
benefit, insurance 
nt provides secagai. 
. therefore 

Economics (NET) 407U 

Public Debt 

arity an 
and reduce bis 

funds. But an individual may not borow, when he 
does not need them 

1 save. ence, thne ing 
of 

Public Debt 
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Public Debt and Private Debt 

There are similarities as well as dissimilarities

herween 
public 

debt and private debt. 

Similarities-In 
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economy. This may be done through bo 

horrowing 
resemble the private borrowing. 

) Like a private 
borrower, the government 
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either for consumption or for 

markets and for services. Public 

committed to a much larger expenditur. 

would therefore run into a debt. 

of bounties and subsidies resources of the people S as well as to accelerate 

3. To Finance Development Plans 

government of an underdeveloped country 
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4. To Finance External Deficit- 
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differences 
between public debt and private debt: 

Public debt can be classified 
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economic unit can repay its debt 

either out of its earnings or out of its accumulated 
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from the other. On the 
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debt are as follows: 
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is the creator of 
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and not the lack of its 

power to do so and pay off its debt. 
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To Finance War and Natural Cala-
mities-There dould be wars. or natural 
calammties in whish case the government would be Commtted to a much larger expenditure and would therefore run into a dcbt. 

3. To Finance Development Plans-The 
OVemment of an underdeveloped country should 
play an active role in the development of the 
onomy. This may be done through borrowing 
and investing those funds in various projects. 

4To Finance External Deficit-Under 
eveloped countries need foreign exchange in the 
early stages of economic development to under- 
take high level of investment. purchase capital 
equipments and raw materials from abroad and to 
cover the balance of payments deficits. Therefore, 

esources have to be obtained from abroad by way 
of external debt. 

Classifications of Public Debt 
Public debt can be classified into various 

categories. Different classification or forms of 
pudlic debt are as follows: 

1. Internal and External Public Debt 

Internal debi refers to the public loans floated 

within the country. while extenal debt refers to 

the obligations of country to foreign governments. 

or foreign nationals or intermational institutions. 

2. Marketable and Non-marketable Public 
Debt-If loans can be sold by the existing holders 

to others. they would be called marketable loans. 

On the other hand, non-marketable loans are those 

which have been issued in favour of particular 

debt holders only and cannot be sold to others. 

3. Productive and Unproductive Public 
Debt-Productive debt is the debt which is used 
by the government for directly productive 
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people buy government securites 
savings. privale investment alseo 

POects and tor the cstablishment of heavy ted 11, however, it comes from b 

ndustries such as iron and stecl, cement and reduces the money with the bank he 
ertulizers The prncipal and the intercst both can 

be repaid out of the income derived from these 

projects Thus, the productive loans should not be 

considered as a burden upon the government. On 

the other hand, unproductive loans are those 
which are incurred on those projects which do not 
yield any income For instance loans taken for 

financing war and for giving relief in times or 

flood and drought 

therefore. less money to lend to 

Hence. pivate investment are affert 

2. Public Debt and Savings- the borrowing from the market, the 

savings and capital accumulation 
wili depend upon the source out of 

borrowings come. One p0ssibility Cre 

the public re�uces its own consg 

contributes its savings to the public lom 
case there will be obviously a net inc 

Bearing Public Debt-There are two types of speed of savings and capital accu 

Actually most saVings are effected on 

richer sections and firms from 
contributions to public loans should b 

4. Interest-Bearing and Non-interest- 

interest bearing loans. In the first category, a loan 

carriers what is called a coupon. The holder of 

such a loan is entitled to a given interest payment 

periodically. The second category is where a loan 
is sold below its redemption value - at a discount.

et Here, however. the danger is that th 
which would have gone into investment oa 

In India treasury bills are sold that way. Some account would be diverted to public lo 

happens, then there would not be any t 
in the saving and investment activity Bu 

loans, however, do not bear interest at all and are 

called non-interest bearing loans. There may be 
for example. price bonds, certain deposits like loans will generate reallocative effects. 

3. Public Debt and Infation-earnest money for tenders, and so on. 

5. Redeemable and Irredeemable Debts-governments while raising loans claim t 
an activity is not going to add to the ima 

forces. There is only a diversion of dema 
Redeemable loans are those loans for which the 

government promises to pay off at some future 

date. Those loans. for which no such promise is no net addition to it. 

made, are called iredeemable loans. Above reasoning is quite misleading i 

6. Funded and Un-funded Debts-Funded it tries to hide some of the basic facts. 

debt is that public debt for the payment of which public debt only brings about a dver 

the govemment establ1shes a separate fund. On the 
other hand, an unfunded debt is that debt for the because the economy's resources will 
repayment of which the government creates no from the production of consumption s 

separate fund. 

demand, it is bound to be inflationary m a 

those of capital goods. 
When the government borrow 

central bank of the country, the effect 
1. Effects on Consumption-When people to restoring to the printing press. B 

purchase government securities, it is not always additional currency, the authorities a 

necessary that they do it out of past savings. demand forces in the market, causing 

Effects of Public Debt 

Sometimes people buy these securities out of their pressure on prices. 

present income. The small saving schemes in In an underdeveloped country. 
India is of this nature. Hence, the money invested portion of the public debt is likely to x 

in the National Saving Certificates must, to certain the commercial banks. The comm 
extent, reduce the expenditure of the people in the consider their holdings of governn 
present. Therefore, in this way the consumption is as a good investment which can 
affected in the same way as it is affected by taxes. any time without much of capl 

But, when the people buy government securities assured liquidity position, therefore 
out of their past savings, it does not affect the to increase their loans and advance 
expenditure of the people at present. And, when to the inflationary pressures in tn 

miark 



arities out people buy government securities o 

he ide remai ins unaft 
savings, private investment also 
ted. If, however, it come from bank 

banks have 
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country 
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Actually most savings are effected onlv 
the from whom richer sections and firms 
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3. Public Debt and Inflation-Most 
governments while raising loans claim that such 
an activity is not going to add to the inflationary 
forces. There is only a diversion of demand, but 
no net addition to it. 

Above reasoning is quite misleading because 
it tries to hide some of the basic facts. Even if 

public debt only brings about a diversion in 
demand, it is bound to be inflationary in character 
because the economy's resources will be diverted 
from the production of consumption goods into 
those of capital goods. 

When the government borrow trom 
central bank of the country, the effect is equivalem 
to restoring to the printing press. By printug 

ward 
additional currency, the authorities add to 
demand forces in the market, causing an up 
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The purchase 
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rs of government securit 
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eople of the community. But the public debt gradually instead of c 

ii) Budgetary Surplus-A 
budget may be followed annuall- 

hurden o 

interest 

payments 

fall on 
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indino imposed for finding money for 
on the poorer classes also. 

1Ostly 
rich people ofi 

its repayment. 

(iv) Capital Levy-Capital 
very heavy tax on property an once-for-all tax imposed on capa certain value. It is imposed on i individuals on a progressive Sc2a 
suggested to pay of the war time 

Therefore, 
1o increase the 

. the tendency of public debt would be 
equalities of incomes and 
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udiation of Debt-One simple way of 

Wealth. 

Redemptio means 

Following are the 

repayment of a loan. 
ethods of debt repayment. 

nding the 
debt obligations is to repudiate the 

Repudiation means refusal to pay a debt by financing of a deliberately cre= 

Deficit Financing 
Deficit financing is use 

ernment, as was done by the Soviet 
the 

public revenue and public exper iovernment in 917. This is, however, totally Deficit financing implies th 
both on the revenue and capit o do so, and it hits the credit of the match the total expenditure, b= 

ndesirable. It is 

government to do 
aovernment with the result that it will find very 

difficult to borrow in tutures. If an external debt is 

ted it may create a number ol grave ment in tiree types of situation difficulties for the repudiating country, such as 

economic blockade, military action. etc. 

2. Refunding-If a government sells its 
bonds to pay its floating obligations, the debt is 
said to be funded. It is the process by which the 

government raises new bonds to pay off the surplus capital. 

maturing bonds. Thus, the government takes a Obiectives of Deficit F fresh loan to repay an old debt. 

3. Conversion-In conversion method, the 
loan is actually not repaid but the form of debt is 
changed. The process of conversion consists 

generally reconverting or altering a public debt 
from a higher to a lower rate of interest. 

is usually wrong on the part of the 

and the capital accounts. 
Deficit financing helps e 

(a) an economy with the fu 

(b) iun economy with the 
and 

(C) a economy with sur 

(1) The deficit financing 
method of meeting the fina 
government in the times of 
been considered difficult to m 

(2) Deficit financingi 
the mobilisation of surplus 
resources in the economy. 

4. Actual Repayment-While the first three 
methods are not concerned with actual repayment 
of public debt, the following measures may be 

laken for the repayment of public debt. 
(3) The use of deficit fi 

considered essential for fin 
) Sinking Fund-Under sinking fund, the economic development. 

vernment regularly saves for the retirement of 

N debt and uses the funds for this purpose when for removing the condition:
they have accumulated enough. Originally sinking raise the level of output and 

(4) It is an instrument 

unds are accumulated, until debts are matuc Effects of Deficit Fi but now they may be used to retire debt as far as 

funds are available. 
(i) Terminal uities-Under this method, 

government, pays its debt in cqual annual 

ments which lude interest as well as the 

The effects of deficit fi 
into two groups, i.e., positi 
effects the 

inst 

principal amoun 
reduced every year. 

1. Positive effects 
mount of debt. The burden of debt isIhe positive effects of d 

follows 


