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ABSTRACT

Public Expenditure has become very popular in modern times. It is like an electric power without which an
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Engine of Economic Development can not run speedily to achieve faster economic growth and development.
The main purpose of the present study is to understand how public expenditure has contributed to economic development of Indian
Economic System during 1990 to 2005 i.e. post liberalisation period by contributing towards infrastructural development, increase
in the level of education and also improving the health of the people. We also want to study that how public expenditure during this
period of our study has contributed to development of agricultural sector, industrial and service sectors in India.

1. INTRODUCTION

Public Expenditure has become very popular in modern times.
Itis like an electric power without which an Engine of Economic
Development can not run speedily to achieve faster economic
growth and development. Public expenditure is an important
instrument of economic development and also of the adminis-
trative capacity of the Government. There has been lively debate
among economic thinkers and writers in India as well as World
as awhole about the direct relationship between volume of pub-
lic expenditure and level of economic development. In India till
recently public finance studies were confined only to studies of
budgets. But now study of public expenditure behaviour and its
impact and contribution to the economic development has be-
come more prevalent. Public expenditure of India has grown up
mainly on the British pattern. The British model is apparent in
such things as the selection of the financial year from April to
March, the form of the budget and the system of its presenta-
tion, in the methods of control of expenditure and in the strong
central position of the Ministry of Finance. Government budg-
eting/expenditure took its roots in this country, from where it
spread to all other countries. Naturally, Indian financial admin-
istration /public expenditure are a direct off-shoot of the British
model. Soon after the attainment of independence on the 15th
of August 1947.

2. STATEMENT OF THE PROBLEM

Planning Commission Government of India (1951-56) envis-
aged that Indian economy generally suffers from the problem
of inequalities in the distribution of income and wealth distri-
bution that warrants immediate remedy. Growth with justice
demands that fruits of economic development should be evenly
distributed. Greater production and better distribution have
been rightly accepted as the main objectives of planning in In-
dia. The Indian Constitution (1959), envisage a society in which
all have equal opportunity to work and right to be provided
with work, a social order in which there is no exploitation of the
economically weak by the stronger and where disparities in in-
come and wealth are minimized. There should be establishment
of egalitarian society, a true democratic society in real sense.
where all have equal opportunities, equal rights, equal status,
equal income and there must not be concentration of economic
power in few hands.

Until recently in India, the specialists in the field of public fi-
nance were confined to the study of effects of budgeting trends,
and the development of normative theories focusing at explain-
ing how the behaviors of revenue and expenditure are deter-
mined. But the irony of fate is that there has been a general
tendency among the economists to think and write only on the
problems of All-India scaling and ignore the importance of the
study of regional development. Therefore, there is need of the
present paper to examine contribution of public expenditure
in economic development of India during the years of 1990 to
2005

3. THEORETICAL FOUNDATION
Public Expenditure determines the welfare and standard of liv-
ing of the people. Higher Government Expenditure increases

public utilities. There is no uniform theory of public expendi-
ture effects. Different Economist have different feelings about
study of public expenditure. We have discussed some major
theories of public expenditure as follows.

The mercantilists gave an important idea on fiscal principles
which were that people should “be taxed according to the ben-
efits they received from the state. Since the state had to protect
the nation, the expenditure required for the same was only to
come from taxation.

The classical approach to the subject of public expenditure was
based on the assumption that government is merely an agent
for the people and has to spend the people’s money directly and
sparingly. This approach was based on assumption of non-inter-
ference by the Government and therefore there was no need for
theory of public expenditure.

Wagner expounded that the “Law of increasing expansion of
public and particularly state activities” which is referred to as
the “Law of increasing expansion of fiscal requirements”. The
Law suggests that the share of the public sector in the economy
will rise as economic growth proceeds, owing to the intensifi-
cation of existing activities and extension of new activities. Ac-
cording to Wagner, social progress has led to increasing state
activity with resultant increase in public expenditure.

Keynes has propounded only one theory i.e, the theory of pub-
lic expenditure (theory of investment), which made him the
greatest economist of the 20% century. This is the pivotal theory
around which all theories developed by Keynes’ cluster. In other
words, all the economic doctrines are the direct offshoot of the
theory of investment. The theory of public expenditure was
proved to be more successful in fighting the ill effects of Great
Depression. The importance of public expenditure as a ‘balanc-
ing factor’ in the determination and distribution of national
income owes its origin to ‘General theory’ He could effectively
prove that public expenditure can be used as a balancing factor.

Nurkse (1953) “states that public expenditure assumes a new
significance in the face of the problem of capital formation in
under-developed countries”. Therefore in this context, public
expenditure holds the same position in the discussion of pub-
lic finance as planning holds in the study of economic develop-
ment. “Just as consumption is the end of all activities, so public
expenditure is the end of all fiscal affairs of the State”, Mehta
and Agrawal (1960). Harries (1958), Samuelson(1954), Mus-
grave (1959) and number of other economists have a feeling
that the study of public expenditure in developing countries has
received far less economic attention .

Thus, the principal objective of public expenditure in the eco-
nomic development of underdeveloped economies is to ex-
pand productive capacity by raising the level of real capital as
compared to its role in developed countries where it has to
expand both productive capacity as well as the level of mon-
etary demand. It implies that in expanding productive capacity
of contributing to the growth of investment, fiscal dynamics in
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underdeveloped countries has to keep the demand-generating
effect of growing investment in control. Thus, modern theory
of public expenditure makes it clear that no economy can go
ahead in the race of economic development, without accepting
the importance of the role of public expenditure in the economy.
In conclusion, one may say that there is only one principle of
public expenditure, which states that the State should incur its
expenditure in such a manner as to achieve maximum benefit
for the whole economy:.

The phenomenon of public expenditure growth has been sub-
ject for researchers to find out what causes expansion of pub-
lic expenditure. Wagner (1883) introduces a model that public
expenditures are endogenous to economic development, i.e.
growth in the economy also causes public sector expenditures
to expand. Keynes (1936) and his supporters, however, raise
the though that during recession times the use of fiscal policies
boosts economic activities, i.e. expansionary fiscal policies, ex-
panding public expenditures etc., increase community output.
Wagner’s law and the Keynesian theory present two opposite
perceptions in terms of the relationship between public ex-
penditure and growth in community output. While according to
Wagner’s approach causality runs from growth in community
output to public expenditure, the Keynesian approach assumes
that causality output to public expenditure, growth in commu-
nity output in times of recessions.

Wagner’s model is not the only one explaining the growth of
growth expenditure. There are also some other models. For ex-
ample, the model of the displacement effect and the theory of
bureaucracy are also most common ones, explaining the expan-
sion of public sector expenditure from different angles.

4. OBJECTIVES OF THE STUDY

The main objective of the present study is to understand how
public expenditure has contributed to economic development
of India during the period of our study by contributing towards
infrastructural development, increase in employment and in-
come, increase in the level of education and also improving in
the health of the people (expenditure and investment in Human
Resources Development “HRD”). We also want to study that
how this public expenditure during the period of our study has
contributed to development of agricultural sector, industrial
sector and service sector in the Indian economy.

5. HYPOTHESES OF THE STUDY

The study aims at examining the role of public expenditure in

economic development of which may have the following impor-

tant hypotheses:

(1) Public expenditure has promoted the growth of marginal
and average rate of savings in the economy by raising in-
come of the people of India and mobilized the public re-
sources for investment.

(2) Public Expenditure has promoted and accelerated the
growth of productive investment in the economy and sub-
sequently economic development in India.

(3) Public Expenditure has promoted and maintained a reason-
able measure of economic stability so as to attain and sus-
tain the maximum rate of growth of the economy.

(4) Public Expenditure has made a serious effort for rational
distribution of growing income and wealth.

(5) Public Expenditure has played important role in growth and
development of Agriculture, Industry and Service sectors in
India.

(6) Public Expenditure has played an important role in infra-
structural development of transportation, communication,
electrification, banking and insurance in India.

(7) Public Expenditure has contributed to increase the level of
education, health, employment and income in India.

6. RESEARCH METHODOLOGY

In this study, we are going to apply the tabular analysis. There-
fore, varieties of sources would be consulted together for rel-
evant statistical information on the real and monetary variables
in order to establish functional growth rates of public expendi-
ture on economic development using ratio method to test vari-
ous hypotheses,

7. SOURCES OF DATA

The sources of data are exclusively built on secondary survey.
The required statistical information (secondary data) would be
collected from various sources, and has been used for analysis
purpose, and those are from the following sources:

(1) Reserve Bank of India (RBI), Annual Reports.

(1) Economic and Financial statistics Review (Reserve Bank of
India)

(2) Indian Economic Survey (Fiscal and Real Sector), the Minis-
try of Finance, “Government of India” New Delhi.

And also data collected from other reliable sources.

8. REVIEW OF LITERATURE

Many studies have been carried out in India and abroad which
are of greater significance. Among a few significant studies on
public expenditure and economic development, mention may
be of following works:

Tapas K. Sen and Krishanu Karmakar (2000) observed that
the human development sectors, overlapping substantially with
the social services, are primarily in the domain of the states in
terms of the constitutional assignment of functions in India. In
the urgent and substantial task of raising the level of human de-
velopment of their citizens, the basic challenge faced by most
of the states of India is to break the vicious circle of poverty,
low human development and low income. Low levels of income
across the population also limit the ability of the state govern-
ments to finance human development through their own re-
sources. This is clearly indicated by the strong association be-
tween public expenditures and per capita incomes often noticed
by researchers, both across states and over time.

Muhlis Bagdigen & Hakan Cetintas (2001) expounded that
in most countries, data based on public expenditure as a frac-
tion of national output show that public sector has an inevi-
table trend of growth in the long run (Scully, 1989). Turkey is
one of these countries. Her public expenditures as a fraction of
national output show that public sector has an inevitable trend
of growth in the long run. Turkey is one of these countries. Her
public expenditures have been expanding for decades.

Manhvale and Terukazu Suruga (2004) observed that the ex-
isting endogenous growth theory considers either the effects of
FDI or public expenditures on economic growth separately. As
far as we concerned, no theoretical growth model has taken into
account the interaction effect of these two factors. As found out
by Le and Suruga (forthcoming), there is evidence that exces-
sive spending in public expenditures can hinder the beneficial
impact of FCI. This article examines some other potential re-
lationships between FDI and public expenditure and proposes
that more efforts should be contributed in building a theoretical
model which presents the interrelationship between these fac-
tors in determining the long-term economic growth rate.

Deepa Ravat and Chauhan (2007) explained that the pattern
of the education sector in India, based on the assumption of
the future requirements of the economy shows that the higher
expenditure on primary education does not fulfill the needs of
the economy as a whole. If, we want to develop the economy
in this new era of globalisation, then the public expenditure
on secondary education and on higher education must be in-
creased we cannot produce the skilled manpower as per the
requirements of the various sectors of the economy especially
the industrial sector and service sector. The authors are of
the view that the expansion of secondary and higher educa-
tion should not be brought about at the cost of reduction in
expenditure on primary education. Rather the allocation for
secondary and higher education should be filled up by involv-
ing the private sector with proper safe guars. The private sec-
tor in education should not be allowed to function purely on
profit making motives. Hence a highly empowered regulatory
framework is required to monitor the working of the private
sector in education.

Though this is not an exhaustive survey of the literature that has
gone into this area, we feel that it does provide analytical frame-
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work for enabling us to undertake the present study.

9. ANALYSIS OF CONTRIBUTION OF PUBLIC EXPENDITURE
ON DEVELOPMENT AND NON-DEVELOPMENT ACTIVITIES
IN PERCENTAGE TERMS.

Here we would like to analyse the contribution of public ex-
penditure on Development and Non-development activities in
percentage terms as follows., The developmental expenditure
has the highest growth rate of 56.92 % during 1989-90 in the
whole of India. This is followed by 1990-91-54:30 %, 1992-93-
54.94 %, 1991-92-51.81 %, 1994-95 at 50.12 %, 1993-94-49.62
%, 1998-99 at 47.73 %, 1997-98 46.48 %, 1995-96 , 46.12 %,
1996-97 at 46.65 %, while the other remaining years has the
lower percentage growth rates as follows, 2004-05 43.49 %,
2002-03 43.14 %, 2001-02 41.38 %, 1999-00- 42.06 %, 2000-
01- 41.38 %, and 2003-04 40.36 % between actual and budget.

Economic services of development expenditure has also shown
the highest growth rate of 26.89 % during the period of 1989-
90 in the whole of India. This is followed by 2002-03 at 24.34
%, 2004-05- 23.45 %, 2003-04- 22.78 %, 1990-91, 22.77 %,
2001-02-21.58 %, 2000-01- 21.29 %, 1992-93- 20.82 %, 1991-
92- 20.69 and 1994-95- 20.52 %. Where as the other remain-
ing years has lowest percentage growth rates as what follows
in order, 1990-00- 19.85 %, 1995-96- 19.68 %, 1998-99-18.91
%, 1993-94- 18.89 %, 1997-98-18.53 % and 1996-97 at 18.05
%, of which social services of the developmental expenditure
has shown the highest growth rates of 5.61 % during 1999-00.
This is followed by 2000-01 5.25 %, 2004-05- 5.18 %, 1998-
99-5.17 %, 2002-03 - 5.16 %, 1997-98-4.96 %, 2003-04 - 4.74
%, 1996-97- 4.69 %, 1995-96 - 4.19 % and 2001-02 - 4.04 %.
The other remaining years have the lowest percentage growth
rates as follows, 1994-95-3.55 %, 1993-94- 3.31 %, 1989-90-
3.22 %, 1991-92- 3.21 %. 1992-93 3.18 % and 1990-91 at 3.03
%. So as far as the growth of non-developmental expenditure is
concerned, it has highest percentage growth rate of India. This
is followed by 2000-01- 58.62 %, 1999-00- 57.94 %, 2001-02-
57.48 %, 1999-00-57.94 %, 2001-02- 57.48 %, 2002-03 - 56.86
%, 2004-05 - 56.51 %, 1996-97 - 54.37 %, 1995-96 - 53.88 %,
1997-98 - 53.52 %, 1998-99 - 52.27 % and 1993-94-50.45 %.
The other remaining years have the lower percentage rates as
follows, 1994-05- 49.88 %, 1991-92 - 49.06 %, 1992-93 48.06
%, 1990-91 45.69 % and 1989-90 at 43.08 %.

The overall analysis reveals that the result of the percentage
growth rate of development expenditure to total expenditure
during the study years 1990 to 2005 in India has increased at
decreasing rate from 57 % to 40 % which is much less as com-
pared to non-development expenditure which in creased at in-
creasing rate from 43 % to 56 %.

This analysis also suggest that the growth rates of development
expenditure to total expenditure which comprises expenditure
incurred on education, medical care, public health and family
planning, labour and employment, agriculture, Industries, Co-
operative, irrigation, transport and communication and other
misecellaneous services of 1990 to 2005 in India has experi-
enced a geometric expenditure increase. This incremental de-
crease is due to the economic policy reforms and liberalisation,
the constraints and regulations of economic activities by the
centre in different segments of the economy

Of the total expenditure budgeted for 1990-05, the provision for
economic and social services have increased proportionately
from 26 % to 23 % and 3 % to 5 % respectively.

On the other hand, the percentage growth rates of non-devel-
opment to total expenditure has increased proportionately
from 43 % to 60 %. This analysis shows that, during 1990 to
2005, the government of India had budgeted more expenditure
on non-development expenditure such as primary duties of
government like national defense, justice, police, collection of
taxes and duties, interest on debt and other printing and other
expenditure on general services as compared to development
expenditure.

Contribution of public expenditure in economic development

of India for the period of 1990 to 2005. Shows that allocation
to development activities has increased at decreasing rates due
to central government returns, while allocation to non-devel-
opmental activities has increased proportionately over period
of time, allocation to economic services and to social services
also has increased respectively. This contribution proves valid
to Wagner’s theory which states law of increasing expansion
of public and particularly state activities”. Which is referred
to as the “Law of increasing expansion of fiscal requirements”.
The law suggests that the share of the public sector in the
economy will rise as economic growth proceeds, owing to the
intensification of existing activities and extension of new activi-
ties. According to Wagner, social progress has led to increasing
state activity with resultant increase in public expenditure. He
predicted an increase in the ratio of government expenditure
to natural income as per capita income rises. It is the result of
growing administrative and protective actions of government
in response to more complex legal and economic relations, in-
creased urbanization and rising cultural and welfare expendi-
ture .The present analysis supports, fully Wagner’s contention.

10. ANALYSIS OF CONTRIBUTION OF PUBLIC EXPENDITURE
ON PUBLIC SECTOR PLAN OUTLAYS IN PERCENTAGE TERMS.
The following figures shown reveal that the agriculture and al-
lied services expenditure to total expenditure increased at the
rate of 5.59 % the during Eighth plan period, 5.83 %, 5.95 %,
5.79 %, 4.83 %, 5.57 % and 4.73 % during the Ninth plan, Tenth
and Eleventh plan period respectively. The growth of agriculture
and allied services during the annual plan period was too mod-
erate due to continued pressure on prices and the inadequate
performance of the economy caused by failure of monsoons and
the Indo-Pak conflict. Hence, agriculture expenditure increased
at decreasing rate during the Eleventh the plan.

Rural development and special area programme expenditure in-
creased at the rate of 9.03 % during the Eighth plan period, 8.80
%, 8.05 %, 8.75 %, 9.51 %, 10.55 % and 9.66 % during the Ninth
plan period, and Eleventh plan period respectively. The growth
rates during the annual plan period was moderately higher due
to continued growing administrative and protective actions of
government in response to more complex legal and economic
relations, increased urbanization and rising cultural and wel-
fare expenditure. Another reason is the decentralization of ad-
ministration and the increase in the expenditure of local bodies :

Irrigation and flood control expenditure Increased at the rate of
6.55 %. During the Eighth plan period, 6.81 %, 6.54 %, 6.75 %
during The Ninth plan period, Tenth and Eleventh plan period
respectively. The growth rates during Annual Plan Period was
Moderate.

Energy sector expenditure has increased at the rate of 35.75 %
during the Eighth plan period, 29.30 %, 30.48 %, 27.85 %, 29.42
%, 20.58 %, 25.04 %, 22.97 %, 24.50 %, 22.26 %, 20.02 % and
25.21 %, during the Ninth plan period, Tenth and Eleventh plan
period respectively. The growth rates of energy sector expendi-
ture during the annual plan period was high due to urgent need
to tackle challenges that arise on impacts of climate change at
the local, national and global levels through integrated prescrip-
tions and programs aimed at Mitigation of impacts and adapta-
tion to reduce vulnerability of systems. The Government is also
cognizant of the cross cutting nature of impacts with enormous
cost implications for tackling them and that these costs could
escalate if preventive action is not taken immediately.

Industry and Mineral expenditure to total expenditure in-
creased at the rate of 10.55 % during the Eighth plan period,
9.42 %, 8.85 %, 8.32 %, 7.88 %, 8.39 %, 10.14 % 7.94 %, 5.26
%, 4.51 %, 4.24 % and 4.42 %, and 5.54 % during the Ninth plan
period, Tenth and Eleventh plan period respectively. The growth
rate of industry and Mineral expenditure during the annual plan
period was impressive due to economic policy reforms and lib-
eralization by the Central Government of India is different seg-
ments of the economy.

Transport expenditure to total expenditure increased at the rate
of 13.54 %, during the Eighth plan period, 13.83 %, 14.38 %,
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14.64 %, 13.59 %, 12.57 %, 12.82 %, 14.01 %, 13.45 %, 19.27 %,
22.24 % during the Ninth plan period, Tenth and Eleventh plan
period. The growth rate by transport expenditure during the an-
nual plan period shows that there has been a continued rise in
the amount of Transport expenditure for 1989-90 to 2004-05.
This increase of transport expenditure is due to growing needed
government to accelerate the tempo of economic development
by enlarging the scope of domestic Market and international
Market and thereby further stimulating economic specialisa-
tion, by helping the exploitation of additional resources by mak-
ing them accessible, and by establishing and by enlarging the
area of related industries.

Education expenditure to total expenditure has increased at the
rate of 4.55 % during the Eighth plan period, 3.97 %, 4.01 %,
3.96 %, 3.98 %, 4.10 %, 4.89 %, 5.90 %, 5.90 %, 6.39 %, 6.23 %,
7.10 %, 6.27 % and 4.79 % during the Ninth plan period, Tenth
annual and Eleventh plan period respectively.

The growth rates of Education expenditure during the annual
plan period shows that there has been a continuous rise in the
amount of Education expenditure for 1989-90 to 2004-05 in In-
dia, the continuous rise in the amount by Education expenditure
as due to growing need of government to increase the stock of
human capital through investment in education. Expansion in
basic education systems through the increase in the tax reve-
nues of the Government reducing inequalities that prevail.

Health expenditure to total expenditure has increased at the rate
of 1.64 %, during the Eighth plan period, 1.78 %, 1.43 %, 1.78 %,
1.43 %, 1.67 %, 1.47 %, 1.69 %, 1.79 %, 5.62 %, 7.46 %, 10.28
%, 8.44 %, 8.70 %, 7.51 % and 5.84 % during the Ninth plan pe-
riod, Tenth, Annual, and Eleventh plan period respectively. The
growth rates of Health including Medical expenditure during
the Annual plan period shows a gradual rise in the amount of
Health expenditure from 1989 - 90 to 2004-05 in India.

This is due to growing need of government to improve health
care outcomes and equity in access, improve public health care
facilities and services and public health investment.

The percentage of other services expenditure has gradual in-
creasing trend of 20 % during the Eighth plan period, 20 %,
20.48 %, 22.04 % 21.61 %, 24.79 %, 25.80 %, 21.26 %, 11.74
% , 20.94 %, 22:46 %, 22.57 %, 25.22 % and 29.01 % during
the Ninth plan period annual tenth and eleventh plan period
respectively.

We are now in a position to review contribution of public ex-
penditure and economic development of India (in terms of
developmental and non-development expenditure) during the
period of our study.

From the analysis of data, we have seen that the percentage
growth of development expenditure has a gradual increasing
trend at decreasing rate while on the contrary the percent-
age growth of non-development is increasing gradually. This
means that the entire fiscal operation of public revenues and
expenditure has undergone vast changes during the planned
economic development. Further we have also observed propor-
tional increase of the total expenditure budgeted for economic
and social services in the National economy. Thus we found ex-
penditure on development schemes has been economised to a
great extent and the income saved has been channelised into
non-development activities; Further more, we found expendi-
ture or non development heads like civil administration, direct
demand on revenues debt services etc has no doubt increased
simultaneously.

We have observed that growth of expenditure non-develop-
ment activities is due to growing administrative and protective
actions of government in response to more complex legal and
economics relations, increased urbanisation and rising cultural
and welfare expenditure. Another reason is the decentralization
of administration and the increase in the expenditure. Another
reason is the decentranlisation of administrative and the in-
crease in the expenditure of local bodies.

Above figures show that percentage growth of expenditure on
Agricultural and allied services, rural development and special
area programmes, Irrigation and flood control energy, Industry
and Minerals, Education and Health have a gradual increasing
trend at a decreasing rate. while the percentage growth of ex-
penditure on transport and other services have increased dur-
ing the Eighth plan period, Ninth Annaul, Tenth and Eleventh
plan period respectively. Here we have observed that growth
of expenditure on development schemes have undergone vast
changes during the period of planned economic development
by the government of India.

11. CONCLUDING REMARKS

We are now in a position to review contribution of public ex-
penditure and economic development of India (in terms of de-
velopment and non-development expenditure) during the pe-
riod of our study, i.e. Post Reforms period of 1990 to 2005.

From the analysis of data, we have seen that the percentage
growth of development expenditure has a gradual increasing
trend at decreasing rate while on the contrary the percentage
growth of non-development is increasing gradually. This means
that the entire fiscal operation of public revenues and expendi-
ture has undergone vast changes during the planned economic
development. Further we have also observed proportional in-
crease of the total expenditure budget for economic and social
services in the National economy. Thus we found expenditure
on development schemes has been economised to great extent
and the income saved has been channelised into non- develop-
ment activities; Further more we found expenditure on non -
development heads like civil administration, direct demand on
revenues, debt services etc has no doubt increased simultane-
ously.

We have observed that growth of expenditure on non - devel-
opment activities is due to growing administrative and protec-
tive actions of government in response to more complex legal
and economic relations, increased urbarnistration and rising
cultural and welfare expenditure. Another reason is the decen-
tralisation of administrative and increase in the expenditure of
local bodies.

The percentage growth of expenditure on Agricultural and al-
lied services, rural development and special area programmes,
irrigation and flood control energy, Industry and Minerals,
Education and Health have a gradual increasing trend at a de-
creasing rate. While the percentage growth of expenditure on
transport and other services have increased during the Eighth
plan period, Ninth Annual, Tenth and Eleventh plan period re-
spectively. Here we have observed that growth of expenditure
on development schemes have undergone vast changes during
the period of planned economic development by the govern-
ment of India.

In this paper, we have examined the analysis of growth of public
expenditure on development and non - development activities.
In further research there is a need to under take contribution
of public expenditure and economic development in detailed
perspective.

12. POLICY RECOMMENDATIONS FOR PLANNED ECONOMIC
DEVELOPMENT

Based on our findings we would like to make following policy
recommendations for National Planned Economic Develop-
ment:

(1) Development schemes like Agricultural, Irrigation, Energy
and Industrial Development, require more attention on the
part of the Government, to initiate a policy of sound eco-
nomic development and to ensure the prosperity of the Na-
tional economy.

(2) We suggest that it would be most desirable if large parts of
expenditure control is encouraged so that to regulate the
flow of fund to productive and more purposeful channels
and to discourage unproductive expenditure and extrava-
gance to achieve faster growth. Instruments of executive
control like administrative control, legislative or parlia-
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ment control, audit control etc. have been evolved both by
the central and the state Governments and its transparency
should be encouraged to prevail. The control of public ex-
penditure is increasing. Broadly, there are two alternative
methods in use, first one is pre-audit and second is the self-
accounting system. By making a sharp distinction between
the two. Mrs. Hicks has emphasised that the self-accounting
system is obviously much more flexible than the pre-audit
system”. In a country like India this aspect must be taken
into account.

(3) In recent years government has shifted its” emphasis from

expenditure on development schemes to non-development
activities. Government has resorted to tax base, and effort
is directed to tax compliance. On expenditure side govern-
ment has tried to reduce non-plan expenditure by curtail-
ing subsidies and reducing repayment of interest through
economizing debt raising activities. Actually, more efforts
are needed on fiscal front and many activities are out of tax
net. Agricultural sector is totally outside the purview of tax
net and the burden of subsidies is very high.

(4) Our past experience of 1990’s and 2005’s has shown that un-

planned growth of economy during Eighth, Ninth, Annual,
Tenth and Eleventh plan period has resulted in considerable
changes in revenue expenditure and capital expenditure, be-
yond our capacity to absorb these shocks and it resulted into
serious, inflationary pressures and imbalance of National
economic development. We would like to suggest that just
as there is an annual budgetary exercise, in the same way
growth of economy has to be budgeted and planned, con-
sidering repercussions on other Crucial Monetary and fiscal
policies. Central Monetary authority should be given greater
autonomy, with regard to planning of economic develop-
ment expenditure instead of asking it to play permissive role
to accommodate what amount of credit needed by the fiscal

authority, that is Government.

(5) Liberalization and globalization of early 1990’s have now

(6

Q]

been accepted in India. Exogenous influence on our pub-
lic expenditure and economic development system has
increased and the task of the planned economic develop-
ment is going to be much more difficult while designing
and conducting appropriate monetary expenditure policy
for achieving Macro economic goals. In this connection, we
would like to recommend that there is an urgent need in
India under changing economic scenario to review the role
of Monetary authority and public administration. The RBI
would be required to play key role in sterilizing influence of
external capital inflow so as to minimize undesirable chang-
es in the foreign exchange rate which is a key factor govern-
ing international economic relations. We therefore suggest
that RBI should be liberated from the unwanted regulations
and obligations imposed on its behaviour to serve the need
of Government for monetary resources. This would call for
amending the RBI Act and other related provisions. But it is
a must in the present context.

Unless we move to perfect market mechanism with free
choices and pricing policies, growth objectives and stability
would remain a far cry.

For sustained economic growth, the revenue and public
expenditure management should be given priority and
monetary authority should adjust its tools to country act,
the side effects of fiscal changes that have been effected. In
nutshell Fiscal and Monetary Management efforts should be
well coordinated to Macro fundamentals, because every fis-
cal action has monetary implication. Thus both fiscal and
monetary policies must be intertwined. We are optimistic
on our growth front and we hope with efficient fiscal, mon-
etary debt and expenditure management we would be able
to hit the target of National economic development.
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