taxable capacity. Moreover, the private parameters iden-
tify a set of factors that impact the development of the actual taxable capacity, offer-
ing the ability to design a mechanism for its improvement.  

The final evaluation indicator must be based on criteria that could be represent-
ed by a number of qualitative and quantitative indicators. In turn, these criteria must 
fully and reliably represent the region’s actual taxable capacity, because the reliability 
of the final evaluation depends on an unbiased approach to the key parameters of 
the object in question. We believe that key criteria that satisfy these requirements 
include: 

–  comprehensiveness (comprehensive coverage of the information about the 
research’s object); 

–  reliability (showing reliable data in the research processes); 
–  an unbiased approach (evaluation indicators are independent from the impact 

of other factors); 
–  clarity (clear potential for identifying the research object for a parameter 

characterized aspect); 
–  efficiency (the choice of an adequate number of indicators, without too many 

details, that provides an efficient analysis of the object in question); 
–  mobility (showing the development of the research process under the influ-

ence of factors from internal and external surroundings); 
–  compatibility (possibility of comparison based on the analysed subject and 

object, time period and evaluation approach); 
–  complementarity (compliance with the set tasks; each indicator should be 

aimed at measuring the progress toward achieving a particular goal);  
–  additivity (the ability to decompose a whole analysed object into its structural 

parts); 
–  combinability (complementarity of the indicators, which could show different 

sides of the object in question). 
Thus, a structural logical diagram to define the criteria and indicators for measur-

ing a region’s taxable capacity is shown in Figure 1:  
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Figure 1 
 A structural logical diagram defining the criteria and indicators  

for measuring a region’s taxable capacity  

  

Keeping the enumerated criteria in mind, a measurement methodology should 
primarily be based on a representative fiscal system adjusted to the indicators and 
parameters setting the estimation errors. The results of the research show that this 
approach results in fewer estimation errors (Mironova–Khanafeev 2016, Okello 
2014). The calculation method is additionally adjusted for specific evaluation goals 
and tasks, factors that determine the region’s taxable capacity, and the specific fea-
tures of the territory’s institutional and economic organization. 
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Results 

The amount of funds planned to be mobilized into the budgetary system does not 
typically match the values actually calculated. The difference is usually negative; that 
is, the state budget receives a lower amount of taxes compared to the level expected. 
This phenomenon is known worldwide as a tax gap. A tax gap indicates a difference 
between the sum of taxes which could theoretically be paid by the taxpayers provid-
ed they completely and timely observe the fiscal legislation and the sum of taxes 
actually paid. This term was borrowed from the English (tax gap), where it is ap-
plied with a similar meaning. This means that the tax gap issues exists in all coun-
tries and is global in nature. 

There is a direct correlation between the value of the taxable capacity and the tax 
gap, because the latter is connected to the tax base and tax liability. Violations of 
fiscal legislation standards (purposeful or unintended) result in a reduced tax base 
and distort the calculations of actual taxable capacity. Moreover, the annual tax base 
and associated macroeconomic indicators can change. 

Tax gaps can arise for different reasons, although they significantly distort the fi-
nal estimates of taxable capacity. By summarizing the practices in other countries 
and in Russia, we can identify the following reasons for tax gaps: 

– errors made by the bodies performing the registration and holding the  
records of taxpayers and taxable items; 

– changes in fiscal legislation, usually leading to a reduction in the budget reve-
nue base (a lower tax rate, tax allowances, or tax abolition); 

– an income decrease and shadow financial and economic activities; 
– wilful tax evasion; 
– excessive minimization of tax liabilities to keep an enterprise operating; 
– registration of organizations in low tax zones;  
– tax arrears for various reasons; and so on.  
We believe there are far more reasons for tax gaps. This complicates the meas-

urement of the tax gap value and thus taxable capacity. Further, some reasons are 
rather difficult to predict and assess, because the mechanisms used by economic 
entities to veil taxable items are difficult to identify. 

In many countries, the occurrence of tax gaps is monitored by key budget-
funded taxes based on random inspections and verification of the indicators of fi-
nancial and economic performances. Some scientists-economists estimate that the 
tax gap level in Russia is less than 7.6% (Igonina et al. 2016a). However, we disagree 
with this approach due to the high level of the shadow sector in the Russian econ-
omy (approximately 50%) and the scale of tax evasion. These two specified parame-
ters could result in a much higher value for the tax gap.  
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We feel that the tax gap should be estimated in terms of tax types, while studying 
all the factors that affect it. In turn, taxable capacity can be measured with due re-
gard for the tax gap value.  

Thus, the formula to measure a region’s taxable capacity is as follows: 

 
where НПр is the region’s taxable capacity; НПi is the taxable capacity of a particular 
tax type; НРi is the tax gap for a particular tax type; n is the amount of taxes re-
ceived by the region’s budget.  

It is impossible to account for the full range of factors that contribute to the de-
velopment of a tax gap. These factors include the most relevant reasons that affect 
taxable capacity. For example, a change in the corporate profit tax rate to 1% since 
2017, which is transferred to the sub-federal budget, significantly decreased their 
profit base. The level of the shadow sector of the economy and the sum of tax ar-
rears are also key factors in determining the size of the tax gap. It should be re-
membered that a shadow sector is shaped by the factors mentioned above (income 
fraud and shadow financial and economic activities, intentional tax evasion, exces-
sive minimization of tax liabilities to keep enterprises operating, registration of 
companies in low tax zones, etc.). We should also consider the fact that calculations 
are based on data from fiscal and other bodies, which may not have the actual pic-
ture. We face a challenging task in attempting to identify the level of the shadow 
sector of the economy, despite numerous methodologies. However, the estimates 
for taxable capacity cannot ignore the shadow sector of the economy in the Repub-
lic of Dagestan because of its scale (some experts believe that the shadow sector of 
the economy in the Republic of Dagestan represents 40 to 70% of its economy). 

We share the opinion of some scientists (Musaeva et al. 2015b) and think that 
tax gap calculations should account for the primary circumstances: 

 measurement against each tax type; 
– accounting for different factors and assumptions. 
Thus, the size of the tax gap can be shown as follows (Figure 2). 

Figure 2 
 Indicators of a tax gap 

Size of tax gap = Predicted sum of tax income from the shadow 
sector of the economy

+ Predicted sum of arrears 

In order to measure the taxable capacity of the Republic of Dagestan and then 
make comparisons we estimate its value by applying different methods found in the 
literature and used in practice. The methods were selected based on their ad-
vantages: widespread application, information available for estimates, an unbiased 
approach, accuracy in measuring the region’s taxable capacity, the possibility of 
accounting for the region’s incomes with no regard to the registration place of per-
sons or the location of entities-taxpayers. 
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The analysis and overview of the methods for measuring taxable capacity justi-
fies the using of one of the following methods: 

– a method that uses tax revenues actually collected; 
–  a method that uses a representative fiscal system; or 
– a method that uses gross regional product. 
The method that uses tax revenues actually collected and is officially approved 

for estimates in the Republic of Dagestan states that the amount of taxable capacity 
(TC) is derived from the taxes actually paid for a particular period (Ta), the change 
in tax arrears for the same period (Art), and the sum of the allowances for taxes paid 
to the RF subject budget (Alt), which is presented in the following equation:  

TC = Ta +/- ∆Art + Alt 
The results presented in Table 2 indicate that the taxable capacity of the Repub-

lic of Dagestan for the period in question exceeds the taxes actually collected by 
4.1–5.5%% on average. In addition, 2013 saw an 18.8% increase in actual tax reve-
nues, and the tax arrears substantially grew by +6.9%, while the allowance dynamics 
for taxes paid to the RF subject budget are significant, with growth of more than 
30%. For the period 2013 to 2016, the taxable capacity in the Republic of Dagestan 
calculated using the method of tax revenues actually collected grew by 20% com-
pared to the 2013 amount. 

Table 2  
Taxable capacity of the Republic of Dagestan calculated using  

the method of tax revenues actually collected  

Indicators 2013 2014  2015  2016  
2016, % by 

2013  

Actual tax collection, million RU 20,052.1 21,486.8 20,974.0 23,815.3 +18.8 
Changes in the amount of arrears, 
million RU +106.8 +121.6 –98.3 +114.2 +6.9 
Allowances for taxes transferred to 
the RF subject budget, million RU  842.2 1,052.9 964.8 1,095.8 +30.1 
Taxable capacity, million RU 21,001.1 22,661.3 21,840.5 25,025.3 +19.2 
Correlation between taxable capaci-
ty and the taxes actually collected 
index 104.7 105.5 104.1 105.1 +0.4 

Note: Based on data from the Federal Fiscal Service (Retrieved from 
https://www.nalog.ru/rn77/related_activities/statistics_and_analytics/forms/ https://www.nalog.ru). 

Thus, the estimates of taxable capacity using the method of tax revenues actually 
collected identify areas for further expansion of taxable capacity; 
− a decrease in the arrears boosts the actual collection of taxes and makes the 

tax potential of the next time period of a better quality; 
− the growth in the allowance sums for taxes paid to the RF subject budget 

worsens a territory’s taxable capacity. 
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The method that uses GRP is one of the most popular methods for measuring a 
territory’s taxable capacity. This method is attractive due to its low labour intensity 
and a relatively simple calculation procedure. Moreover, the required information is 
official and available (Popova 2014). 

In this approach, taxable capacity is measured using the following indicators: 
–  the country’s average tax rate; 
– GRP in a particular region; 
– the country’s total GRP; and 
– the common tax liabilities of the regions. 
The average tax rate is determined based on the correlation between the tax lia-

bilities of all regions in the country and the country’s total gross regional product. 
Under this method, the tax liabilities of all regions are calculated based on both tax 
revenues and tax arrears, and their increase, which is added to the tax liabilities. 

The regions’ taxable capacity is next defined using the method based on the 
country’s average tax rate and GRP (Table 3). 

Table 3 
Taxable capacity of the Republic of Dagestan measured using the GRP method  

Indicators 2013 2014 2015 2016 2016 in % 
by 2013 

GRP of all regions, billion RU 53,013.6 59,188.3 65,750.6 69,254.1 130.6 
Tax liabilities of all regions, billion RU 5,957.6 6,453.9 10,723.4 13,287.4 223.0 
Arrears of all regions, billion RU 354.2 358.3 827.5 1,031.7 291.2 
Changes in the arrears in tax liabilities, 
billion RU +35.5 +4.1 –489.4 –693.2 2,052.6 
Average tax rate, % 11.97 11.52 16.82 19.67 164.3 
GRP in the Republic of Dagestan, 
billion RU 452. 9 528. 1 559. 7 562.5 124.1 
Taxable capacity, billion RU 5,421.2 6,083.7 9,414.1 11,064.4 204.0 

Note: Prepared using data from the Federal Fiscal Service, access mode – https://www.nalog.ru and the  
Federal Statistics Office, access mode – http://www.gks.ru. 

Table 3 shows that the taxable capacity of the Republic of Dagestan doubled be-
tween 2013 and 2016 and reached 11064.4 billion RU in 2016. At the same time, the 
dynamics of the indicators that contribute to taxable capacity illustrate the unequal 
impact of conditions such as the country’s average tax rate, the GRP in the Republic 
of Dagestan, the total gross regional product, as well as the common tax liabilities of 
the regions. 

For example, factors such as growth in the tax liabilities of all regions by 123% 
and growth in the arrears of all regions by 191.2% extensively affect improvement 
in the taxable capacity of the Republic of Dagestan. At the same time, it should be 
noted that with significantly low dynamics of the GRP in all regions (+30.6%) and 
the GRP in the Republic of Dagestan (+24.1%), the dynamics of the average tax 
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rate seems to be more substantial (+64.3%), which determines the 104% expansion 
in the taxable capacity of the Republic of Dagestan.  

Next, we calculate the basic taxable capacity by tax types and the associated tax 
rates (Table 4). 

Table 4 
 Calculation of the basic taxable capacity  
in the Republic of Dagestan by tax types  

Indicators 2013  2014  2015  2016 2016 in %  
by 2013  

Basic taxable capacity,  
million RU, total  15,922.6 18,534.0 19,443.2 23,295.0 146.3 
including   
Personal income tax 8,076.4 9,987.6 8,708.2 11,013.1 136.3 
Corporate profit tax 850.9 1,056.5 1,891.5 2,166.4 254.6 
Excise taxes 1,603.2 1,536.7 1,642.3 1,705.4 106.3 
Corporate property tax 2,525.0 2,734.9 2,807.2 3,093.7 122.5 
Transport tax 419.4 803.2 1,102.1 1,382.6 329.6 
Mineral tax 18.1 19.3 979.8 30.1 166.2 
Official fee 69.6 99.4 98.3 130.3 187.2 
Personal property tax 128.5 147.1 0.0 236.2 183.8 
Land tax 919.7 842.4 0.0 1,300.6 141.4 
Total income tax 704.6 880.7 1,090.2 1,140.9 161.9 
Other taxes and levies 607.2 426.2 1,123.6 1,095.7 180.4 

Note: Based on data from the Federal Fiscal Service, access mode – https://www.nalog.ru.  

This analysis of the taxable capacity structure in the Republic of Dagestan for 
2013–2016 includes the tax gap and shows that taxes such as the personal income 
tax (41.6–43.9%%), corporate property tax (13.1–14.9%%), and corporate profit tax 
(10.0–12.2%%) comprise a significant share of the taxable capacity. The total share 
of these indicators for the period in question ranges from 64.7% to 71.0% (Table 4). 
Hence, improving the taxable capacity in the Republic of Dagestan requires local tax 
offices to focus on directing the capacities of taxes such as personal income tax, 
property tax, and corporate profit tax. 

Table 5 compares the results of measuring the taxable capacity for the Republic 
of Dagestan for 2013–2016 using the different measurement methods. Table 5 
clearly shows that the taxable capacity estimated with a tax gap has the highest val-
ue. This means that the actual taxable capacity is not fully implemented and there 
are some reserves for development. 
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Table 5 
Comparative analysis of the taxable capacity of  

the Republic of Dagestan measured by different methods  
(million RU)  

Measurement method  
for taxable capacity  

2013  2014  2015  2016  2016 in % 
by 2013  

Tax revenues actually collected 21,001.1 22,661.3 21,840.5 25,025.3 +19.2 
Gross regional product 5,421.2 6,083.7 9,414.1 11,064.4 +104.0 
Tax gap based taxable capacity  28,627.7 34,435.3 33,690.2 39,880.5 +39.3 

Discussion 

The aspects of measuring a region’s taxable capacity, fiscal federalism, and an efficien-
cy increase in fiscal policy are analysed in papers by foreign scholars: Okello (2014), 
Said–Singini (2014), Saez–Stantcheva (2018), Raczkowski (2015), Rinaudo (2014), 
Roy–Chowdhury (2017), and Stern (2016). These scholars based their studies on a 
RTS. This method is the most popular tool for measuring taxable capacity. The meth-
od predicts the possible tax revenues in a regional budget with by applying standard or 
average tax base rates to each type of tax valid for that country. Canada, Germany, 
and Switzerland are quite experienced in applying this method. In Canada, the con-
cept of fiscal federalism is known for its high degree of regional authority autonomy, 
and requires a special national template to compare different tax bases, because the 
territory’s taxable capacity is measured with regard to the cumulative tax bases of 37 
regional and local taxes. The method for measuring taxable capacity based on the 
representative system is also used in Russia (Musaeva et al. 2015a, 2015b, Mironova–
Khanafeev 2016, Sinelnikov-Murylev et al. 2011).  

The method’s advantage is its reliable identification of a region’s tax revenue ca-
pacity. However, frequent cases of tax evasion, a high level of shadow revenues of 
market subjects, frequent changes in fiscal legislation and other factors, as well as 
the demotivation of fiscal bodies and regional authorities to show their unbiased 
taxable capacity, decrease the efficiency of managing taxes and their role in the so-
cial and economic development of the region. 

The RTS method based on average tax rates for particular tax bases is aimed at 
predicting the possible tax revenues for the region’s budget. Information about the 
amount of a region’s tax base is collected in the state’s fiscal system. Under this 
method, the tax revenue capacity is defined for each tax with regard to the tax base 
and an average tax rate.  

The RTS method sees taxable capacity as the amount of possible tax payments 
into the region’s budget. In addition, a unified tax structure for the territories and 
uniform taxation rates in the regions, as well as an average level of regional tax ef-
fort, serve as prerequisites for the calculations. 
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The RTS method requires a wide range of information across the RF regions: 
the amount of taxes and levies actually collected, tax bases, tax rates, and the level of 
tax effort. 

The following algorithm is applied to each region to identify the territory’s tax 
revenue capacity: 

– the revenue items of local budgets are specified; 
– the revenues of particular regions are classified; 
– the structure of the standard tax burden and representative taxation rate are 

identified; and 
– the region’s taxable capacity is measured (Pinskaya et al. 2018). 
These estimates and application of this method provide the amount of tax reve-

nues that could be collected by the region, provided the region used a representative 
fiscal system. Overall, the territories’ tax revenue capacity is measured by adding the 
taxable capacities of separate taxes. The taxable capacity estimates for a particular 
tax also account for changes in legislation related to this tax. The capacity of tax 
revenues is measured separately for the following taxes: value added tax, personal 
income tax, property tax, excise tax, corporate income tax, and natural resource 
consumption tax. There is also an element of taxable capacity defined by the re-
maining taxes that is not accounted for in measuring the separate taxable capacities. 

Thus, the RTS method evaluates the skills of the region’s authorities in managing 
the tax returns to the budget based on a fixed taxable base. With a number of ad-
vantages (unbiased identification of the taxable capacity amount), the approach also 
has some drawbacks, with the most crucial one being its high labour intensity. 

Many Russian scholars have contributed to the issue of identifying taxable capac-
ity. For example, Aliev et al. (2014, 2015), Igonina, (2016a, 2016b), and Suleymanov 
et al. (2016, 2018) measure taxable capacity by analysing inter-budget relationships. 
However, such an approach does not comprehensively cover all the main aspects of 
taxable capacity, because many other financial and economic parameters are ig-
nored. 

The method of classification based on identifying the direct and indirect meas-
urement methods for the region’s taxable capacity turns out to be very popular. 
Direct methods regard the figures for the collected tax revenues in the RF subjects, 
while indirect methods are based on the economic parameters that characterize the 
region’s development.  

Igonina’s approach (Aliev et al. 2015) is worth mentioning: it summarizes the 
measurement methods for the region’s taxable capacity: 

– approaches based on economic income figures (per capita income, gross re-
gional product, combined tax resources); 

– approaches based on tax base figures (direct account, RTS) 
– approaches based on the actual tax payment figures and their updates (actual 

tax revenues, updated by the actual tax payments) (Aliev et al. 2015).  
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In their analysis of a region’s taxable capacity, many scholars point out the meas-
urement method that uses a TCC as an independent approach (Fjeldstad 2013). 

On the whole, the proposed analysis of the content, advantages, and drawbacks 
of the existing methods for measuring taxable capacity is a prerequisite for further 
improvement in the appropriate measurement methodology. In addition, we believe 
that a RTS, which has minimal measurement errors, should be the starting point for 
the method used to measure a territory’s taxable capacity. 

The methods for measuring taxable capacity described here and in other papers 
do not update capacity for the value of the shadow turnover and non-activated ca-
pacity, which lowers the actual amount of predicted budget revenues.  

Conclusion 

Finding a solution for strengthening the region’s taxable capacity is of theoretical 
and practical importance for further development of regional economic units and 
for supporting the RF subjects in their duties to fulfil their social and other obliga-
tions. Territorial budget capabilities determine the solutions for all functions and 
tasks in the controlled areas and ultimately the living standards for the population. It 
should also be noted that foreign practices are known for their extensive experience 
in developing taxable capacity, which could benefit the Russian regions.  

In general, an analysis of the content, advantages, and disadvantages of existing 
methods for assessing tax potential is a prerequisite for developing an improved 
optimal evaluation methodology. At the same time, the starting point for improving 
the territories’ tax potential evaluation methodology should be, in our opinion, a 
RTS, the results of which show minimum evaluation errors. 

Tax potential evaluation methods presented in the literature as well as above do 
not primarily provide clarification of the magnitude of the shadow economy and 
non-activated capacity, which reduces the real amount of potential revenues. 

REFERENCES 

ALIEV, B. KH.–IGONINA, L. L.–MUSAEVA, KH. M.–SULEYMANOV, M. M.–ALIMIRZOEVA, M. G. 
(2015): Priority guidelines for strengthening regional taxable capacity as a factor of 
sustainable development of the territorial entities Mediterranean Journal of Social Sci-
ences MCSER Publishing 6 (5): 343–349.  

 https://doi.org/10.5901/mjss.2015.v6n5s2p343 
ALIEV, B. KH.–MUSAEVA, KH. M.–SULEYMANOV, M. M. (2014): Methodological approaches 

towards assessing the efficacy of a region’s budgetary-taxation policy Asian Social 
Science 10 (24): 35–42. http://dx.doi.org/10.5539/ass.v10n24p35 

BÉNASSY-QUÉRÉ, A.–TRANNOY, A.–WOLFF, G. (2014): Tax harmonization in Europe: 
moving forward Les notes du conseil d'analyse économique 14: 1–12.  

 https://doi.org/10.3917/ncae.014.0001  



188 R. M. Magomedov – K. A. Israpilov – A. V. Zolotaryuk – S. M. Doguchaeva 
– O. Y. Gorodetskaia –O. N. Tsvetkova 

 

Regional Statistics, Vol. 9. No. 2. 2019: 173–189; DOI: 10.15196/RS090207 

FJELDSTAD, O. H. (2013): Taxation and development a review of donor support to strength-
en tax systems in developing countries WIDER Working Paper No. 2013/010, 
UNU-WIDER, Helsinki. 

GARBARINO, C. (2014): Tax design issues in respect to foreign branches and controlled 
companies and the feasibility of a consolidation area in the EU EC Tax Review  
23 (1): 16–29. 

IGONINA, L. L.–MAMONOVA, I. V.–SULEIMANOV, M. M. (2016a): Assessing the efficiency of 
tax incentives in the system for managing regional finances Economic and Social 
Changes: Facts, Trends, Forecast 6 (48): 180–192.   

 http://doi.org/10.15838/esc.2016.6.48.10 
IGONINA, L. L.–NABIYEV, R. A.–ALIMIRZOEVA, M. G.–GULMAGOMEDOVA, G. A.–

SULEYMANOV, M. M. (2016b): Reforming of Regional Fiscal Policy as Basis of 
Increasing Taxation Potential of Territories International Journal of Economics and 
Financial Issue 6 (4): 1560–1569. 

KINDA, T. (2014): The Quest for Non-Resource-Based FDI: Do Taxes Matter? IMF Work-
ing Paper WP/14/15: 1–23. http://dx.doi.org/10.5089/9781475514094.001 

MIRONOVA, O. A.–KHANAFEEV, F. F. (2016): A tax gap: identification and regulation diffi-
culties Issues of Regional Economy 27 (2): 114. 

MUSAEVA, KH. M.–ALIEV, B. KH.–SULEYMANOV, M. M.–DYUKINA, T. O. (2015a): Tax 
relieves: costs of their application in taxation and issues of the efficiency evalua-
tion Asian Social Science 11 (5): 333–343. https://doi.org/10.5539/ass.v11n5p333 

MUSAEVA, KH. M.–SULEYMANOV, M. M.–ISAEVA, SH. M.–PINSKAYA, M. R. (2015b): Im-
provement of the efficiency of the instruments of tax regulation in the context of 
the development of fiscal federalism and strengthening of the taxable capacity of 
the subject of the Russian Federation Ecology, Environment and Conservation Journal 
Papers 21 (Suppl. Issue): 13–28. 

OKELLO, A. (2014): Managing income tax compliance through self-assessment IMF Working 
Paper WP/14/41: 1–37. https://doi.org/10.5089/9781475515237.001  

PINSKAYA, М. R.–BOGACHEV, S. V.–BASHKIROVA, N. N. et al. (2018): Growth capacity for tax 
revenues of regional and local budgets NITs INFRA-M., Мoscow. 

POPOVA, G. L. (2014): The classification of formalized methods of estimating tax capacity 
Economic Analysis: Theory and Practice 13 (34): 44–55.  

RACZKOWSKI, K. (2015): Measuring the tax gap in the European economy Journal of Econom-
ics and Management 21 (3): 58–72. 

ROY, R.–CHOWDHURY, M. K. (2017): Fiscal policy for innovation and growth and current trends in 
tax policy of National Board of Revenue (NBR), Bangladesh Presentation by NBR offi-
cials at the 8th IMF-Japan High-Level Tax Conference for Asian Countries.  

SAEZ, E.–STANTCHEVA, S. (2018): A simpler theory of optimal capital taxation Journal of 
Public Economics 162: 120–142. https://doi.org/10.1016/j.jpubeco.2017.10.004 

SAID, J.–SINGINI, K. (2014): The political economy determinants of economic growth in 
Malawi ESID Working Paper No. 40. https://doi.org/10.2139/ssrn.2519148  

SINELNIKOV-MURYLEV, S.–KADOCHNIKOV, P.–IDRISOV, G. (2011): Corporate income tax: 
analysis of 2001 reform and modeling the region’s taxable capacity Institute of Gaidar, 
Мoscow. 



Regional taxable capacity measurement methodology based on factors  
that determine tax gaps based on the example of the Republic of Dagestan 

189 

 

Regional Statistics, Vol. 9. No. 2. 2019: 173–189; DOI: 10.15196/RS090207 

SULEYMANOV, M. M.–ALIEV, B. KH.–NABIEV, R. A.–BEYBALAEVA, D. K.–SULTANOV, G. S. 
(2016): The theoretical and practical aspects of the development of tax federal-
ism in Russia International Journal of Economic Research 13 (9): 3871–3884. 

SULEYMANOV, M. M.–MAGOMEDOV, R. M.–SAVINA, S. V.–FOMICHEVA, T. L. (2018): Basic 
models of tax federalism in global practice: specific characteristics and structural 
and functional organization Academy of Accounting and Financial Studies Journal  
22 (3): 1–9. 

INTERNET REFERENCES 

RINAUDO, M. (2014): Bangladesh technical assistance report: Methodology to measure the value-added tax 
gap in Bangladesh Government of Bangladesh, National Board of Revenue, Dhaka. 
http://nbr.gov.bd/uploads/publications/84.pdf (downloaded: May 2019) 

STERN, R. (2016): Building capacity in international tax matters: A partnership approach World Bank 
Group, Washington.  

 https://www.imf.org/external/np/seminars/eng/2016/taxation/pdf/rs.pdf 
(downloaded: May 2019) 

 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


