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9.0 OBJECTIVES 

After reading this unit, you should be able to: 

explain the various classifications of government expenditure 

differentiate between revenue and capital expenditure 

distinguish between developmental and non-developmental expenditure 

differentiate between plan and non-plan expenditure; and 

evaluate the present system of classification of government expenditure. 

9.1 INTRODUCTION 

This unit deals with one of the important issues in Financial Administration i.e. the 
classification of government expenditure. The economy of a country is greatly 
influenced by the level of government or  public expenditure. It is one of the major 
processes by which the welfare of the people is ensured and it is a vital aspect of a 
government's budget. It is an important instrument in the hands of government that can 
be utiIised for the maximisation of public satisfaction. Again, it helps in overcoming the 
inefficiencies of the market system in the allocation of economic resources. It also helps 
in smoothing out cyclical fluctuations in the economy and ensures a high level of 
employment and price stability. Thus, government expenditure plays a crucial role in 
the economic growth of a country. Government expenditure covers all the expenditure 
incurred by government under the account heads of "Revenue", "Capital" and 
"loans". Revenue expenditure can be classified into two categories : Non- 
developmental expenditure and Developmental expenditure. 

Classification of government expenditure is closely related to the objectives of the 
government i.e. economic growth, financial control, price stability etc. For instance, 
the accounting classification of expenditure into 'Plan' and 'Non-plan', 'Capital' and 
'Revenue' enables the Parliament to exercise financial control over expenditure and 

. within the government, to exercise financial control over the spending departments. 
Similarly, the economic classification of government expenditure helps the government 
in determining how much of the economic resources are allocated by government to 
various economic activities and their contribution to the economic growth of the nation. 
Again, the cross classification of expenditure (i.e. Functional-cum-Economic 
classification) serves the social objectives of the government by determining the 
expenditure incurred on consumption and non-consumption. 

Thus, each classification of government expenditure serves one or other objectives of 
the government viz., financial control, economic growth, price stability etc. 
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Financial Administration In this unit, we shall deal with the various classifications of government expenditure, 
points of distinction between capital and revenue, developmental and non- 
developmental, plan and non-plan expenditure. . 

9.2 CLASSIFICATION OF GOVERNMENT 
EXPENDITURE 

Since the latter part of the 19th century and earlier part of the 20th century, most of the 
capitalistic and socialistic countries switched over to the concept of welfare state. 
During this period, most governments of independent countries concentrated their 
energy on economic development. To  achieve speedy economic development, 
governments had stepped up their expenditures. 

Nature of Government Expenditure: Public expenditure is incurred in the form of 
purchases of goods and services, transfer payments and lending. Purchase of goods and 
services is intended to carry out governmental activities by the direct utilisation of 
economic resources for example, purchase of articles from the market right from paper 
clips to military aircraft. Transfer payments and lending are intended to provide 
enterprises and households with purchasing power to enable them to buy goods and 
services in the market. In many developed countries, transfer payments for social 
welfare constitute a sizeable portion of government budgets. In developing countries, 
some of the functions of transfer payments are performed by subsidies to consuiners in . 
the form of below cost sales by state enterprises. Examples of such subsidies are supply 
of bread, foodgrains, cooking oils, sugar and tea to public below the normal cost. ' 

Classification of Expenditure: Government expenditure can be broadly classified into 
four categories: (i) Functional Classification or Budget Classification (ii) Economic 
Classification (iii) Cross Classification and (iv) Accounting Classification. As already 
mentioned, each classification of expenditure in government serves one objective or 
other i.e. financial control, economic growth, price stability etc. 

i) Functional or Budget Classification: In India, the classification of accounts was 
structured so as to correspond to the organisation in which the transaction occurred and 
within the organisation to the inputs on which expenditure was incurred. For example, 
construction of a hospital would be classified and displayed in accounts as "public .' 
works expenditure" and not as expenditure on a programme like "Medical Relief" 
under social services. The classification indicated the nature of expenditure but not its 
purpose. It did not enable identification of expenditure with functions, programmes, 
activities and projects. It lacked management approach in accounting in as much as it 
did not provide the facility for monitoring and analysis of expenditure on functions, 
programmes, activities and projects. 

The Government of lndia introduced in April, 1974 a revised accounting structure, 
which attempts to serve the purposes of management as well as the requirement of 
financial control and accountability. Under this scheme, a five-tier classification has 
been adopted i.e. sectoral, major head, minor head. subhead, and detailed heads of 
account. Sectoral classification has grouped the functions of government into three 
sectors, namely, General Services, Social and Community services and Economic 
services. 

In the new scheme of accounts, a major head is assigned to each function and minor 
head is allotted to each programme. Under each minor head. there would be subheads 
assigned to activities/schemes/organisations covered by the programme 

Under the new system, the object classification has been retained and placed at the last 
tier. It is meant to provide item-wise control over expenditure and ensure financial 
control and accountability. 

Functional classification established adequate links between budget and account heads 
and the plan heads of development. This has facilitated obtaining information of 
progressive expenditure on plan programmes and projects. The principle adopted in 
the new accounting classification is that all expenditures on a function. programme or 
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activity should be recorded under the appropriate major, minor or subhead. Classilkation of Government 
Expenditure 

Functional classification has provided the necessary facility for monitoring and analysis 
of expenditure on functions, programmes and activities to aid the management 
function. (For further details, please refer to Unit 21 of Block 7 of this Course.) 

ii) Economic Classification: Economic classification refers to the resources allocated by 
government to various economic activities. It involves arranging the public 
expenditures and receipts by significant economic categories, distinguishing current 
expenditure from capital outlays, spending for goods and services from transfers to 
individuals and institutions, tax receipts by kind from other receipts and from 
borrowing and inter-governmental loans, grants etc. This classification brings out such 
important aggregates as public expenditure of the consumption kind, public investment 
and the draft of public authorities on public savings for financing the development 
oulays in the public sector. In short, this classification analyses the total governmental 
transactions and records government's influence on each sector of the economy. 

iii) Cross Classification or Economic-cum-Functional Classification: Cross 
classification provides the breakup of government expenditure not only-by economic 
categories but also by functional heads. For instance, expenditure on medical facilities 
(a functional head) is split between economic categories such as current expenditure, . 
capital expenditure, and various types of transfers and loans. Conversely, cross 
classification shows how expenditure on a particular economic category, say capital 
formation, is divided according to different public activities like education, labour 
welfare, family planning etc. 

Under a scheme of cross classification, functional classification of expenditure can be 
analysed according to  its economic character and economic classification of expenditure 
can be analysed according to the functions performed by it. The two types of 
classification therefore supplement each other and give a clear picture of the total 
transactions of government. 

iv) Accounting Classification: Accounting classification of government expenditure 
can be analysed under (i) Revenue and Capital (ii) Developmental and Non- 
Developmental and (iii) Plan and Non-Plan. Each classification of expenditure serves 
one objective or other of the government. For instance, Revenue and Capital 
expenditure classification indicates how much government expenditure results in 
creation of assets in the economy and how much expenditure is unproductive. Again, 
developmental and non-developmental classification indicates how much government 
expenditure is spent on social and community services and economic services as against 
general services. Similarly, the Plan and Non-Plan expenditure classification helps the 
Planning Commission and Finance Commission in determining the pattern of central 
assistance on plan schemes to state governments, and union territories. Thus, each 
classification of government expenditure serves one objective or other in government. 

9.3 REVENUE AND CAPITAL EXPENDITURE 

The difference between Revenue and Capital expenditure is the difference between 
expenditures that result in the creation of new assets and those which do not. Goods 
and services consumed within the accounting period may be included in the current 
expenditure; alternatively, the allocation may be based whether an expend~ture is 
"revenue producing or not". The main purpose of the capital account is to show the 
gross and net capital formation in the public sector during the accounting period (i.e. 
say from 1st April to 31st March). 

Under the Indian Constitution, budget has to distinguish expenditure on Revenue 
account from other expenditures. Government budget comprises Revenue Budget and 
Capital Budget. Revenue budget consists of revenue receipts of government (tax- 
revenues and other revenues) and the expenditure met from these revenues. Tax 
revenues comprise proceeds of taxes and other duties levied by the Union. Revenue 
expenditure is for the normal running of government departments and various services, .% . 
interest charges on debt incurred by government etc. Broadly speaking, expenditure 
which does not result in creation of assets is treated as 'Revenue expenditure'. All - - 7 
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Financial Administration grants given to state governments and other parties are also treated as revenue 
expenditure. 

Capital budget consists of capital receipts and payments. The main items of capital 
receipts are loans raised by government from public which are called market loans, 
borrowings from Reserve Bank of India and other parties through sale of Treasury 
Bills, loans received from foreign governments and loans granted by Central 
government to state and union territory governments and other parties. 

A Capital expenditure may be defined as any expenditure other than operating 
expenditure, the benefits of which extend over a period of time exceeding one year. 
The main characteristic of capital expenditure is that atleast a major portion of the 
expenditure is made at one point in time and the benefits are realised at different points 
in time in the ensuing years. In other words, Capital expenditure is the expenditure 
which is intended for creating concrete assets of a material character in the economy. 
Examples of Capital expenditure are the aquisition of assets like land, buildings 
machinery, equipment and also investment in shares and loans and advances granted 
by Central government to state and union territory governments, government 
companies etc. 

With the advent of planning in India in 1951, Capital expenditure incurred on plan 
account has assumed an enormous significance. It has also its economic effects 
depending on whether the projects financed by capital expenditure are quick yielding 
or long yielding in economic benefits. Also, it has its impact on the revenue budgets of 
the Centre. In brief, the difference between revenue and capital expenditure is the 
difference between expenditures which result in creation of new assets and those which 
do not. Revenue expenditure is for the normal running of government departments and 
various services, interest charges etc. On the other hand, capital expenditure or at least 
some portion of it results in creation of assets in the economy. 

check Your Progress 1 

Note: i) Use the space given below for your answers. 
ii) Check your answers with those given at the end of the unit. 

1) Explain the meaning of Government expenditure. Distinguish between 'revenue' 
and 'capital' expenditure. 

2) Explain the significance of Economic and Cross Classification of government 
expenditure. 

DEVELOPMENTAL AND NON-DEVELOPMENTAL 
EXPENDITURE 

Government expenditure can be classified into  e eve lop mental" and "Non- 
Developmental" expenditure. Developmental expenditure comprises expenditure 
z-nm.--c.A -- c.Am.n-+:-- --A:n-l -m.Ll:n kc.-lth o n A  f0mi1 .1  n l o n n i n m  l ~ h n n - v  Q n A  

Downloaded From http://economicsdiet.com

Downloaded From http://economicsdiet.com



Clssslfica~ion of Government 
Expenditure 

employment, agriculture, cooperation, irrigation, transport and communication and 
other miscellaneous services. Expenditure incurred on these items both on Revenue 
and Capital accounts is also treated as development expenditure. Non-Developmental 
expenditure, on the other hand, comprises expenditure incurred on items like defence, 
collection of taxes and duties, administrative services, interest on debt and other 
services, stationery and printing and other expenditure on general services. 

Developmental expenditure is an accounting concept that has grown in conjunction 
with economic plans. It constitutes the main target of the plan. It enables planners to 
specify a measurable level of achievement that the economy may attain within the 
planning period. By providing a target for developmental expenditure in the plans, the 
economic aspirations of citizens are focused. Certain classes of public expenditure are 
treated as developmental by fiat and they are treated as component of plan expenditure 
or government contribution to economic growth. 

Developmental expenditure is said to be directly related to the promotion of backward 
economy; non-developmental expenditure does not help development. But in reality, 
capital expenditure on administration, rehabilitation, relief does help directly or 
indirectly the economic development of the country. Hence, it is difficult to follow a 
rigid distinction between developmental and non-developmental expenditure, though 
it is customary to make such a distinction for broad analytical purposes. 

1tis well-known that no developmental expenditure is "developmental" indefinitely or  
advantageous to the economy, irrespective of the amounts being spent by government 
departments. To the best of government's knowledge, each item of expenditure (i.e. 
Developmental and Non-Developmental) must contribute equally on the margin to 
economic welfare. ,Too much emphasis on "Developmental" and "Plan expenditure" 
will ultimately lead to a reduction in "Non-Developmental" expenditure and thereby 
indirectly affects the growth of the economy. In brief, Developmental expenditure leads 
to economic growth whereas Non-Developmental expenditure does not. 
Developmental expenditure comprises the expenditure incurred on social and 
community services and economic services. Non-Developmental expenditure 
comprises the expenditure incurred on general services. The distinction between 
"Developmental" and "Non-Developmental" expenditure beyond a certain point, 
gives a distorted picture of the whole government expenditure, as Non-Developmental 
expenditure also contributes to economic growth indirectly and as such it is not totally 
unproductive. For example expenditure on defence, though it is non-developmental, is 
very much required for establishing defence preparedness of the country which cannot 
be weakened. 

9.5 PLAN AND NON-PLAN EXPENDITURE 

Government expenditure can also be classified into "Plan" and "Non-Plan" 
expenditure. Plan expenditure refers to the expenditure incurred by the Central 
Government on Programmes/Projects, which are recommended by the Planning 
Commission. Non-Plan expenditure, on the contrary, is a generic term used to cover all 
expenditure of government, not included in the plan. 

Non-Plan expenditure consists of many items of expenditure, which are obligatory in 
ndture and also essential obligations of a state. Items of expenditure, such as interest 
payments, pensionary charges, statutory transfer to states come under the obligatory 
nature. Defence, internal security are essential obligations of a state. Any neglect of 
these activities can lead to collapse of government. Besides, there are special 
responsibilities of the Central Government like external affairs, currency and mint, 
cooperation with other countries and the expenditure incurred in this connection are 
treated as "non-plan" expenditure. Of all the major items of Non-plan expenditure of 
the Central Government, interest payments, defence, subsidies take the lion's share of 
expenditure. 

The distinction between 'plan expenditure' and non-plan expenditure' is purely an 
administrative classification and is in no way related to economic or national accounting 
principles. For instance, in many cases 'plan expenditure' becomes non-plan 
expenditure, after the plan is over. Again, an item of plan expenditure during a 
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Financial Administration particular five year plan becomes "non-plan" in the following plan, if its responsibility 
is shifted on to the state governments, as in the case of centrally sponsored and central 
sector schemes or if the expenditure spills over from one plan to the next or the 
expenditure is agreed to be incurred outside the plan outlay of the state governments 
approved by the Planning Commission. 

The classification of expenditure between "Plan" and "Non-Plan", "Developmental" 
and "Non-Developmental" of certain schemes/projects in government gives a distorted 
view of government's classification of expenditure. After all, the test of public 
expenditure is the amount of satisfaction it gives to the public by the quantity or quality 
of services it makes possible. But classification like 'Developmental' and 'Non- 
Developmental' expenditure may ignore the point, unless a sense of proportion is 
maintained. For instance, maintenance expenditure of a building is likely to suffer, 
whereas a plan scheme, even if it is not important, acquires a priority and urgency, out 
of its proportion, because it is a 'plan' item of expenditure. Again, it is possible to create 
posts under plan schemes, even if a ban exists on creation of posts. Thus, the 
classification of expenditure into 'Plan' and 'Non-Plan', sometimes, endows certain 
schemes with more than necessary legitimacy and thereby acts to distort one's view of 
public expenditure. 

9.6 AN EVALUATION OF THE SYSTEM OF 
CLASSIFICATION OF EXPENDITURE 

The classification of government expenditure is done mainly to achieve the objectives 
of government i.e. financial control, estimation of revenues and expenditures of 
government, allocation of funds to the various sectors of the economy, economic 
growth etc. In order to achieve these objectives, public expenditure has been classified 
into four categories, viz., Functional classification, Accounting classification, 
Economic classification, and Cross classification. Accounting classification classifies 
government expenditure into "Revenue" and "Capital", 'Developmental" and "Non- 
Developmental", "Plan" and "Non-Plan" expenditure. 

Developmental expenditure is said to be directly related to the promotion of the 
backward economy, whereas non-developmental expenditure does not. However, in 
actual practice, non-developmental expenditure in the form of the capital outlay on 
rehabilitation, administration and relief does contribute directly or icdirectly to the 
economic development of the country. 

The classification of government expenditure into "Plan" and "Non-Plan" is purely an 
administrative classification and is not related to economic or national accounting 
principles. Also, the "Plan" and "Non-Plan" do not correspond exactly to 
"Developmental" and "Non-developmental" categories respectively because we find 
both these types of expenditure under "Plan" and "Non-plan" heads. For example, the 
expenditure related to new projects/programmes becomes 'Plan' expenditure during 
the period of a five year plan. If the projects/programmes are completed within the five 
year plan period, then their maintenance will be brought under 'non-plan' expenditure, 
during the next plan period. Again, the 'plan' expenditure, during a particular five year 
plan, becomes 'non-plan' in the following plan, if the responsibility is shifted on to the 
state governments, as in the case of centrally sponsored and central sector schemes. 
Thus,4y classifying expenditure into "Plan" and "Non-Plan", undue influence is given 
to 'plan' expenditure at the expense of non-plan in government, even though non-plan 
expenditure also includes capital expenditure and contributes to the economic 
development of the country. However, this classification is found useful by the Planning 
.Commission and Finance Commission for determining the central assistance tostates 
for plan schemes from time to time. 

The classification of expenditure into "Developmental" and "Non-Developmental" is 
also not based on any rational principle. Developmental expenditure is said to be 
directly related to the economic growth of the country, whereas non-developmental 
expenditure does not. In practice, non-developmental expenditure, in the form of 
capital outlay on rehabilitation, administration and relief, does help directly or  
indirectly in the economic development of the country. Hence, it is difficult to follow a 
rigid distinction between "Developmental" and "Non-Developmental" expenditure. 
R i i t  i t  i c  r i i c t n m a r v  tn makc= c n n ~ h  a  r l i c t i n r t ; n n  fnr h r n a r l  a n a l v t i r a l  n l l r n n c p c  
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The classification of government expenditure into "Plan" and "Non-Plan", 
"Developmental" and "Non-Developmental" gives a distorted picture of the whole 
classification pattern of government expenditure, because Developmental and Non- 
Developmental heads are also part of "Non-Plan" expenditure. After all, the test of 
public expenditure is the amount of satisfaction it gives to the public by the quantity or 
quality of the services it makes possible. But classifications like the "Developmental" 
and "Non-Developmental" may ignore this point, unless a sense of proportion is 
maintained. However, all the three classifications, viz., Accounting, Economic and 
Cross classification of government expenditure are essential to determine the allocation 
of expenditure to various sectors, capital formation, employment opportunities, price 
stability, economic growth and also for ensuring financial control by Parliament and by 
government within the departments. 

' Check Your Progress 2 

Note: i) Use the space given below for the answers. 
ii) Check your answers with thosegiven at the end of the unit. 

1) What are the basic differences between 'Plan' and 'Non-plan' expenditure? 

2) Distinguish between 'Developmental and Non-developmental' expenditure 

3) Comment on the usefulness of distinction between 'plan' and 'non-plan' and 
'developmental' and 'non-developmental' expenditure in government. 

9.7 LET US SUM UP 

We have seen that the classification of government expenditure serves a number of 
purposes i.e. parliamentary control over expenditure, economic development, price 
stability etc. Today, government expenditure has become a part of the life of the 
citizens. In this unit an attempt has been made to explain the differences between "Plan" 
and "Non-plan", "Revenue" and "Capital" as well as "Developmental7' and "Non- 
Developmental" expenditure. Also. the meaning and usefulness of Economic and 
Cross classification of government expenditure, has been discussed. 

9.8 KEY WORDS 

C I ~ ~  d Governmen1 
Expenditure 

Revenue Budget: It consists of the revenue receipts of government and the expenditure 
met from these revenues. 
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Financlal Administration Revenue Expenditure: It is for the normal running of government departments. 

Capital Budget: It consists of capital receipts and payments. 

Capital Receipts: These are loans raised by government from public, which are called 
market loans, borrowings from the Reserve Bank of India etc. 

Capital Expenditure: Expenditure incurred on acquisition of assets like land, buildings, 
machinery, equipment etc. 

Plan Expenditure: Plan expenditure forms a sizeable proportion of the total 
expenditure of the Central government. It refers to the expenditure incurred by the 
Central Government on programmes/projects on the recommendations of the Planning 
Commission. 
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EXERCISES 

Check Your Progress 1 

1) Your answer should include the following points: 

Government expenditure covers all the expenditure incurred by government 
under the accounting heads of "Revenue", "Capital" and "Loans". 

Revenue expenditure is the expenditure incurred for running the government 
departments, payment to various services and interest charges etc. Revenue 
expenditure does not result in creation of any assets. 

~ e v e n u e  receipts comprise taxes and other duties levied by the Union. 

Capital Receipts are loans raised by government from public, which are called 
market loans, borrowings from R.B.I. etc. 

Capital expenditure is the expenditure intended for creating concrete assets of a 
material character in the economy. 

2) Your answer should include the following points: 

Economic classification refers to the resources allotted by government to various 
economic activities. It divides government expenditure into meaningful economic 
aggregates like public consumption, investment, generation of income, etc. It 
enables policy makers to step up expenditures in those sectors, which contribute to 
the economic development of the country. 

Cross classification or Economic-cum-Functional classification helps in analysing 
expenditure, according to its economic character as well as functions. It is found 
useful in drawing up a programme of projected expenditure covering a period of 
years and in evaluating the progress of actual expenditure against budget 
provisions. 

Check Your Progress 2 
11 Yni~r  nnpwer shn~ild inrliide the fnllnwin~ nnints: 
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Plan expenditure refers to the expenditure incurred by the Central government on C'BbSincatiOn OrGOVernment 
Expenditure 

programmedprojects, on the recommendations of the Planning Commission. 

Non-plan expenditure is a generic term used to cover all the expenditure of 
government, not included in the plan. Examples are expenditure on defence, 
interest payments, subsidies etc. 

2) Your answer should include the following points: 

Developmental expenditure is an accounting concept that has grown in 
conjunction with economic plans. It constitutes the main target of the plan. 
Developmental expenditure covers the expenditure incurred on social and 
community services and economic services. 

Non-developmental expenditure is an unproductive expenditure, even though 
some portion of it contributes indirectly to economic growth. 

3) Your answer should include the following points: 

Classification of expenditure into "Plan" and "Non-Plan" is purely 
administrative and has nothing to do  with economic o r  national accounting 
principles. Similarly, the classification of expenditure into "Developmental" and 
"Non-developmental'', beyond a certain point, distorts the whole classification of 
government expenditure, as Non-developmental expenditure also includes Plan 
and Non-plan expenditure. Notwithstanding these limitations, these 
classifications of government expenditure are essential for achieving the 
objectives of government. 
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