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PUBLIC EXPENDITURE

Meaning

*Public expenditure is the expenditure incurred by public authorities, Central, State &

Local governments, either for the satisfaction of collective needs of citizens or for

promoting their economic & social welfare.

Classification of Public Expenditure:

1. Revenue expenditure: This means expenditure on civil administration, defence and
welfare schemes, etc.

2. Capital expenditure: This is incurred once and all. It is non-recurring expenditure.
Expenditure on multipurpose projects, big factories like steel and cement, money
spent on machinery, building and land are all capital expenditure.

3. Development expenditure: This is made on irrigational development, industrial

development, education and health etc.

4. Non-development expenditure: This is the money spent on civil administration,

police force, defence forces, judiciary, etc.
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Causes of Increase in Public Expenditure

> Increase in backward area and population(Wersm&ew LGS HMID &S AFTans HBSHICIL)
»Growth of state functions(wrile eswebLT@ e aueTFse)

»Higher price-level and rising cost of public services(si®s elene Hemev WLHMD AUTS!
GFemeudserfledr 2_WI(HLD GF6ve)

»Increase in national wealth(cs®w assdausHw <@ &ML)

»Increased ability to tax(af asausgsib Bmer B sfs551)

»War and prevention of war (defence)(cury whab Gury s@LIL (UTSISTLIL))

»Provision of public utility services(ours LwerLTL 6 CFaneusHeameT aiLpmkiES56)

»Expansion in social services(sans caanaisefley el fleumésin)

»Technological changes call for larger or new production in public sector(casmfemi u
OTHMBEIGET QUTESSHmMUIN6L QUL 96vevgl LIS 2 MUISHE G 6mLLIL] eﬁ]@@s&rmm)

»Global environmental factors, including, IT, import & export requirements, international
political changes, and terrorism(ssead osmdom ub, @n&EELE WHHID FHOLE CHOSBET,
FIaUGHTF SITFILI6 LDOMMHMMBIGET LDMHMILD LIWBISTeUTSLD 2 6Tefll L 2_eugsermallul & M mi& @ Lpe6y asrrl;rewﬂaseﬁ)
»Expansion of public sector(ounsissieom alfleungsin)

»Defective financial and civil administration (including corruption, red tapism, and

malicious bureaucracy) (semur@erer BE wHmid Peler BFaumsh (2arpe, el SULESH MDD
FHRIHMPEGLD AFETISSIQID 2 L LIL))

»Political and social factors (gu;r@u_le'u LDMHMILD FeLN&s aarrl;rewﬂaadT)
»Economic development (esp. for developing countries) (aur@ernsmy sueris (ereivLd. eueT@@LD

BTH&E55E ))



Effects of Public Expenditure on production, employment and distribution

Effects of Public Expenditure

Public expenditure is beneficial since it influences the economy in many directions. The effects
of public expenditure are always beneficial. It increases the capacity of the people to produce
output efficiently. It influences the production not only directly but also indirectly. It increases
the community’s productive power. It promotes social and economic equality and finally
increases income, employment and welfare.

1. Effects on production

Expenditure on defence becomes productive and it becomes a protective expenditure.
Development of infrastructures facilitates production and thereby helps to increase national
income and in turn per capita income. Expenditures on social services like free education,
health and medical aid, which increase the capacity of the people to work and save and
productive power,

2. Effects on distribution

Public expenditure is an ideal medium to remove economic inequalities in society. The
government should tax more the rich. The amount so collected should be spent on free
education, medical aid, cheap food, subsidized houses, old age pension, etc. This process of
public expenditure will bring about redistribution of national income in favour of the poor.

3. Effects on income and employment

Public expenditure affects the level of income and employment in the country by removing the
widespread unemployment. Investing more on public works like roads, hydro-electric
generating works, etc. will create a multiplier effect on the economy and thereby increases the
income and employment. This results in increased consumption and in turn develops the
consumption goods industries and capital goods industries.

Thus, public expenditure plays a vital role in the economic development of a country. It also
creates necessary environment for the expansion of private enterprise and initiative.
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Measures to reduce Public Expenditure in India.

» A drastic reduction in expenditure on major subsidies such as food, fertilisers, exports,
electricity to curtail public expenditure. A huge sum of money equal to Rs. 20,000 crores are
spent on major subsidies on food, fertilisers, export promotion by the central government.
Without a drastic cut in subsidies over time it is difficult to reduce public expenditure to an
appreciable degree.

»Die huge sum of money is spent by the government on LTC (Leave Travelling Concessions),
bonus, leave encashment etc. A reduction in expenditure on these is desirable if the government
is determined to cut public expenditure.

» Another useful measure to cut public expenditure is to reduce interest payments on past debt.
In India, interest payments account for about 40 per cent of expenditure on revenue account of
the central government. In our view, funds raised through disinvestment in the public sector
should be used to retire a part of old public debt rather than financing current expenditure.
Retirement of public debt quickly will reduce burden of interest payments in future.

»Budgetary support to public sector enterprises other than infrastructure projects should be
substantially reduced. Further, public sector enterprises should be asked to raise funds from the
market and banks.

> Austerity measures should be adopted to curtail unnecessary expenditure in all government
departments.
















































