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METHODOLOGICAL APPROACHES USED TO DEFINE
PUBLIC FINANCES

The paper reveals the essence and functions of public finances as part of public economy sector. The author
investigates the place of public finance in a financial system. The public finance is considered as full and rightful part of
private business.
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ÌÅÒÎÄÎËÎÃÈ×ÅÑÊÈÅ ÏÎÄÕÎÄÛ
Ê ÑÎÄÅÐÆÀÍÈÞ ÎÁÙÅÑÒÂÅÍÍÛÕ ÔÈÍÀÍÑÎÂ

Â ñòàòüå ðàñêðûâàþòñÿ ñóùíîñòü è ôóíêöèè îáùåñòâåííûõ ôèíàíñîâ êàê ÷àñòè îáùåñòâåííîãî ñåêòîðà ýêîíî-
ìèêè. Èññëåäóåòñÿ ðîëü îáùåñòâåííûõ ôèíàíñîâ â ôèíàíñîâîé ñèñòåìå. Îáùåñòâåííûå ôèíàíñû ðàññìàòðèâà-
þòñÿ êàê ïîëíîïðàâíûé ó÷àñòíèê ÷àñòíîãî áèçíåñà.

Êëþ÷åâûå ñëîâà: îáùåñòâåííûå ôèíàíñû, ôèíàíñîâàÿ ñèñòåìà, ôóíêöèè ôèíàíñîâ, îáùåñòâåííûé
ñåêòîð ýêîíîìèêè.

Efficiency of state functioning, its financial stability and
financial solvency largely depends on management of pub-
lic finances.

The term “public finances” which is well known world-
wide is not widely used in Russia. There are only concepts
of “government finances” and “municipal finances”. De-
spite public finances significance, their theoretical basis
is not well determined. Firstly it shows itself in understand-
ing the role of the government in market economy. Today
the government is beyond the scope market operations
and this fact generates the wrong ideas on extra economic
principles of public finances thus forcing them to be on the
brink of coping with market economy laws. The result of it
is making unmotivated managerial decisions.

For better understanding public finances principles and
functions it is necessary to define finances in general which
is rather a disputable aspect. Uncertainty in the aspect of
finances principle in theory is the reason for misrepresen-
tation of processes in the government financial policy in
practice.

Generalizing conceptual approaches of national econ-
omists to principles and structure of finances it is possi-
ble to divide them into several categories. The first cate-
gory is economists who are supporters of distribution the-
ory (L.A. Drobozina, E.A. Voznesensky, V.M. Rodionova,
V.G. Chantladze, etc. [1]). The second category of econo-
mists is followers of reprocessing theory (D.S. Molyakov,
P.S. Nikolsky, M.V. Romanovsky, V.K. Senchagov, etc. [2]).
There are also economists who relate the theory of fi-
nances only to the activity of the government (A.M. Alexan-
drov, A.M. Birman, B.M. Sabanti, A.Yu. Kazak) and there are
economists who admit not only government finances but
corporate finances as well (the major part of Soviet and
Russian economists) [3].

In western literature and practice finances are consid-
ered to be public (government) finances [4]. This stand-
point implies that the government needs the formation of
institutes for carrying out federal policy, i.e., together with
origin of State objective necessity to create a system of
redistributive relations formation appears in society. These

redistributive relations become associated with money (fi-
nances) when commodity-money relations develop.

Theoretically substantiated position of principles of fi-
nances understanding belongs to A.G. Gryaznova and E.V.
Markina. They believe that finances are “an aggregate of
money relations in terms of distribution of gross domestic
product cost, foreign economic activities revenues, and a
part of national wealth. All this contribute to money income,
receipts and savings accumulation. They are accumulated
at the level of business entities and government, and are
later used for solving economic and social tasks” [5, p. 13].

A new and interesting trend of investigation was sug-
gested by S.V. Barulin and T.M. Kovaleva. They consider
that finances mediate all money relations in the process of
giving effect to civil and public financial resources as well
as formation and use of business entities and govern-
ment (municipal) revenues which arise due to financial
instruments and mechanisms [6]. Thus, they repudiate
such a distinctive feature of finances like their fund charac-
ter and mandatory form of money relations. We share this
opinion and we also consider the principle of finances in
global conditions from the point of view of two methodolog-
ical positions: scientific and practical. Being economic cat-
egories, finance and money are different in the form of their
existence and are related as form and content (e.g., price
and cost). But both financial and money relations are put
into practice in the form of financial resources movement.

Modern money functions successfully only because it
is in the form of finance. Financial mechanisms and in-
struments give effect to money. Then they convert it into
financial resources thus making the process of formation
and use of government as well as municipal, corporate
and home economics revenues constant.

Conceptual framework of national economical thought
does not have the concept “public finances”. Analysis of
definitions of concepts “government and municipal financ-
es” made it possible to find out the two main approaches.
A number of authors (G.B. Polyak, A.M. Babich, L.N. Pavlo-
va, etc.) consider the principle of government and munici-
pal finances in terms of economic relations. Other econo-
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mists (A.G. Gryaznova, E.V. Markina, M.V. Romanovsky,
L.S.  Grinkevich, V.V. Kazakov, etc.) consider them in terms
of money relations. At that a number of authors believe
that these relations appear with regard to formation, dis-
tribution and usage of centralized money funds, while oth-
ers are sure these relations appear with regard to distri-
bution and redistribution of social product cost empha-
sizing the condition for government and municipal financ-
es formation.

The study of economic literature made it possible to
conclude that as a rule national authors most often use the
terms “government finances” and “municipal finances”. The
term “public finances” is used mostly in foreign theory and
practice. Over the last years in Russia public finances are
often spoken about. Statutes and regulations specifying
implementation of budget and administrative reforms have
contributed to that.

As reforms of public finance management are a priority
task in the field of institutional changes in the Russian
Federation, the precise conceptual framework is of vital
importance for identification the object of the reform.

It should be noted that the theory of public finances is a
constituent of economy of the public sector. Public financ-
es are given a multivalued treatment. Using the experi-
ence of institutional reform in Russia and the experience
of western countries in carrying out administrative and bud-
geting reforms, it is our understanding that it is relevant to
apply the term “public finances” in theory and practice of
finance. We consider that this term implies combination of
money relations which appear in the process of distribu-
tion and redistribution of social product cost while forming
and moving of centralized funds of financial resources nec-
essary for federal and local governments to perform their
functions aimed the improvement of the country residents’
quality of life.

Public finances management is based on the follow-
ing methodological basis:

– general principles (unity, goal, efficacy, temporality,
balance, diversification);

– specific principles (transparency, scientific character,
complexity, validity, cost effectiveness, rationality, differenti-
ation of powers and  competences, adequate management
of financial (budget) flows.

In financial globalization public finances are consid-
ered to be the main segment of financing because they
mainly define rules of the game and influence finances of
economic entities directly or indirectly. Emerging role of the
government in the sphere of finances concerns not only
cross-countries financial flows but financial activity inwardly.
Some countries have a tendency to strengthen their finan-
cial influence in the world while others tend to protect them-
selves from this influence. This leads to understanding
the necessity for more active influence of the government
on domestic financial processes. In this case the govern-
ment actively utilizes finances for stimulation of economic
growth, enhancement of economic structure, and increase
in living standards of population. Today public finances
should not only perform the function of government provi-
sion but should also be an effective and productive ele-
ment of the reproduction process by actively taking part in
accumulation of fixed assets for public goods production
in different forms (population protection, defense, finance
stabilization, etc.), of innovation potential of the country, of
intellectual resources, etc.

Economic content of public finances means the move-
ment of financial resources in civil form. On this basis for-
mation and utilization of government and municipal bod-
ies’ revenues occurs. This can be done when respective
financial mechanisms and instruments are applied. In this
case financial instruments and mechanisms are tax and
non-tax payments, federal (municipal) loans, means of fi-
nancial support to regional and municipal governments,
government businesses and programs, public budget
loans, inter-budget transfers, etc.

Public finances are a system of redistributive money
relation regulated by the government pertaining to forma-
tion and utilization of centralized (public) money funds
(revenues) necessary for the government to perform its
functions.

Scientists do not have a shared vision of the spheres
and parts of financial system. But most economists and
lawyers agree that financial system incorporates finance
of the government and finance of companies of different
patterns of ownership (the exception is the Ural scientific
school under the supervision of A.Yu. Kazak, the represen-
tatives of which consider finances to be public thus repudi-
ating the idea of finance of non-government organizations
considering them as money relations but not as a financial
category) [7, ñ. 122].

We believe that financial system consists of objectively
conditional spheres – public and corporate finances. Pub-
lic finances are a part of financial relations with direct par-
ticipation of government authorities of any level (govern-
ment and local government authorities). These authorities
generate financial resources necessary to perform their
functions – economic, social, political, financing constitu-
tional civil rights, etc.

The following constituents present public finances:
budgetary system, financial provisions, government and
municipal enterprises and organizations.

It is also necessary to determine the functions of fi-
nances. It is possible to distinguish two main approaches
to this aspect among the variety of different approaches of
national economists. The supporters of the first approach
believe finances have the function of distribution and con-
trol [8]. The followers of the second approach think financ-
es perform three functions: fund formation of monetary
assets (receipts), use of funds of monetary assets (ex-
penses) and function of control [9]. There are also other
approaches to determination of finance functions. For ex-
ample, L.N. Pavlova states that finances have the func-
tions of planning, organizing, stimulating and control. It is
evident they are the functions of any economic process
management, though [10, p. 17 – 18].

A.I. Arhipov and V.K. Senchagov have an understand-
ing that the term “function” implies certain “work” that fi-
nances do and are sure finances have distributive, stim-
ulating and control functions [11, p. 28]. However, the con-
cepts of “function” and “work” should not be misinterpret-
ed. The term “work” implies a certain activity of people
and the term “function” implies a socially intended use of
an economic category.

According to S.V. Barulin and T.M. Kovaleva finances
perform three functions: generation of centralized and de-
centralized income; use of centralized and decentralized
income; and control [12]. Government finances being a
part of general system of finances also perform three func-
tions in the centralized sphere of financial resources flow
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(money income and expenses of State). So their functions
are to generate centralized income, utilize centralized in-
come and control.

Musgrave R.A., et al. distinguish three functions of State:
to allocate, to distribute and to stabilize [13]. L.N. Yakobson
considers these functions are applicable to government
finances as well [14].

Allocation function means adjustment of economical
resources allocation in case economy is not efficient
enough due to market imperfections. Allocation function is
related to generation of public goods. Public goods are
goods not provided by private markets. Government financ-
es perform allocation function connected with generation
of unique vitally important public goods. They do not only
flatten out all the disadvantages of market mechanism but
solve key socially important geopolitical tasks. Allocation
function is performed in the case State limits production of
commodities which have negative external effects with tax-
es or in another case State accommodates generation of
public goods which have special advantages with bailouts.
By means of public finances resources allocation is per-
formed for generation of the majority of public goods. Suc-
cessful implementation of geopolitical strategy can be only
in case State accurately performs its allocation function.
Problems arise when State either does not provide the
excellent quality of these specific goods generated by its
institutions, overprices them, or loses monopoly on their
generation. When it loses monopoly on generation of pub-
lic goods, informal structures which are latent and are be-
yond the scope of control of society and government, take
the place of State. It deregulates State and eliminates it
geopolitical potential.

When State loses monopoly on performing allocation
function there occur negative external effects, or externali-
ties. This means that due to elimination of non-competi-
tion in consumption and non-excludability of clean public
goods the principles of social justice and equality in con-
sumption of public goods are violated. Alongside, oligopo-
listic tendencies increase: several small groups of citizens
become “exclusive” consumers of these vitally important
services. This kind of situation happened in Russia in the
1990s when State lost monopoly on legitimate constraint,
taxation and law enforcement. As the result some compet-
itive and being beyond the control of State the sources of
constraint and instances of taxation appeared on the terri-
tory which was formally under State jurisdiction. This cir-
cumstance is essentially important for re-thinking finan-
cial policy and carrying out an effective financial strategy of
development.

Distribution function of public finances is in implemen-
tation of redistribution processes (e.g., collecting taxes from
the employed, State pays pensions and welfares to the
unemployables and the unemployed).

In exercising each of these functions State changes
orientation and scopes of financial flows caused and reg-
ulated by the market in either way. However, if the allocation
function concerns mostly financial flows between branch-
es of industry and organizations which generate and utilize
profits, then the distribution function concerns individuals.
Thus, funding of basic sciences for account of bank taxa-
tion can serve as an example of allocation function imple-
mentation and funding of exigencies of the disabled can
serve as an example of distribution function of government
finances implementation. Implementation of the given func-

tions is oriented to different in themselves criteria – effi-
ciency and justice.

Stabilization function of public finances is determined
by their impact on macroeconomic equilibrium which es-
sentially depends on tax format and rate, public spending,
government debt and the means of its funding.

At that stabilization measures inevitably cause chang-
es in allocation and redistribution. Differentiation of func-
tions is necessary, though, to clearly define and analyze
specific targets which may be achieved on the basis of
development of State, its finances and different options of
its finances utilization.

In summary, taking into account the significance of State
as a business entity and a generator of public goods, it is
possible to state public finances have one more function –
entrepreneurial.

It is fairly said that in modern conditions and in the
future public finances should transform from redistribu-
tive category into real reproduction category [15, p. 97]. In
practice it should mean there is a necessity for a nation-
oriented program development. This program should
concern transformation of public finances system on the
basis of macro strategy of economy development in the
new century. It should also provide both redistribution (re-
orientation) of market mechanisms and instruments and
creation of new market forces able to initiate a consider-
able economic lift. Key element of this program should
be financial resources reallocation to spheres which en-
able to enhance efficacy of financial resources of the gov-
ernment. To do this, it is necessary to work out new ap-
proaches to public resources understanding. Public fi-
nances do not only perform the function of State providing
but are also an effective element of the reproduction pro-
cess actively taking part in accumulation of gross assets
for public goods production as well as in enhancement of
innovation potential of the country and in enrichment of its
intellectual resources, etc.

Public finances should not be only the instrument of
filling the gaps in economy but should gradually become
an equal partner of private business being both its guaran-
tor in modern business relations and a financial partner
that has public interests in solving certain tasks of eco-
nomic development.
____________________
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IMPROVEMENT OF FUNDING METHODS OF FINANCIAL SECURITY
OF REGIONAL POLICY DEVELOPMENT

Research of aspects of funding methods of financial security of regional policy development is presented. The aims
and tasks of the Investment Fund of the Russian Federation are investigated. Disadvantages of qualitative and quantita-
tive criteria used for selection of investment projects claiming to get financial support from the government are dis-
cussed.
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ÑÎÂÅÐØÅÍÑÒÂÎÂÀÍÈÅ ÔÎÍÄÎÂÛÕ ÌÅÒÎÄÎÂ
ÔÈÍÀÍÑÎÂÎÃÎ ÎÁÅÑÏÅ×ÅÍÈß

ÏÎËÈÒÈÊÈ ÐÅÃÈÎÍÀËÜÍÎÃÎ ÐÀÇÂÈÒÈß

Ñòàòüÿ ïîñâÿùåíà èññëåäîâàíèþ ïðîáëåì ñîâåðøåíñòâîâàíèÿ ôîíäîâûõ ìåòîäîâ ôèíàíñîâîãî îáåñïå÷åíèÿ
ïîëèòèêè ðåãèîíàëüíîãî ðàçâèòèÿ. Èññëåäóþòñÿ çàäà÷è è ôóíêöèè Èíâåñòèöèîííîãî ôîíäà ÐÔ. Àíàëèçèðóþòñÿ
íåäîñòàòêè êà÷åñòâåííûõ è êîëè÷åñòâåííûõ êðèòåðèåâ îòáîðà èíâåñòèöèîííûõ ïðîåêòîâ, ïðåòåíäóþùèõ íà ïîëó-
÷åíèå ãîñóäàðñòâåííîé ôèíàíñîâîé ïîääåðæêè.

Êëþ÷åâûå ñëîâà : Èíâåñòèöèîííûé ôîíä ÐÔ, ðåãèîíàëüíûå èíâåñòèöèîííûå ôîíäû, îòáîð
èíâåñòèöèîííûõ ïðîåêòîâ, êðèòåðèè ýôôåêòèâíîñòè.
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Assignment of resources of the Investment Fund of the
Russian Federation to financially support innovation
projects has become one of the most significant decisions
of the government of the Russian Federation in the pro-
cess of innovation economy development. The Government
of the Russian Federation adopted the Regulation dated
March 1, 2008 ¹ 134 “On Approval of the Regulations on
the Formation and Utilization of the Budgetary Provisions
of the Investment Fund of the Russian Federation”. Since
the date of the Regulation approval budgetary provisions
of the Investment Fund are intended not only for the projects
aimed at socio-economic development of the Russian
Federation and its regions (infrastructure development) but
for innovation projects implementation as well.

In accordance with Budgetary Code of the Russian fed-
eration (Article 179.2) the Investment Fund of the Russian
Federation is finances set aside in the federal budget of
the Russian Federation intended for financing investment

projects implementation. The Fund is replenished by in-
crease in oil cut-off price in the Stabilization Fund forma-
tion (since February 2008 the Reserve Fund and National
Welfare Fund) and by advanced repayment of foreign debt,
i.e., out of savings interest. Ministry for Regional Develop-
ment performs the function of providing the government
support from the Investment Fund. The Investment Fund is
intended for investment and concession projects of fed-
eral, regional and interregional importance co-financing car-
ried out on terms of private-public financing partnership [1].

The Investment Fund of the Russian Federation was
formed as a part of the federal budget in 2006 with the
amount of 69.7 bln. Rub. In 2007 the Investment Fund spent
28 bln. Rub.; in 2008 – 28 bln. Rub.; in 2009 ã. – 87 bln.
Rub., particularly 77 bln. Rub. – on federal projects and
10 bln. Rub. – on regional projects. In 2010 it was planned
to replenish the Investment Fund by 37 bln. Rub. and to
finance only the projects which had already been under




