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Publicexpenditure

Publicexpenditureisspendingmadebythegovernmentofacountryoncollectiveneedsand

wantssuchaspension,provisions(suchaseducation,healthcareandhousing),security,

infrastructure,etc.Untilthe19thcentury,publicexpenditurewaslimitedaslaissezfaire

philosophiesbelievedthatmoneyleftinprivatehandscouldbringbetterreturns.Inthe20th

century,JohnMaynardKeynesarguedtheroleofpublicexpenditureindetermininglevelsof

incomeanddistributionintheeconomy.Sincethen,governmentexpenditureshasshownan

increasingtrend.Sourcesofgovernmentrevenueincludetaxes,andnon-taxrevenues.

Inthe17thandthe18thcenturies,publicexpenditurewasconsideredawastageofmoney.

Thinkersbelievedgovernmentshouldstaywiththeirtraditionalfunctionsofspendingon

defenseandmaintaininglawandorder.

Causesofgrowthofpublicexpenditure

Thereareseveralfactorsthathaveledtoanenormousincreaseinpublicexpenditurethrough

theyears

1)Defenseexpenditureduetomodernizationofdefenseequipmentbythenavy,armyandair

forcetopreparethecountryforwarorforpreventioncauses-for-growth-of-public-expenditure.

2)Populationgrowth–Itincreaseswiththeincreaseinpopulation,moreofinvestmentis

requiredtobedonebygovernmentonlawandorder,education,infrastructure,etc.investment

indifferentfieldsdependingonthedifferentagegroupisrequired.

3)Welfareactivities–welfare,mid-daymeals,pensionprovisionsetc.



Provisionofpublicandutilityservices–provisionofbasicpublicgoodsgivenbygovernment

(theirmaintenanceandinstallation)suchastransportation.

Acceleratingeconomicgrowth–inordertoraisethestandardoflivingofthepeople.

Pricerise–higherpricelevelcompelsthegovernmenttospendanincreasedamounton

purchaseofgoodsandservices.[6]

Increaseinpublicrevenue–withtheriseinpublicrevenuegovernmentisboundtoincreasethe

publicexpenditure.

Internationalobligation–maintenanceofsocio-economicobligation,culturalexchangeetc.

(theseareindirectexpensesofgovernment)

4)Warsandsocialcrises–fightingamongstpeopleandcommunities,andprolongeddrought

orunemployment,earthquake,hurricanesortornadoesmayleadtoanincreaseinpublic

expenditureofacountry.Thisisbecauseitwillinvolvegovernmentstore-planandallocate

resourcestofinancethereconstruction.

5)Creationofsupernationalorganizations–E.g.,theUnitedNations,NATO,European

communityandothermultinationalorganizationsthatareresponsiblefortheprovisionofpublic

goodsandservicesonaninternationalbasis,havetobefinancedoutoffundssubscribedby

memberstates,therebyaddingtotheirpublicexpenditure.

6)Foreignaid–Acceptancebythericherindustrializedcountriesoftheirresponsibilitytohelp

thepoordevelopingcountrieshaschanneledsomeoftheincreasedpublicexpenditureofthe

donorcountryintoforeignaidprogrammes.

7)Inflation–Thisisthegeneralriseinthepricelevelofgoodsandservices.Itincreasesthe

costofallactivitiesofthepublicsectorandthusamajorfactoringrowthinmoneytermsof

publicexpenditure.
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