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SPF 1.2 - Public 

Public means government, unlike individuals and firms 

which are private actors of the economy. The government 

regulates the economy through regulatory, monetary and 

fiscal policies. Whereas, the private actors influence the 

economy through market mechanisms.  

SYNOPSIS 

Public v Private 

Public (Government) Role 

o Regulatory Policy  

o Monetary Policy 

o Fiscal Policy 

Resource allocation in public sector 

o Budget-Driven Decisions 

o Public Goods and Services 

o Redistributive Focus 

o Regulatory and Environmental Considerations 

 

Public v Private 

The term “public” typically refers to government institutions and 

agencies, distinguishing them from “private” actors such as 

individuals, households, and businesses within the economy. 

While both public and private sectors play essential roles, they 

influence the economy in different ways. The public sector, or 

government, regulates, stabilizes, and manages the economy 

through policies that aim to protect the public interest, ensure 

stability, and correct market failures.  

On the other hand, the private sector influences the economy by 

responding to market forces, maximizing efficiency, and driving 

innovation through competition.  

Together, these two sectors create a balance, with the 

government setting the framework within which private actors 
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operate, and private actors using market mechanisms to drive 

economic activity and growth. 

Public (Government) Role 

The government operates as the regulatory and stabilizing 

authority within an economy. It can intervene directly and 

indirectly to ensure stability, promote economic growth, and 

protect the public interest. The government’s tools for 

influencing the economy include: 

Regulatory Policy: Through laws and regulations, the 

government sets standards for business operations, labour 

practices, environmental protections, and consumer rights. These 

regulations are designed to create fair market conditions, protect 

citizens, and prevent abuses such as monopolies or 

environmental damage. For example, the government may set 

emission standards for industries to limit pollution or establish 

minimum wage laws to protect workers. 

Monetary Policy: In many countries, a central bank (such as the 

Reserve Bank of India) oversees monetary policy, controlling the 

supply of money and setting interest rates. By adjusting interest 

rates, the central bank can influence borrowing, spending, and 

investment levels, affecting economic activity. Lowering interest 

rates, for instance, can encourage borrowing and investment, 

stimulating economic growth, while raising rates can help control 

inflation by reducing spending. 

Fiscal Policy: This includes government spending and taxation 

decisions. By adjusting tax rates and government expenditures, 

the government can influence the level of demand in the 

economy. For example, in a recession, the government may 

increase spending on infrastructure projects to create jobs and 
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stimulate demand, while cutting taxes to leave more money in the 

hands of consumers and businesses. 

Resource allocation in public sector 

Resource allocation refers to the process by which resources—

such as labour, capital, and materials—are distributed to various 

uses within an economy. This process differs significantly 

between the public (government) and private (individuals and 

firms) sectors due to differences in goals, methods, and decision-

making processes. 

In the public sector, resource allocation is largely driven by 

societal needs, political objectives, and public interest rather than 

profit. Governments aim to provide goods and services that may 

not be sufficiently supplied by the private sector, especially those 

that serve collective needs and promote overall welfare. Key 

characteristics of public sector resource allocation include: 

Budget-Driven Decisions: Government resources are allocated 

based on a budget set by policymakers and funded primarily 

through taxation and borrowing. The allocation reflects national 

priorities and the need to provide public goods, such as 

infrastructure, education, healthcare, and national defense. 

Public Goods and Services: The government allocates resources 

to produce and maintain public goods and services that are non-

excludable and non-rivalrous (meaning they’re available to all, 

and one person's use does not diminish another's). Examples 

include clean air, street lighting, and national defense. Since the 

market may fail to supply these adequately, the government steps 

in to allocate resources to ensure their provision. 

Redistributive Focus: Resource allocation in the public sector 

often addresses social equity and redistribution goals. For 
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example, governments may allocate resources to social welfare 

programs, public healthcare, and housing subsidies to support 

vulnerable populations. This is intended to reduce economic 

inequality and improve social outcomes. 

Regulatory and Environmental Considerations: Governments 

also allocate resources to regulate private activity and mitigate 

negative externalities (e.g., pollution). This may involve 

investing in environmental protection, public safety, and 

regulatory agencies, as well as enforcing standards for businesses 

to ensure sustainable and ethical practices. 

Long-Term Development Goals: Government resource 

allocation often includes long-term investments in areas like 

infrastructure, education, and technology, aimed at fostering 

economic growth and stability. These investments may not 

generate immediate returns but contribute to sustainable 

development over time. 

In the private sector, resource allocation is primarily driven by 

market mechanisms, such as supply and demand, and the profit 

motive. Private businesses and individuals aim to maximize 

efficiency and profitability, directing resources to areas that 

promise the highest return. Both approaches, however, are 

essential to the economy, as they complement each other in 

addressing collective needs (public goods) and individual 

preferences (market goods). 


