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Department of Commerce

Subject: Introductory Economics
Topic: Public Finance covering Public Expenditure and Public Debt
Semester: 1

PUBLIC FINANCE
A. PUBLIC EXPENDITURE
1. Meaning of Public Expenditure

Public expenditure refers to the expenses incurred by the government
(central, state, and local) for providing public goods and services and for
promoting economic and social welfare.
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2. Classification of Public Expenditure
1. Revenue Expenditure

Expenditure incurred for day-to-day functioning of the government. It
does not create assets.

Examples:
« Salaries of government employees
« Pension payments

 Interest on public debt
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2. Capital Expenditure
Expenditure that leads to creation of assets or reduction of liabilities.
Examples:

« Construction of roads, bridges

« Building schools and hospitals

« Repayment of loans
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3. Developmental Expenditure
Expenditure incurred for economic development and growth.
Examples:

« Education

« Health services

« Agriculture and industry
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4. Non-Developmental Expenditure
Expenditure that does not directly contribute to economic development.
Examples:

« Defence

« DPolice

« Administration
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3. Importance of Public Expenditure

Promotes economic growth

Reduces inequality

« Provides public goods

« Improves social welfare

- Stabilizes the economy
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4. Reasons for Growth of Public Expenditure
« Population growth
« Welfare state activities
« Defence needs

o Urbanization



Inflation
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B. PUBLIC DEBT

1. Meaning of Public Debt

Public debt refers to the total amount borrowed by the government from
internal and external sources to meet its expenditure.
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2. Classification of Public Debt

1. Internal Debt
Debt borrowed from within the country.
Examples:

o Loans from banks

« Treasury bills

« Government bonds
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2. External Debt
Debt borrowed from foreign countries or international institutions.
Examples:

« World Bank loans

« IMEF loans
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3. Short-Term Debt
Debt repayable within one year.

Example: Treasury Bills
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4. Long-Term Debt

Debt repayable over a long period.

Example: Government Bonds
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3. Sources of Public Debt

o Commercial banks

« Central bank

« Public

« Foreign governments

o International institutions
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4. Burden of Public Debt
« Interest burden
« Tax burden on citizens
« Future generation burden

« Inflationary pressure
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5. Methods of Repayment of Public Debt

Taxation

« Budget surplus

« Conversion of debt
« Repudiation (rare)
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6. Public Debt: Merits and Demerits
Merits

« Helps in development

« Useful during emergencies

« Avoids heavy taxation
Demerits
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7. Conclusion



Public expenditure and public debt are important tools of public finance.
Proper management ensures economic stability and development.
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