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THE CONCEPT AND FEATURES
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In the paper is discussed the concept, approaches to the definition, structure and role of the
financial potential of the municipality as a factor in improving the financial condition and ensure
sustainable development of territories.

In connection with the formation of a new
system of local government in the Russian Fed
eration is becoming urgent task of ensuring sus
tainable socioeconomic development of munici
palities. This is achieved through a number of
subtasks, one of which is to form the optimal
structure of financial resources.
The current state of local budgets can be
defined as critical. If we consider the structure
of the consolidated budget of Bashkortostan in
the last 30 years (BASSR until 1990 and the
Republic of Bashkortostan since 1990) shows
that if the Soviet period, the share of local bud
gets in the consolidated budget of the republic
is about 70%, there is now no more than 20 %
(fig. 1).
Presented in Figure 1 dynamics shows that
the modern period can be attributed to the sec
ond wave of recession. If the first reduction of
financial income of local budgets can be attrib
uted to factors of economic destruction of the
Soviet period, a second crisis is due to the

decline of the reform of local selfgovernment
in 2003 in connection with the adoption of Fed
eral Law № 131FZ “On general principles of
local selfgovernment.”
In general, the state of local budgets today
can be defined as a crisis. The share of funds
that belong to local governments is very small 
about 2% of total funds in the country, the rest
belong to the state and private owners. In Rus
sia decreased tax revenues of local budgets
(from 70% before the reform to 30% in 2008),
reduced the share of local taxes in local bud
gets (from 12% to 3% over the same period).
At the same time the share of intergovernmen
tal transfers  from 32,5% in 2002 to 58.05%
in 2008. Also, a high degree of subsidies to
municipalities  for the settlements it is 38.22%
for 2008.
Such a crisis in local public finance has led
from one side to the resource dependence of
municipalities on the higher levels, and the other
to reduce the interest of local governments to
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Fig. 1. The structure of the consolidated budget BASSR until 1990
and the Republic of Bashkortostan since 1990
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increase financial independence. Addressing the
challenges of strengthening the stability of socio
economic development of the municipality re
quires the development of mechanisms to en
courage municipalities to make efforts to in
crease the total resource base, the development
and effective use of their financial potential.
Financial potential was defined in relation
to the country in 1970. Volkov A. M. bound him
with an increase of financial resources (“finan
cial potential  is part of the financial resources
of the national income, which, after all the pro
cesses of redistribution embodied in the growth
of means of production”).
In the 1990’s there were new approaches
to reveal the essence of financial potential. The
first of these combines the point of view ac
cording to which the financial potential is re
garded as synonymous with fiscal potential.
According to another approach, financial
strength is a combination of financial resources
mobilized in full ever more elusive for area de
velopment and the socioeconomic needs of citi
zens. So, for example, A. L. Kolomiets and A.
Melnick believe that the financial potential is
the aggregate of all financial resources of a re
gion.
Other authors also express their financial
potential through the constituent elements,
which represent financial resources. For example,
A. N. Kolesnikova opens it through a set of key
sectors, including their own funds of economic
entities, funds and credit finance, insurance and
stock exchange institutions, nonprofit organi
zations, the population in the form of current
income and savings, the regional authorities.
A.K. Osipova includes financial potential of
the fiscal potential of the region, means the fi
nancial and credit system, financial potential of
enterprises, public funds, external borrowings.
The approach Osipova A.K. also important
is that it defines the financial potential as the
basis for a gross regional product, and as a
system of economic relations, whereby the re
gional reproduction process.
Thus, most authors in the structure of the
financial potential distinguished: the fiscal po
tential of the region, funds of economic enti
ties, public funds and the financial and credit
system.
An interesting approach of the authors, who
see the financial potential of three positions:

♦ total potential of its finances (financial
resources) to support (provide) economic ac
tivity;
♦ set of financial resources;
♦ real effect of the economic object, which
can be achieved with maximum use of financial
resources.
This definition allows us not confuse the
concept of financial potential with the concept
of “financial resources”. That is, in this approach,
financial strength  not just a collection of fi
nancial resources, but also their ability to effec
tively use and the possible effect on their opti
mal use. In addition, a positive in this approach
is also focused on the optimal structure of fi
nancial resources.
All these definitions have been given to the
financial potential of the region. At the munici
pal level, the content of the financial potential
of developed worse than for the regions.
Some authors believe that the financial po
tential of the municipality  that govern the abil
ity of the territory of the assets to generate cash
flows, realized a total income of subjects of its
economic system. Based on this definition of
financial potential involves two basic indicators:
financial income and financial resources.
Financial revenue of the municipality  the
total income received by various entities of its
economic system, which is generated in the area.
The financial resources of the municipality  a
set of financial balances as a result of their
redistribution among economic entities, local
budgets and the population of the municipality.
The advantage of this approach is an indi
cation of the resource base financial potential,
however, is not entirely correct is the presenta
tion of financial potential as the outcomes of all
other potentials (in his case, institutional, natu
ral, social capital, building the basic sectors
and infrastructure). Financial potential on a par
with the rest used to achieve a different result
of the municipality  the welfare of the popula
tion. In addition, he submitted a financial in
come, in essence, is the financial potential. A
converted potential into resources, which is
defined by the author as financial resources, is
not a potential.
Menkova N.M. believes that the financial
potential of the area is the aggregate potential
of the financial resources to achieve real social
and economic effects of a certain territory.
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However, she shared the financial potential
to use (resources, which ensured the achieve
ment of a municipality) and unused (resources
that are not involved in the process of repro
duction and does not serve the goals). Such a
division in our opinion reveals effectiveness of
potential. The positive is the fact that the finan
cial potential is focused on the purpose of func
tioning and development of municipalities  to
satisfy the socioeconomic needs.
Thus, analyzing different approaches, we
can conclude that the majority of authors iden
tify the financial potential of the tax and iden
tify it as a combination of financial resources.
There is confusion about the concepts of “fi
nancial potential”, “financial resources”.
For a definition of financial potential, it is
necessary to identify key features:
1) is part of the overall potential of self
development;
2) is a system;
3) a combination of financial potential;
4) divided by the degree of use;
5) has the focus of revitalization.
Let us consider these symptoms.
1. Financial potential as part of the overall
potential of selfdevelopment.
From our point of view of financial strength
 is part of the overall potential of the municipal
selfeducation, along with the natural, human,
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economic geography, innovation and the repro
duction potential of the municipality.
2. Financial potential is a complex system
consisting of constituent elements, evaluation
methods, principles and implementation functions,
as well as various methods of management. The
main structural elements are presented in fig. 2.
3. The set of financial opportunities.
Financial strength is the financial potential of
various agents of the municipal economy (fig. 3).
There are three components of financial
potential: the financial potential of the popula
tion, economic entities and the fiscal potential
of the municipality, each of which can be char
acterized by a set of indicators:
1) the fiscal potential: the tax revenue bud
get nontax revenues of the budget, funds trans
ferred to municipal budgets, etc.;
2) financial potential of enterprises and or
ganizations: profit of profitable enterprises
(large and medium); depreciation entrepreneur
ial income, etc.;
3) financial potential of the population: cash
income, etc.
4. The degree of use.
Financial potential can be broken down into
used and unused potential. Used potential  the
potential involved in the economic turnover and
employee development goals of the municipal
ity. Not involved in the economic cycle  it is an
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Fig. 2. Structural elements of the financial management system capabilities
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unused financial potential. And one of the tasks
of local government financial management is the
conversion of unused financial potential used.
5. Targeting.
In a dynamic model of the transformation
of the financial potential it through the forma
tion of the optimal structure of financial re
sources used to achieve operation of the mu
nicipality (fig. 4).
The overall pattern of transformation of the
financial potential to achieve development goals
municipality is presented in fig. 5.

During the operation of the municipal for
mation potential is converted into financial re
sources. The result of the use of financial re
sources, the municipality is a common goal 
improving the quality of life and the consequent
improvement of the socioeconomic condition
of the municipality, which in turn again increases
the financial potential of the municipality.
Thus, the financial potential of selfdevel
opment of the municipality  is the total finan
cial potential of the municipality, including the
financial potential of the Budget, businesses and
7
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Fig. 5. Model of the transformation of the financial potential

communities, which are translated into financial
resources and are used to achieve the develop
ment goals of the municipality.
This definition allows to link the internal poten
tial of economic agents municipality for the devel
opment of the municipality. Increased financial po
tential allows to increase the financial sustainability
of the municipality, to ensure the interest of local
governments to more effectively and efficiently
manage their resources and potential.
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