[ . Unde: »,»"Atha~wneln symtem ef alassinal ﬁconnmica

ais the eenﬁapt of naturel order. The classical economists .
‘such as Adam Smith, T, R, Malthus ani David kisardo b@liaveéf};'"
‘that there was a natural law governing the activities ot |
“huran beings. This v s the inviseible hani which guids& s
%the smuoth operation of the econouy, MNoreover thece ',vj;Je
conoudcts i’entified this natural law with eomplete iaéin LR
vidusl liberty even though their interpretations of this

‘law differed, While Walthus and Ricardo thought ‘hat ehe
‘operation of this las would ultimately lead to un:versal
nigery asdam Smith sssumed that it would lead to pravidenxial~_=:,s
“haracny. Howvever they all sgreed that in any case ras- e
‘trictions impcsed by the goverament eould enly ba an '
-_;4obstaclc tc economia pcrfection.u |

| . Thus in viaw of thiz concapt ot 1aisaaﬁ~fa1r¢

B 1t might be imagined that no role was accorded to govermment
Pa oxpenditures iy the elassical system, This was no true.
B In fact the first syriematis discussion of the various
B aspects of govarrtent expenditures began with Adam Smith,
= He enumerated varicus categories of Justifiable government

B oxpenditures and discussed them &t creat length. It is
§% interesting to see what these expenditures were and to

8 ¢xaalno their econoric characteristics. But before we do
== so we must defins some consepts which we ahall maka usa of
o  to austify gaveznmanx axpe tureﬂ. ~ |

ffﬁéPrivatg wantegjbocia J,’taand,uorit ﬁantsw% i

It is poasible to olﬁsaify jﬁgan'wanta into   °‘f““
nk types namely private“' nto, socia its

R 4 a not

BN mtz?'_ .



I the governaent? e mean

'jmnah&aism fails altagathera "Soeiel wants axe those wanbs
jﬁsatiefi@d by seyvices that must be eonsumed in equal amnuﬁta
by all. People who do not zay for the rvicaa aasns@ be
excluded from the benefits that resalﬁﬁ Since consumers
cannot be excluded from the benefits of aaaiai ggoés they .
- will not engage in vnluntary payaeﬂts nor will they reveal |
;itheir true preferenses, ' Bocause of these two characteristics
-a g clng system will not work., Thus seaial‘wanxaﬁmnstvba L
~ gatiefied throu %h the public aséter ifﬁthey-are o be B

| satisfied at &1 .

A Ecrit wants a@cupy a pssiﬁiaa 4inter ’sﬁi&ta h_*ffa~
‘ibetween ﬁrivata wants and social wants. | ‘¥erit wants are
~ "such wants that are met by services ub‘ac% to the eleusiunj -

principle and are saticfied by the marhet within the limits
‘«ef effective demsnd.” They become riorit wants "if csnsider@d;,,
80 ueritﬁrisus that thelr satisfactior ic provided for S
~through the gublie budget, over and above what is. prwvl%&é PR ¢
f,for through he market ané paiﬁ for by gri?aﬁ@ b&?ﬁ*@ re |

i Soeial~wants and merit wants tagether ecnstitute:*”"
‘pnblic wants in econtrast to privatg wants,: | )

' Prcv1diaF for The batisfuction of Public wants  ‘°

‘ e have seen that publie wanta are proviaed far
| the povurnmant., Whet precisely do we mean when we 8a,
‘thet the satisfection of ggblie ‘Jants are provided for by
at "the goods and services
needed to satisfy‘gublic wants must be paid for out of
reneral revemue., The gocds and services must be supnlied

free of direct charge to the user; at the sane time they -
need not be produced under thﬁ direct manage ant or super» -
'visica of the gavernment nh e SR | |

o ' Bearing this definition ia’ hind e , may now
- ,rewurn to aur diacussi<n cfﬁ?overnmenx expenditurea whish
‘:fwere | A sy ‘




L Zn Boak V ef his an Iaauiry intg The Eatux% ‘
gnﬁ The causea of The Wealth of Nations" first pﬁbliﬁhsﬁ S
in 1776 idsm Smith deveted a whole chapter o the éisaassi@a
of government sxpenditurer ntitl@d "Expenses of the |
soverisn and Commomwesléh'.” He enumerated four sate; xies
~of government expenditurves whiah‘hﬁ thought were | dable,
(1) expendi tures on dsfanse against external attﬁak,_m,wfiﬁf7ff**

';35 gxpsﬁditazas onvsame publie wnrks;ﬁna 1nszi§g§§?§§ SRS
ffexneaditﬁres f@r $ﬂpg€3§iﬂ? the digﬁiéj of ths vsvaxﬁﬁgﬁ.yrr
e shall discuss these aeparataiy @xeap% th@ ;ﬁat @at@g@ry
whish seaaa tao abvaaua. i , | : i

: TR Et%iaaal ésfanﬁa is eengﬁr-wxf"'”i £ fff?J"'

saf the country as a whele, The scrvices ngeﬁuseﬁ Ey

_nationsl defence ‘axpenditures inalud@ prctaetisa again: :

‘enemy attack and the uinimisation of damage in the ev&aﬁ of

an actual wap, The benefits of thssa services obviocusly

- agcrue to the aammun&tg as 2 whole and aye consuwed in

i equal amounts by all the members of the conxunity, é@raover

. thcoe who do not pay for the costs of these services cannct

i be excluied rrom enjoying the benefits, The sovera.ecnt

@ cancot possibly isolate a orivate individual and refuse te
:pprotect him from an atkaek launehed hy an. eneny aouak&ys

B o Eational dofenﬁe thus saesses the charasteristics :

i af 2 gocial goods it is consumed in equal amcunts by all

i and the exclusion principls does not apply. Being a,soeﬂal R
good n&tienal defanse ia thsraﬁere @ggvlded for by the j: R




‘thz.sem thﬂ hawi@s rmltigs,' fm the wmﬂq ef %ﬁe

| A Bystm af’ ardar and Jmmtm is a mra
;fer m ms.vities even in tm ,ms& o 800 o
thi &XDp : ncurred for the,_ Mnmnma ef

:eate@sy oft ,itvms passess an. haregteristies
of s@@ial goods, They are therefore provided for by the
governsent rather ﬁhan the prime sw%ﬁr i:i:m igh ¢l O
priﬁiﬁg mwbam.sm. S S T

Lo re i’;seéftﬁa% eaﬁm sacial eapit;al SRR
it:ma m@ road.s; bﬁd@s ‘csnals, and harbours could zwt;

‘be proyided for by pﬂvase enterprise on a profitaeble 3
‘basis,/ Public works were subdivided into (1) those R
'ﬁ;facilﬁ:ating commerce and (2) those promoting imtmstmn ERRIOE PR
or education, Education was further subdivided into (a) ‘.:he
:gducatian of yeuth" and (h) the ”instmctica o:f mopl@ of

1 &g@ﬂo ' :

o Smith éustiﬁad publia mrks ‘by sa;;iag that the | o
‘private sector would not undertake ‘shma wcrks mm the el
profit eould never repay tha @xXpens B
indivimals or mall 5

1% is mmv o

the 8@ services on a pmﬁtable o

baaia. m tmm‘ m 4in which these agwises ST
mmm ed fmrw ri’mta ente g Neverthe-

: ) - ¢ases these services are o aed ﬁg by th




e B Expanﬂitnxes on educatien bavs hecama one ef th@[‘ N
flargemt ite”s of zovern:ent exvenditures in most aguntria$;1
The right te en s&nﬁ ‘tion is universally sccepted,- ' Howeve
it is nat true that only savernasnﬁ ocan provide edusatzea¢

1 z;a ‘gysten of free edus tion ean be aﬁhiﬁ?%ﬁ by
an alab@ system of trensfer payments to the parents,
leaving educaticn to be uniertaken by private enterprise.

The reason why edusation is provided for through the public
secor is again found in the fact that educ:tion is a ﬁgrit ;.,;4
good, A proper syatem of education is of the utmoct RO
importance to the society. 4 high degree a:_edueatianal
attainnent increases the aability of personnels end is
therefore an automatic remedy to unemployment, Alﬁﬂ_ﬁith |
increaging coaplexity of technolosy sreater uredaetivity cfé’r
- ecer only be achieved with greater skill &nﬁ @th skikla : f;}
';caa baat be leaxaeﬁ thr@ngh ednﬁatman, s ﬁ"'f

: ‘ = e gave ‘80 far ahfwn that "sverndant u&t iﬁcur
i:a eaaoi&erable amount of expenditures. in orger te Batiafy
public wants. These expenditures werc recognised t@ aa
justifisble hy Adam 53ith in spite of his belisef of _1
~“laissez~faire. Thus the comron belief that Smith was a :
bold adwvcoaile ef minicum gavarmmeagyaxpeaditufes is n@t
at all correct. aﬁlﬁh'a own wriﬁ;jza fail4t$ sannart
- this heliaf. S |

‘II aoms uriterla cf uﬁV@rnment gxgenﬁitu"es

: 4@ the role af gO?arnmenk expenaituxes invthe
: economy becane accepted and as the size of government =
| expenditures increased over time the discussion of govern-
| uent expenditures also chanced froa a quantitative to a
~‘qualitativs basis. In view of tho growing importance of o
- covernzent expenditures it is iz gzrative +that some criteria
‘ghould be establiahad to puide the use of governuent |
 expenditures. Several principles have been postulated
ig: this vurpas@. In thzs saetion“we aball aiaeuss twa af

,Lf¥f9m ,\1043 tme )’wf:ea ‘Nations Gensral ﬁ.ssembl;y
3 claired __Univarsal_Dmlaratio‘nwafﬁ*



Haximum S&ei&l,adv 55“7;j;; §;;j(;§Is‘

- The Prinsigl» of ﬁaximum ooeial Advantawa u@a
geatulate& by Dr, Dalton in his bigk "rrinciples of Publ.
Finsnee™ first publiahad in 1922,40 : decording te this -
‘principle the operatiocn of public finance in ~enara1, and SR
- that of puolic expenditures in particular, should aim st
attaipin; the maximum socizl advantaze of the soeietf’with
 regard to the production and distribution of w@alﬁh.
_Improvements in production ani distribution of what is
producaé are the chief conditiocns of an incrense in the B
eccnonic welfure of a community. Improvements in prn&uatiana;xg;
consiat of increuse of grﬁductivity‘and the minimisatian i
of cost and the oonpositicn of preducts best
the needs ¢i ¢ iociety. (m the other hund f~jj,-u‘,, g8 in
dlstributicn concist of reducticn of ex&eas}?%fiaﬁgﬁ&lity¢rf*'“”
iﬂ ths iﬁgeaes ef 13&1?&&3&13 &nd familiaae szféf“irzi‘Fi-“

TR ;he main éiffieulties ia apﬁlyinr thiv prisgigla jvkjfE
_t@ ﬁ%ual expfngiﬁurﬁﬁ lie in the fzct that it is nct alﬁaya e
_.pcsszble to detertine what social advantape actually is,

" The ecncept of social advantaze invclves value judgamanﬁ

8¢ to the desirability of cer%ain sconoric ebjeati?esg ,»‘fj-;”
Social advantnze caannot he measured quantitatively. ﬁore«,r"
over in zoze c:3es inprovements in productive ﬁxfxcieaﬁy

| ég not ¢ou patible wi%h reduction 0f sxnes;ive inﬁquality

15&0”’1@5 ENEE :

The 3?1&&1 3 cf axizum bceial ;“vaﬁtaga 15

? ,13 fact a particular . .uupls of a aore gensral approach
| to the study of goverw su: expenditures, This general

apggoach is the Priaciple of %arwinal Beﬁe’itd and 'azginal S
sost, , ‘ = ‘

*' quatigg ﬁar 1nal Beasfita and Maggina; g g

_ = ”he techniqua of marginal analezs was intr@dgfsd
. into the aﬁu - ¢f government expenditures by A. C.lﬁi%a .
s to

‘ccording to the marginal theory the ideal -rinci

*pash expenaituras for each public PUrPoOse to that point

#here the benefit of the last dollar s?eni is gxeater thaa
= »{gJ_!’l fo the dollar of scst;“ 3 q iple
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| “":‘,timm F’ 1. E:«u t.x.n{:
'“Qaﬁefita Qna qar“inal

“':f',-‘ii(woame' Cﬂ'ta mk teiﬁ, Pualic
T ﬁiﬂanceg PB“& ?a

R b Iﬂ i”urg 2.1 the line ,t“zx hGW'tbe benef‘ts S
\ rﬂ*uitzn f?(% ﬁ&ditianal exwanﬁitﬁrﬁs op cer%axn r@ject o

- Tirst ric ses, bhen falls as iore is spent,f &ne ah&pa of

- curve B reflects the law of diminishinu beﬂefits, as aege
:&axv“nxitureg are zpent on & project there cones a point
where the benefits i»rlved from the nrcjeﬁt is l@@ﬂ than
the cost involved., | . | S

K aatinb mirrinal benefits ani m;rgindl costa

!  cssure thot every expenditure yields a benefit at lesast
~esual to the value of coo0ds forccne in the rrivate sector.
. Secondly, it would ascure that an expeniiture does not
~ prevent a more valusble public expenditure in so:e other
. field. %Thus the principle assures that benefits of marginal
a e nepditures excesd cp“ertunlty codta th ia the nrivate .
<nd the wublic seute" "14 |

B mhe ﬂrinciple of margiaal censfit and marwinal
aats 48 concerne< with the efficiency cf covernnent
:Zaxaenditarea.ﬁ The sractical apslicsticn of this ;rlncinle.

2CTeV is bns t wita difxicultlase‘m~ir tly‘for a large

‘:culd solve two problena of resource allocation. It would  ~v3' 



T e have seen in this chapter th t even in the
clacsical“syatea the ran e cof 3uatifiable geverameat erpenu
8 wog fa$v1y extensive and cov red ¢ “vastﬁfieldkcf

 i f7“ite cf the ﬁrvwinyﬁi*~; ~of mo
uresz no aniversally znolicable eriter;cn hes' been o
i.,y‘zo "uiﬁe the directi n fﬂ *svaﬁnhent expea&iﬁu:@s,~lg




