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Difference Between Public and Private Finance

1. Introduction

Finance refers to the study of how resources are raised and utilized. It deals with

income, expenditure, and management of money. Broadly, finance is classified into

two main type:

e Public finance

e Private finance
While both deal with income and expenditure, they differ significantly in their
objectives, principles, and methods of operation.
Public finance concerns the revenue and expenditure of the government, while

private finance deals with the financial decisions of individuals or private entities.

Understanding the difference between the two helps in appreciating how economic

activities are organized at both individual and governmental levels.

2. Meaning and Scope

Public Finance



Public finance is the study of the financial operations of the government “both
central and local” and how it affects the economy and welfare of society. It deals with
the raising of funds through taxation, borrowing, or other sources, and their
allocation for public purposes such as defense, education, healthcare, and

infrastructure.

According to Dalton,

“Public finance is concerned with the income and expenditure of public authorities

and with the adjustment of one to the other.”

The scope of public finance includes:

1. Public revenue - sources like taxes, fees, grants, and borrowings.

2. Public expenditure - spending on welfare, development, and administration.

3. Public debt - borrowing by the government.

4. Financial administration - budget formulation, execution, and auditing.

5. Fiscal policy - government policy on taxation and expenditure to influence the

economy.

Private Finance

Private finance refers to the income, expenditure, and saving decisions of
individuals, households, and private businesses. It involves how private entities
manage their limited resources to satisfy their wants and maximize profit or

satisfaction.
For individuals, private finance focuses on income generation, saving, consumption,

and investment. For firms, it relates to capital structure, cost control, profit

maximization, and growth.

3. Objectives :



Public Finance

e Promote social welfare and economic stability.

e Itaimed at society’s benefit.

e Public interest and welfare policies.

Private Finance

e Maximize personal or organizational satisfaction/profit.

e Collective, Individualistic or profit-oriented.

e Business profitability, or family needs.

4. Nature of Income and Expenditure

Public Finance:

The government collects revenue mainly from taxes, duties, fees, and public

borrowing. Its expenditure covers welfare schemes, defense, infrastructure,

subsidies, and administration.

Private Finance:

Individuals or firms earn income through wages, salaries, profits, rent, and interest,

and spend on personal consumption, savings, and investment.

5 Role of Compulsion vs. Choice

A key difference lies in freedom of decision-making.



Public Finance:
Government revenue (like taxes) is compulsory. Citizens must pay taxes, regardless of
whether they directly benefit from the expenditure. Similarly, participation in public

expenditure decisions is indirect, through elected representatives.

Private Finance:
Decisions are voluntary. Individuals freely decide how to spend or save their money.
They are not compelled to use their income in any specific way unless restricted by

law.

6 Nature of Expenditure and Benefit

Public Finance:
Public expenditure often yields social and indirect benefits. For example, spending
on defense or public health benefits all citizens collectively, even if not everyone

contributes equally.

Private Finance:
Private expenditure results in direct and personal benefits. For instance, when

someone buys a car, only the buyer directly enjoys its utility.

7. Elasticity and Adjustments

Public Finance:
Government revenue and expenditure are rigid in nature. Taxes cannot be changed
frequently, and expenditure commitments (like salaries, pensions, or interest

payments) are often fixed for years.

Private Finance:
Individuals and firms can easily adjust their spending or saving according to income
changes. They can cut down on luxuries or change investments depending on

circumstances



8. Principle of Equilibrium

In private finance, the individual must live within their means, i.e., income should be

greater than or equal to expenditure.

Income = Expenditure

But in public finance, governments often spend more than their income, especially
for development or welfare programs. This results in budget deficits, which are
financed through public borrowing or money creation.

Thus, for the government:

Expenditure can exceed Income temporarily

9. Borrowing and Debt

Public Finance:
Governments can borrow from internal or external sources and can carry forward
debt to future years. Public debt is considered a tool for economic management, not

necessarily a sign of inefficiency.

Private Finance:
Individuals or firms can borrow only to a limited extent and must repay within a

specific period. Excessive borrowing may lead to bankruptcy.

10. Secrecy vs. Publicity

Public Finance:

Government budgets and expenditures are matters of public record. Transparency is
essential because funds belong to citizens. Budgets are discussed in parliament or

legislative assemblies before approval.

Private Finance:



Individuals and firms usually maintain secrecy regarding their financial affairs.

Business firms may not disclose internal financial data unless required by law.

11. Effects on the Economy

Public Finance:

Plays a crucial role in economic stabilization and growth. Through fiscal policy, the
government can influence inflation, unemployment, and overall national income. For
example, increasing public expenditure during recessions boosts demand and

growth.

Private Finance:
Has a microeconomic effect. Individual spending and saving decisions collectively
influence market demand and supply but do not directly control macroeconomic

stability.

12. Concept of Welfare

The guiding principle of public finance is maximum social welfare, not profit. The

government undertakes expenditure to provide public goods, reduce inequalities, and

ensure equitable distribution of resources.

In contrast, private finance is driven by individual welfare and profit motives. Firms

aim to maximize profits; households aim to maximize satisfaction (utility).
13. Time Horizon
Public Finance:

Government financial planning is long-term. Many projects (like highways, dams, or

education programs) require years to complete.



Private Finance:
Generally short-term and flexible. Individuals plan finances annually or monthly

based on income and expenditure cycles.

14. Risk and Uncertainty

Public Finance:

The government faces less financial risk as it has taxation and borrowing powers.
Deficits can be managed through monetary or fiscal adjustments.

Private Finance:

Individuals and firms face high financial risk. Poor investment or unexpected losses

can directly impact their financial stability.
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