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Public Economics lies at the heart of understanding the role of the state in a modern economy. Questions concerning taxation, public expenditure, fiscal federalism, welfare, public debt, and budgetary governance are central not only to academic economics but also to real-world policy making. In developing economies like India, these issues acquire even greater significance due to constraints of resources, inequality, and structural transformation.

This book, Public Economics: Theory, Policy, and Indian Practice, is written to provide a comprehensive, rigorous, and accessible treatment of Public Economics for students, researchers, and competitive examination aspirants. The motivation for this work arose from years of teaching and academic engagement, during which a persistent gap was observed between highly abstract theoretical texts and exam-focused notes lacking analytical depth.

The present volume seeks to bridge this gap.

The book systematically covers classical and modern theories of public expenditure and taxation, social welfare analysis, public choice, fiscal federalism, budgeting, public debt, and fiscal rules. At the same time, it integrates Indian institutional frameworks, including the Finance Commission, GST Council, FRBM Act, and contemporary fiscal challenges. Special attention has been devoted to digital public finance, environmental policy, and the public economic dimensions of the COVID and post-COVID era.

The content is carefully aligned with the syllabi of UPSC Economics Optional, GATE Economics, and UGC-NET/JRF, while maintaining academic rigour suitable for postgraduate and doctoral-level study. Mathematical exposition is used where necessary, but always with clear economic intuition. Diagrams, numerical illustrations, and policy discussions are included to enhance conceptual clarity.

It is hoped that this book will serve as:

	A core textbook for students of economics

	A reference work for competitive examinations

	A conceptual guide for researchers and policy analysts


Any remaining errors or omissions are solely the responsibility of the author, and constructive suggestions for improvement will be warmly welcomed.

Om Krishna
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“Public Economics: Theory, Policy & Practice — For GATE, NET, UPSC & Competitive Exams”

Comprehensive, exam-oriented, conceptual + analytical + solved examples + case studies + MCQs

Note: HIGHLIGHTS: ECONOMIC SURVEY 2025-26

📑 PART I — FOUNDATIONS OF PUBLIC ECONOMICS
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	Meaning, scope & importance

	Distinction: Private vs Public Goods

	Market failure & role of government

	Public economics in policy making
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Chapter 2: Market Failure & Externalities
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	Coase theorem
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Chapter 3: Public Goods – Theory & Classification
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	Characteristics: non-rivalry & non-excludability
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Chapter 7: Growth & Composition of Public Expenditure
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📈 PART VI — PUBLIC DEBT & DEFICITS

Chapter 15: Public Debt Theory

	Types of debt

	Ricardian equivalence

	Debt sustainability


Chapter 16: Deficits & Fiscal Rules

	Fiscal deficit, revenue deficit

	Primary deficit

	FRBM Act & fiscal consolidation




📉 PART VII — PUBLIC EXPENDITURE MANAGEMENT & BUDGETING

Chapter 17: Budget Concepts & Fiscal Policy

	Budget components, classification

	Role of budget in economic management


Chapter 18: Performance Budgeting & Outcome Budgeting

	Zero-based budgeting

	MTEF


Chapter 19: India’s Budget Process

	Union budget cycle

	Estimates, demands, appropriation

	Fiscal transparency




📌 PART VIII — APPLICATIONS & CONTEMPORARY ISSUES

Chapter 20: Education, Health & Social Security

	Public provision vs market provision

	Financing social services


Chapter 21: Environment & Public Policy

	Pollution taxes, tradable permits

	Sustainable public finance


Chapter 22: Digital Public Finance
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A. CASE STUDIES YOU HAVE INCLUDED (EXPLANATION ONLY)

1. COVID-19 Fiscal Stimulus (India & Global)

Chapter 23
→ Real-life test of counter-cyclical fiscal policy
→ Shows how deficits & debt are policy tools, not failures
→ Links Keynesian theory with post-COVID macro reality



2. PM-GKY & Free Food Grain Scheme

Chapter 1 + Chapter 20
→ Demonstrates government intervention during market failure
→ Welfare economics in action during income & consumption shock
→ Shows why public provision dominates markets in crises



3. UPI & Digital Public Infrastructure (DPI)

Chapter 22
→ Treated as a digital public good
→ Explains network externalities & non-excludability
→ Shows modern form of public goods beyond roads/defence



4. GST Compensation Dispute (2019–2026)

Chapter 13
→ Live example of vertical fiscal imbalance
→ Demonstrates centre–state fiscal tension
→ Explains limits of cooperative federalism under stress



5. Electoral Freebies Debate (2022–26)

Chapter 5
→ Applies median voter theorem
→ Shows rent-seeking & political incentives
→ Explains why fiscal irrationality can be electorally rational



6. Carbon Trading & India’s Carbon Market (2023–2026)

Chapter 21
→ Practical use of tradable permits
→ Market-based solution to environmental externalities
→ Connects public economics with climate policy



B. APPENDICES YOU HAVE INCLUDED (EXPLANATION ONLY)

Appendix I: Musgrave’s Three Functions of Government

→ Global framework for why governments exist
→ Links allocation, distribution & stabilization
→ Foundations of the entire book



Appendix II: Samuelson’s Public Goods Condition

→ Mathematical & graphical logic of optimal public goods
→ International benchmark for public goods theory
→ Makes book graduate-level credible



Appendix VII: Fiscal Federalism — USA, Germany, EU

→ Comparative models beyond India
→ Shows how advanced federations manage transfers
→ Gives international legitimacy



Appendix VIII: Fiscal Rules — EU, Chile, Brazil

→ Shows different rule-based fiscal architectures
→ Highlights credibility vs flexibility debate
→ Global fiscal discipline perspective



Appendix X: Independent Fiscal Institutions (OBR, Fiscal Councils)

→ Explains who monitors governments
→ Links fiscal rules with institutional enforcement
→ Modern governance-oriented public finance



Appendix XI: Sovereign Debt Crises (Greece, Argentina, Sri Lanka)

→ Shows consequences of weak budgeting & fiscal opacity
→ Connects debt crises with outcome budgeting failure
→ Crisis-driven justification for fiscal reforms



Appendix XIII: Escape Clauses & Crisis Fiscal Policy

→ Explains why rules must bend during shocks
→ COVID, war, climate as fiscal stress tests
→ Future-ready public finance framework
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🧠 EXAM ORIENTATION

Solved Examples

	Numerical problems (tax incidence, CBA, optimal taxation)

	Answer writing for UPSC/NET


Model Papers

	GATE format

	UGC-NET Paper II/III

	UPSC GS Paper 3 + Essay + Interviews


MCQs + Answer Key

600+ MCQs with explanations



📚 FEATURES OF THE BOOK

✔ Theory + Real data (India, OECD, World Bank)
✔ Tables, diagrams & charts
✔ Case studies from Indian budgets
✔ Exam-specific answer strategies
✔ Glossary of terms
✔ Further reading & online resources list
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1.1 Introduction

One of the central questions in economics is whether the market mechanism alone can ensure efficient allocation of resources and maximize social welfare. Classical economists, particularly Adam Smith, emphasized the role of the invisible hand, according to which individuals pursuing their self-interest inadvertently promote social good. However, real-world economic systems frequently deviate from this idealized framework. Markets often fail to provide socially optimal outcomes due to factors such as public goods, externalities, imperfect competition, and income inequality.

Public Economics emerges as a response to these limitations of the market system. It is the branch of economics that studies the economic functions of the government and evaluates how public policies—through taxation, public expenditure, regulation, and fiscal policy—affect efficiency, equity, and macroeconomic stability. In modern economies, especially welfare states and developing countries like India, public economics forms the analytical foundation of policy-making and governance.



1.2 Meaning of Public Economics

Public Economics, often referred to as the Economics of the Public Sector, analyzes the role and impact of government intervention in an economy. It examines how government decisions regarding revenue collection and expenditure influence economic behavior and social welfare.

According to Richard A. Musgrave (1959), public economics is concerned with the economic activities of the government, particularly its role in performing three fundamental functions: allocation, distribution, and stabilization. Joseph E. Stiglitz (2000) defines public economics as the study of how the public sector affects economic outcomes and how public policy can be designed to improve market performance.

Public economics is both:

	Positive, as it analyzes the actual effects of government policies, and

	Normative, as it evaluates what policies should be adopted to maximize social welfare.


Thus, public economics provides a systematic framework to assess whether and how government intervention can correct market failures and promote inclusive growth.



1.3 Scope of Public Economics

The scope of public economics is broad and multidimensional, covering both microeconomic and macroeconomic aspects of government activity.

(i) Public Expenditure

This includes government spending on defense, infrastructure, education, health, social security, and welfare programs. Public economics evaluates the efficiency, priority, and social returns of such expenditures.

(ii) Taxation

Taxation is a core area of public economics. It involves the study of tax structures (direct and indirect taxes), tax incidence, equity, efficiency, and the behavioral responses of individuals and firms to taxation.

(iii) Public Debt

Public economics examines why governments borrow, the sustainability of public debt, intergenerational equity, and the macroeconomic consequences of deficit financing.

(iv) Fiscal Federalism

This area analyzes the division of fiscal powers and responsibilities between different levels of government, such as the central and state governments, including intergovernmental transfers and grants.

(v) Regulation and Public Policy

Government regulation of monopolies, environmental protection, financial markets, and labor markets also falls within the scope of public economics.

Overall, public economics studies how government actions influence resource allocation, income distribution, and economic stability.



1.4 Importance of Public Economics

Public economics is critically important for several reasons:

	Correction of Market Failure
Markets often fail to allocate resources efficiently. Public economics provides tools to justify and design corrective government interventions.

	Promotion of Equity and Social Justice
Through progressive taxation and redistributive expenditure, public economics addresses income and wealth inequality.

	Economic Development
In developing economies, public investment in infrastructure, education, and health is essential for long-term growth.

	Policy Design and Evaluation
Public economics forms the analytical basis for evaluating public policies such as subsidies, welfare schemes, and fiscal reforms.


For competitive examinations, public economics is central to UGC-NET Paper II/III, GATE Economics, and UPSC GS Paper III, making it a foundational subject.



1.5 Distinction between Private Goods and Public Goods

Private Goods

Private goods are goods that are efficiently allocated through the market mechanism.

Characteristics:

	Rivalry in consumption: Consumption by one individual reduces availability for others.

	Excludability: Non-payers can be excluded from consumption.


Examples: Food, clothing, mobile phones.

Public Goods

Public goods are those that markets fail to provide efficiently.

According to Paul Samuelson (1954), public goods possess:

	Non-rivalry: One person’s consumption does not reduce availability for others.

	Non-excludability: It is difficult or impossible to exclude non-payers.


Examples: National defense, street lighting, law and order.

	Basis

	Private Goods

	Public Goods


	Rivalry

	Present

	Absent


	Excludability

	Present

	Absent


	Market Provision

	Efficient

	Inefficient


	Pricing

	Market price

	Difficult/Impossible



Due to the free-rider problem, private markets underprovide public goods, justifying government provision.



1.6 Market Failure and the Role of Government

Market failure occurs when the free market fails to achieve Pareto-efficient outcomes. Major sources of market failure include:

	Public Goods – due to non-excludability and free riding

	Externalities – such as pollution (negative) or education (positive)

	Imperfect Competition – monopolies and oligopolies restrict output

	Information Asymmetry – seen in insurance and healthcare markets


Role of Government

The government intervenes to correct market failures through:

	Taxes and subsidies (Pigouvian instruments)

	Regulation and legal frameworks

	Direct provision of goods and services


The objective is not to replace markets, but to complement them and improve social outcomes.



1.7 Public Economics in Policy Making

Public economics provides the theoretical foundation for economic policy-making. Government budgets are not merely financial statements but instruments of policy.

	Tax policy influences incentives, savings, and investment.

	Public expenditure builds human capital and infrastructure.

	Cost–Benefit Analysis (CBA) guides the selection of public projects.

	Evidence-based policy making relies on public economics tools.


In India, policies such as GST, Direct Benefit Transfer (DBT), public health programs, and employment schemes are grounded in public economics principles.



1.8 Link with Welfare Economics

Public economics is closely linked with welfare economics, which studies the conditions under which social welfare is maximized.

Key concepts include:

	Pareto efficiency

	Social Welfare Functions (Bergson–Samuelson)

	Equity–efficiency trade-off

	Arrow’s Impossibility Theorem


Public economics operationalizes welfare economics by translating normative principles into concrete public policies.



1.9 Link with Macroeconomics

Public economics also has a strong connection with macroeconomics, particularly through fiscal policy.

	Government spending and taxation affect aggregate demand.

	Budget deficits and public debt influence macroeconomic stability.

	Keynesian economics emphasizes the role of government in stabilizing business cycles.


Thus, public economics bridges micro-level welfare analysis and macro-level stabilization objectives.



1.10 Conclusion

Public Economics is a vital discipline that explains why and how governments intervene in economic
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