Government Budget and the Economy

We introduced the
government in chapter one
as denoting the state. We
stated that apart from the
private sector, there is the
government which plays a
very important role. An
economy in which there is
both the private sector and
the Government is known as
a mixed economy. There are
many ways in which the

government influences
economic life. In this
chapter, we will limit
ourselves to the functions
which are carried on
through the government

budget.
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In section 5.1 we present € 5.1 H TH UY&HRl <

the components of the ATl &l RS FIT difes G

government budget to bring .
out the  sources of W™ o Hial T WHRI AT Hi

government revenue and faf¥ ™Al & WU ST oG G 5.
avenues of government ) § gy Yfe, fusy qen =

S|_oend|ng. In section _5.2 we F g9 1 e K3 atE S94
discuss the topic of

balanced, surplus or deficit A1 el HTH H AR Dl W
budget to account for the f&ar W1 Geh| 80 J8T favie ®9 4

differedn_::e . between g2 & " % THNR, T
expenditures an revenue X :
b fAfearet qenm s= fafEa @ <

collection. It specifically
deals with the meaning of 3SURIl &I AT H|
different kinds of budget

deficits, their implications

and the measures to contain

them.
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Box. 5.1 deals with fiscal =fod 5.1 TSN ifa qen Ui

policy and a simple F} g e w1 ¥ WHR TR
description of the multiplier. .
The fuE T qfuskt &1 3Ueh W@l o

role the government

plays has implications for its fau #i fafgane g S S Warl
deficits which further affect o &5 yaifag =@ 21 I8 189
Its debtwhat the  gdvfs =w & favevw & q

government owes. The
chapter concludes with an SHIYW 3iaT B
analysis of the debt issue.
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GOVERNMENT BUDGET — = TRl dsi—31ef d«1 3ok 3699

MEANING AND ITS 3|'a?|' 'l:l'ﬁf ﬂ?’lﬁ'
COMPONENTS 1 -\q. 31 H'E?%;? .
There iIs a constitutional a.lél ;lfaa5 ﬁf“q Y
requirement in India (Article ﬁ' HIDPIY aﬂ' GIﬂTITﬁ?I'
112) to present before the m Gﬁ'\" g BT UH
Parliament a statement of .

estimated receipts and ﬁaTUT Sl % HHE ;IEQEI,
expenditures of the P P m YRd H#
government in respect of (ﬂ%ﬂ]ﬁﬁ; 112) Iq

every financial year which I GRUG G .a-l-fa’a;
runs from 1 April to 31 %I' -qg a?
March.  This  ‘Annual T19tiid fd@RUr ISR

Financial Statement’ HJ duic Wlaﬁl' C BRI eX |
constitutes the main budget W%l
document of the

government.
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Although the budget g'ﬁﬂ'ﬁ? duic .
document relates to the -\q- '\‘:lam % oL )

435

receipts and expenditure of
the government for a ﬁ?ﬂ'ﬂ'%

particular financial year, the H'Ef, SUPT YHId dig
impact of it will be there in g}rr” gﬂm a' e CIGI]
f&

|

gy
84,

subsequent years. There is

a need therefore to have 1R zaa_? . . :
two accounts- those that TAXIId A gaftg %
relate  to the current ﬁ' 'Q'|'|'ﬁ|?|' % Jol<d
financial year only are (ﬁ-\q- Iod dold ‘l-ﬁ'

included in the revenue

FHE

account (also called revenue

NIGIH
budget) and those that '\‘:ITIﬁ'I' Gﬁ? a_'-IETRTﬁ' ﬁ'
concern the assets and ‘Fﬁ méﬁ-\a‘ 'q\ﬁ.ﬂ' 5 [ ol

liabilities of the government el ST
into the capital account
(also called capital budget).

55
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Objectives of Government TR 96lE oh 33
Budget WHR SF-HeAv dgH H  9gd

The government plays a ver
J i Y e gfier a1 3w

important role In increasing )
the welfare of the people. In T, W&HR 3dagazen H HH

order to do that the yfErw 9 TTYUY F %|
government intervenes in

the economy in the
following ways.
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Allocation Function of THT d9E &l AEeT v

governmen: Budget g R Fifvaa g Y qerr Qarat
overnmen rovides .
P #l IYTs HEwl =, o=

certain goods and services L .
which cannot be provided by dISII{-d3 o g IYcisy el

the market mechanism i.e. g 1 Har JqAfd SqTFAR
by ~ exchange — between ... -t o fafma & g

individual consumers and )
producers. Examples of SYdsd TEl @l S Hehdll 39

such goods are national Y&R &l I3 H ISR
defence, roads, government %—Tﬂﬁ'&l &N g3 9] QLR

administration etc. which ) <
are referred to as public 3197, o2 wresife a¥qu sl

goods. ST %I
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Two, In case of private goods
anyone who does not pay for
the goods can be excluded
from enjoying its benefits. If you
do not buy a ticket, you will not
be allowed to watch a movie at
a local cinema hall. However, In
case of public goods, there is
no feasible way of excluding
anyone from enjoying the
benefits of the good. That is
why public goods are called
non-excludable. Even if some
users do not pay, it is difficult
and sometimes impossible to
collect fees for the public good.
These nonpaying users are
known as ‘free-riders’.

W, =it ageti & w<d °, st =
&3l o U PraE 8 i, 39 g
oY SoM 9§ dfaa forar ST gehar 81 afg
3 feshe 9 @S, @ Ul A =) o
ftheq @ & Ui &l fierin <fe
qisieh g3l o ¥4 o, fordr =l
& I oY I3H ¥ Gfdd A &1 i
e (FRR) el T8l 21 sHifeu
aSeh a%gell hl R-GeSHIT  hal
STl @1 9% $o S YaE @l o
wd & da 9l Gesee ogsll oh fag
J[csh WP & &fsd & &I, 3fug
§gd 9K 3Wg B Wl @1 3 YA &g
fol ST +0 al Sl EER  Hal
S iG]
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There is, however, a dYMEsSid& YEYH dAl ‘vTIEfTrrﬁIE
difference between public e ¥ s=w giar @1 axgs &1
provision and public gesife o5 eu sifyu @ fE

production. Public .
provision means that they 1! fI@UINUI a5e & g &ial g

are financed through the a1 far &3 Y@y gaA f&u
budget and can be used 7 3IYHM 1%|.,—q'[ ST Yehdl &l

without any direct
payment. Public goods may NIERIRED asd Sl I T=it

be produced by the &7 & B A1 W&HR & g fowan
government or the private Sl Hodl HESE cltglsﬁ' Sl Il
sector. When goods are wid &R g1 far smar 2, <
produced dlr?ctly by the g uHefE IERT 8 Sl 3
government it is called .
public production. WHR G WiES(Th aqaﬁ Hl
3MYfd =l MMseT HE HBT Al 2|
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Redistribution Function of
Government Budget

From chapter two we know that
the total national income of the
country goes to either the
private sector, that is, firms and
households (known as private
income) or the government
(known as public income). Out
of private income, what finally
reaches the households is
known as personal income and
the amount that can be spent is
the personal disposable
income. The government sector
affects the personal disposable
income of households by
making transfers and collecting
taxes.

R d51E &1 YA: A
I I W 'Y uar & o 2w &
P TR 3™ &1 gdare a1 af =i
&5 @l AR sal °, rufa wAl qen
] & &t AR (oW =it 3
el SIAl 8) a1 §&hR &l X (54
g 3 wer Sl @)
M | ¥ St W 3{qd: SRe] & dh
qgadl 8, 39 Jafedas 3 %l Sl
g, da1 3ud ¥ o9 9m @ @d
foar S ghar @, 98 AN YA 3™
hedldl @l UKl &3 &Il
WIAE o gRI aUT HY ThATHhl oh
E R A &I gAT A Wi
gHIfad Y Gehdl B
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Stabilisation Function of Y& d9¢ &1 i &
Government Budget TR Hl 3T 94T SR |

The government may need
to correct fluctuations in SV 9eld sl ¥l ®H KT B

income and employment. 21 3refoereen o, YSATR 1 del
The overall level of gl &1 @ FHa AT W A

employment and prices In Tl % aon el Iﬁ"lT, TEHER &
the economy depends upon

the level of aggregate St fsit & o Al -hust
demand which depends on &Rl b Afagara Aol 9w ot
the spending decisions of fdft 4 21 3 ol ot He

millions of private economic ,
agents apart from the HIHT, S I 9 9@ &1

government. These 3SUcTsdl W X &4 2
decisions, Iin turn, depend

on many factors such as

income and credit

availability.
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The intervention of the UEHR &1 WYY, AR d8 T <kl

government whether to TR #86 & fau g sEr =9
expand demand or reduce it
P &Y & oh fau, e o

constitutes the stabilisation
function. dhe dldl %I
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Classification of Receipts Tt shl SR IoT

Revenue Rece_lpts: Revenue receipts oS gTiaET: a9 gt 3
are those receipts that do not lead to

a claim on the government. They are Tl @ fSehT <ra TSR @ &1

therefore temed non-redeemabile. fHaT 1 9hdil 349 ﬁ ﬁ-{_m
They are divided into tax and non-tax

revenues. Tax revenues, an important el Sl 21 3% & aA NR-H
component of revenue receipts, have s 1 faurfsig faar Siran %I

for long been divided into direct taxes N )
(personal income tax) and firms Y 7XSIY, <t fh Usres wifaat &1

(corporation tax), and indirect taxes Ush HEcqUl NI . &l SR 9O

like excise taxes (duties levied on .
goods produced within the country), | gl & (aﬂﬁﬁﬁ? I

customs duties (taxes imposed on T WwHl o faq M &) qen

goods imported into and exported out )
of India) and service tax1 . Other STACR b3, a‘_@ ST HT (W °

direct taxes like wealth tax, gift tax 3cUliqd IEIAT W T T H),
and estate duty (how abolished) have W (3]'-5"'&'?[ GEI 'ﬁrqfﬁla

never brought in large amount of N
revenue and thus have been referred 331 W ST T HT) dqAT dal

to as ‘paper taxes’. H |
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Non-tax revenue of the afog HYh[¥ ap ﬁQ‘ hR ¥[v{Ld f[
central government mainly '@4 =0 @ SIS En-%l-q-[ @T‘ﬁ

consists of interest receipts
on account of loans by the $g WDHR gRI 2l

central government, 3{TYR T ATYHIRI 3R Jj"ll‘*’ LN
dividends and profits on Tcd @a'[aﬁ % ﬁ'q HIh R gl
investments made by the ?_\:i% ﬁa'sz[ 'Ql?m" 3—?R' Y

government, fees and other

receipts for services AXD[R ﬁ 3R I
rendered by the
government. o el & A B

The estimates of revenue L‘NC”O” P U‘]-ﬂ?:ﬁ ﬁ T ﬁ
receipts take into account Q’@l?[ faﬁfaF'fod"lltll T

the effects of tax proposals |
made in the Finance Bill.
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Capital Receipts: The
government also receives
money by way of loans or
from the sale of its assets.
Loans will have to be
returned to the agencies
from which they have been
borrowed. Thus they create
liability. Sale of government
assets, like sale of shares In
Public Sector Undertakings
(PSUs) which is referred to as
PSU disinvestment, reduce
the total amount of financial
assets of the government. All
those receipts of the
government which create
liability or reduce financial
assets are termed as capital
receipts.

gSira gifcaar: R &l R/ R
®9 ¥ o yAufy fued @ @ gufa
&l 991 4 o1 59 geenst 9 &/
fan o 2, 32 z9&l IR ot
Sl Bidl &1 31d: ROl 9 ogdr 4«1
gidl 21 SHl YR SR 9ufa &t
fasl (S8 gt &9 o SumHl
g g v (SAE) i fehl,
g gdsie &9 h IURAl I
faf@er ft #ed &) @ WHR =l
faci gufaal &t 9= %9 81 St
2l WHR S TH gt g,
o 2gar t<1 @ @1 faa gufaal
$T B, YSg TIfaar seardt 2|
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When government takes 99 H{&hR ¥ HU odl % dl 39
fresh loans it will mean that 1 A Te % o =@ B %

in future these loans will |
have to be returned and dler SR SR 31 W sad fia

interest will have to be paid S SHl HAifd S&@ R ol
on these loans. Similarly, apfg &} d9dl & i =9 &7 31l 2

when government sells an
asset, then it means that in fo wfos & 98 o wurw @

future its earnings from that STl 3 YR, I gifaan

asset, will disappear. Thus, FHI-3WUEH AT H-FI IUEH Bl
these receipts can be debt T %'I

creating or non-debt

creating.
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Government Budget

Revenue Budget ‘ Capital Budget

v v v v
Revenue Revenue Capital Capital
Receipts Expenlditure Receipt Expenditur
¢ ¢ % |
Plan Non-plan v ¥
Revenue Revenue Plan Non-plan
Expenditur Expenditur Capital Capital
e e . Expenditur
—> Tax Revenue Expenditure P e
—> Non-tax Revenue
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Classification of L GIRGRSES]
Expe“g!:“re Revenue v =r: TS = g WHR
xpenditure Ar PP
Revenue Expenditure IS %l bl o

expenditure incurred for Yo ©oh 3Ifdied 3= 3=l oh
purposes other than the foau far ™1 =@ 3 U@ =™

creation of physical or financial &1 TSy R ﬁlﬂFﬁ % T
assets of the central

government. It relates to those ®El den fafay a3, R gl
expenses incurred for the 3IUTd FHU =S BRI'EITﬁ )

normal functioning of the gy stk a1 =t F
government departments and

various services, interest W:ﬁ (FEy R 31‘;@@ d

payments on debt incurred by qiREgtaal &1 S w8l Gehdl
the government, and grants 3) gnfe wv ffg U =g @ T ar
given to state governments and 3

other parties (even though

some of the grants may be

meant for creation of assets).
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Budget documents classify ST SWES T el ASE Y
total expenditure into plan and F TsErEE sk R-FSEnd S

non-plan expenditure3 . This is CoN e
shown in item 6 on Table 5.1 W #® dla W @1 A

within revenue expenditure, a USIEd FI I TdY hald
distinction is made between Zigiay (y=asfa adiwFERN) R

plan and non-plan. According to Y _ .
this classification, plan revenue aen gE-¥MEd G Bl

expenditure relates to central qISHl b T ohslg 98™al 9 2|
Plans (the Five-Year Plans) and O I 2 10 1 R B S .2 B 2 G T |

central assistance for State and  yayg arfers @YUl weH @

Union Territory plans. Non-plan
expenditure, the more [ST9H W&HR U YA WM,

important component of 3TRf& AR TWIfSw Tarl W

revenue expenditure, covers a g =g INfHel T T
vast range of general,

economic and social services of
the government.
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The main items of non-plan W-IS A =9 ERiRE] el #o

expenditure are Interest SIS ST gfaRen gand
payments, defence services, ’ , SUSHM,

subsidies, salaries and da SR 97 I €

pensions.
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Interest payments on WX kU, &l kUil 3R fafau
market loans, external loans arfera faft w = o

and from various reserve ﬁ'{
funds constitute the single AN TS #FF @ T

largest component of non- 94 dgl ¥dh Bidl %I Tfaeen =g
plan revenue expenditure. FT-FSATE T HT T TIQ TSI

Defence expenditure, Is .
committed expenditure in gk 7 R 3 1Y ¥ 3w yfaes

the sense that given the °94 g & U wan | wefum
national security concerns, 3 U3 ® 2ifueh ®Hatdl w1 &

there exists little scope for g 3| IyEm T&h Hew™qui

drastic reduction. Subsidies
are an important policy fifra Sushaor =, formdr 32w

instrument which aim at a4 gfg HEW 2
increasing welfare.
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Capital Expenditure LCINGECOEE:
There are expenditures of 3§ g & § =g & f5Eh
the government which resulit

tfomEey difqes @1 fadE

iIn creation of physical or

financial assets or reduction UREUfaai 1 g A1 fa<tx
in financial liabilities. This gfgeal @ +ut gl 81 {sia =9
includes expenditure on the % il ’1&' sifpey wem ffo

acquisition of land, building,

machinery, equipment, q?ﬁ:lﬂ, S3Ych (U], mﬁ ﬁ ﬁlélQT 3?'( a:’_S\r
investment in shares, and &R o §TU TA &N TH
loans and advances by the ga-9fga R, gesife SUHHEl a
central government to state . '

and union territory S q&ﬁ Al 5'?” i T R AN
governments, PSUs and M Gad A 1 e feanr s
other parties. Capital 3 11'3]1113 & &l W 96 <@ Y

expenditure IS also ASET S?R‘ ﬁT— 1 = F w9 W

categorised as plan and
non-plan in the budget afigpa fofan Tl 21

documents.
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Plan capital expenditure, 39 RO & AR, IAISHARE
like its revenue counterpart, q\gﬁ-rm I F1 99Y qSiET-9T h

relates to central plan and
central assistance for state S 1, FEE AN SR T qen

and union territory plans. YI-Mf4d Y=IM &t ASARN o
Non-plan capital fou gty Wemar 9 BT Bl

expenditure covers various ﬁ'{—zns ‘iﬁ = B
general, social and S

economic services provided SN Uad Tdid¥ WM, WEISS®
by the government. 3 snfefer Qo W =gy wnfHa

gia 2
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Along with the budget, three fa<dig IAEIfId 3R aSc YaeA
policy  statements are gfyfipm 20034 ¥ T T F

mandated by the Fiscal .
Responsibility and Budget 1 de Sifara faaon @1 =i

Management Act, 2003 3ifa 2| ueEfy fadig  Aifq
(FRBMA)4 . The Medium- fyaqror o fafere fadta sl

term Fiscal Policy Statement
sets a three year rolling e i aeffa w1 @iga wan 2, S

target for specific fiscal 9 A HI YU Hdl g f& =@
indicators and examines ¥RUT YR W Uoid it <h
whether revenue  meom @ Uved A AT S Haha

expenditure can be financed |
through revenue receipts on g SR 9= ®U-TBW  wfed

a sustainable basis and how YSiid@ Wifeal &1 Sy foa

productively capital receipts 3IEsar & &9 °§ v ST @ 21
including market borrowings

are being utilised.
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BALANCED, SURPLUS AND qqicd, sy Td =rer e
DEFICIT BUDGET WHR A IF ® TR I o

The government may spend an :
amount equal to the revenue it i %' 3@ “@:I\ER' I

collects. This is known as a ®9 W I Sl 21 3FR Y SISl
balanced budget. f it needs to ©Td 1 <+ S qg—(ﬁ g at

incur higher expenditure, it will 95l &1 qqfod W & fag, «0

have to raise the amount
through taxes in order to keep ® TI¥IH ¥ TR U< HTAT T

the budget balanced. When tax <& ¥ ¥ qTed U1 Evas 3™
collection exceeds the required g offys = % at 3-@ C IS e

expenditure, the budget is said .
to be in surplus. However, the AT &1 S 2| BTN qeEAd:

most common feature is the UTHl it feafa =t @ S ==
situation when expenditure s 9 Ay B I 99 BT ©

exceeds revenue. This is when S9 OWER e gt 95 w6l
the government runs a budget

deficit. EIG
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Measures of Government IR o1 i 4™
Deficit S &R o g 9 Afue

When a government spends
more than it collects by way 33 w8, @ s feafa =i

of revenue, it incurs a S HIEI6 Hhad Bl 3H R &I
budget deficité . There are t[fcl & fau %3 33U feu S g,
various measures that SECa| fpait sy W

capture government deficit | |
and they have their own SIcI-3IclT GHIA Ysd 2l

implications for the TS HEl: USE T G&GR &l

economy. - ST gifcal & W TS o

Revenue Deficit: The
revenue deficit refers to the % AR I a2

excess of government’s TSI HEl = Yol Fg — i griean

revenue expenditure over
revenue receipts

> Revenue deficit = Revenue expenditure - Revenue
receipts
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1. Revenue Receipts (a+b) 1. TS YIfS™dT (a + b)

(a) Tax revenue (net of (a) BT TS (TSAT oh Fad
states’ share) 37397)
(b) Non-tax revenue (b) - eI

2. Usid @4 gt

2. Revenue Expenditure of

which (a)- TSI @ fSrent
(a) Interest payments (b) IHE 3IUSH
(c) T&IT =4

(b) Major subsidies

3. USTE 12T (2-1)
(c) Defence expenditure

3. Revenue Deficit (2-1)
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4. Capital Receipts (a+b+c) 4. IS TGN (a+b+c) Forgent

of which (a) 0T EI'{:LT'ﬁ
(a) Recovery of loans (b) T YA ( H&Ad: HasIi-ih
(b) Other receipts (mainly &5 il gohlg ol faien)
PSU1 disinvestment) (c) &1 TS0 U9 3 MAA
(c) Borrowings and other 5- iﬁﬁ'fl?l oqY
liabilities 6- TR—& U1 giftaan [1+4(a) +
5. Capital Expenditure 4(b)]
6. Non-debt Receipts 7- % a2 + 5 =7(a) + 7(b)]
[1+4(a)+4(b)] (a)FisHTTa =
7. Total Expenditure (b) ST =™

[2+5=7(a)+7(b)]
(a) Plan expenditure -

(b) Non-plan expenditure -



Government Budget and the Economy

8. Fiscal deficit [7-1-4(a)- 8- USRIt =l [7 — 1 - 4(a) -
o) 4(b)]
9. Primary Deficit [8-2(a)] 9- qieiash =mer [8 — 2 = (a)]
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Fiscal Deficit: Fiscal deficit TSI 921: USTHIST ST
is the difference between g 3 el a4 AR BT

the government’s total . . .
expenditure and its total # BleH FHd TfaAl H W <l

receipts excluding H<«d SIS HeT = el 4 -

borrowing Gross fiscal (g grfaar + TR-R0T 4@ gfsrd

deficit = Total e_xpendlture- '{Gﬁ )
(Revenue receipts + Non-

debt creating capital
receipts)
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Non-debt creating capital
receipts are those receipts
which are not borrowings
and, therefore, do not give
rise to debt. Examples are
recovery of loans and the
proceeds from the sale of
PSUs. From Table 5.1 we
can see that non-debt
creating capital receipts
equals 8.8 per cent of GDP,
obtained by subtracting,
borrowing and other
liabilities from total capital
receipts [1+4(a)+4(b)]. The
fiscal deficit, therefore turn
out to be 3.4 per cent of
GDP.

R0 9 gisra Isiva Wit ot
it €, S RU-T8Y o 3idid el
I &, sHifere so@ wur ¥ gfg i
it §1 3Tk ST RN ht Gl
3R et 3YshAl &I ekl 9 oI
qfdn aifereet 5.1 § 89 2@d § 6
=R ¥ gfea Yol Wit bl
] UK o 8.8 Wvd o =K B
I Hol Yo Wil § 9 SUR IR
3T I Bl TSR [1+4(a) +4(b)]
U fRan SIr @1 39 YRR, TSTehiby
el Hehel e I I 3.4 Gfaeid
ydid Bl &, S foh SR @ wn
2
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The fiscal deficit will have to TSIHIEIT 91 &1 faa qiyor
be financed through FU-TEO & o0 & A S

borrowing. Thus, it indicates .
the total borrowing 19 594 gt €ial 9 WT &

requirements of the EU-USUT aHl AMETARAIST I
government from all yqr gear 21 fa<dig ust 9,

:;)duerces. From the financing Yo _ £ i
Gross fiscal deficit = Net ®U-UeU + ARG Red o« 4

borrowing at home + Borrowing BU-Ug0l + faosn ¥ Bur-ugu
from RBI + Borrowing from

abroad
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The gross fiscal deficit is a key 3q YR HUohdl USRS HT i
variable in judging the financial 09T ST ghdl 21 9491 fF 3 2

health of the public sector and
the stability of the economy. '\ © TSI Tl [T =1

From the way gross fiscal <l Tdh HII 2 (TSI e =
deficit is measured as given ST HT + '{EﬁTa T - -
above, it can be seen that a ﬁﬁlﬁ ‘iﬁ rferr) | Yof

revenue deficit is a part of fiscal ) )
deficit (Fiscal Deficit = Revenue "R H TSR oM@ 6l Teh w8 AW

Deficit + Capital Expenditure - I8 3gTia1 @ fh SYR &1 = EE
non-debt  creating capital fargr syu g S LR RIR
recelpts). o arge share Of e S @ 7 b Fraw & fe)

revenue deficit in fiscal deficit
indicated that a large part of
borrowing iIs being used to
meet its consumption
expenditure needs rather than
investment.
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Primary Deficit: We must Tqiafiis oer: <Oded @ f &R
note that the borrowing 1 SBU-TEY avIhdaie A gfad
requirement of the )

q %V W fca sfda & 2

government includes
interest obligations on Y& ©1] o UMY &l @I adHM

accumulated debt. The goal ySwisT ST W IHET STl
of measuring primary deficit 3

iIs to focus on present fiscal
imbalances. gohd JIATHE o7 = ohdl

Gross primary deficit = USRI =@ - Mad <O IS
Gross fiscal deficit - Net fgg sy «ifgel & faa TR

interest liabilities Net
interest liabilities consist of NS W AR R I A

interest payments minus @Al 9 AN IR FEH W

interest receipts by the vy [fer et 21
government on net domestic

lending.
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The government directly R < fafyre faftl © gy
affects the  level of ¥y 3 ygfaa s & T W y9@

equilibrium income In two
specific ways - government g'E'E“ g: WHR ?;I'{I %d i T

purchases of goods and 93N 3R oA (G) ¥ U
services (G) increase 4 ¥ gfig Bidl @ 3 HU o

aggregate  demand  and . 3 g (v) sk TESE o™

taxes, and transfers affect
the relation between income (YD)—TRAR & SUAIT 3R s=a

(Y) and disposable income @b falU 3IUcsy 3 (D)—h1 GaY
(YD) - the income available gufg =t 21 gdyem &0 4 i

for consumption and saving . ) .
with the households. We Al TH HETT FW © 6 WHR &

take taxes first. We assume & ol &, 98 3 W frefy 71t

that the government Tqp %| 3-@ 3hHIAd hY $ed %

imposes taxes that do not T B
depend on income, called St TR d

lump-sum taxes equal to T.
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We assume throughout the ¥W &gl &id & f& T favasm

analysis that government ¥ O9thR % I OE ] 37qo
makes a constant a-ount of

transfers, — TR The TR Pl 21 3 UM He 39
consumption function is YR g,
now

C—

C=0C +e¥YD= 0 +o[¥-T+ TH)

C=C +c¥YD= 6 + dY - T+ TR

where YD = disposable income. JT YD = TS 3T
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Changes in Government T =9 9 qiad
Expenditure 3 B U H feeR TWHt
We consider the effects of . X

) : g (G) ® dfg & 9™l W

Increasing government .
purchases (G) keeping taxes AR &I I T IAd P HIA

constant. When G exceeds g g 31yfd Gl @< 3ifus+

T, the government runs a -
deficit. Because G is a g, A WHR ¥R AT e

component of aggregate w21 FNfR @ TIE =T HI
spending, planned <& 2| ASAEg 9H& 99 |
aggregate expenditure will qﬁ&r =it TOed Gi S AN

increase. The aggregate
demand schedule shifts up S I AR AD' Tk fowe @it @)

to AD'. At the initial level of fTifd & TRfIw wR W =@M, gfd
output, demand exceeds I afy BT & R BH SR H

supply and firms expand R HT %I T I B W
production. The new \

equilibrium is at E'. Tofuq sian =)
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Changes in Taxes U ® yfadd g0 9 @ T o™
We find that a cut in taxes g; yoig wv w4 7 F2T &
Increases disposable YT s (Y-T) & afs S 3

income (Y - T ) at each level .
of income. This shifts the WdEET UL 49 31—1”93'1 |

aggregate expenditure Jyy &1 X fTee T @ S, &4

schedule upwards by a :
fraction ¢ of the decrease in &l F1 A ¢ B

taxes.

s

T § AT wT N
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Because a tax cut (increase) &4 # watdr (dfg) & IuAT 3R
will cause an Increase frafag o qﬁ&r (&) 2 g FNfH

(reduction) in consumption -
and output, the tax DL Th TUh FIMcHD [0

multiplier is a negative @ JHIHIUT 5.6 3 5.8 HI T
multiplier . Comparing H YT 39 I & &% TR
equation (5.6) and (5.8), we I T = o ¥ 57 U T

find that the tax multiplier is

smaller in absolute value [TCU& HTA 3TUEIHd Y Bidl 2|

compared to the
government N
multiplier. A g, ¥ A0

C+l+G-ecT
F-.-_
E C+I+G-cT

: - =

Effect of a Reduction i Toooes
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Case of Proportional Taxes: A 3TUlfde & i feerfa: sifus
more realistic assumption Foned arar 98 @it B TR

would be that the government _ . .
collects a constant fraction, t, P 11ad 191 t % 1 H HU W

of income in the form of taxes 3T TUT &dl & difs T =tY Bl

so that T = tY. The consumption aquifaes w3 o Y ST Hod
function with proportional taxes rifea 3,

is given by " T
C=0 +elY—-itY+ TR
t'=-L: + (Y- 1tY+ T:EI=-E+-: - —
(1 -t] ¥+ TR =L +ec[l-0Y+cTH
AD

Y =AD
AD=C+cY+I1+ G

AD'=C+c(l -t)Y+1+ G
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Where A = autonomous expenditure and equals € + ¢TR + [ + G. Income
determination condition in the product market is, ¥ = AN, which can be written

2

Y= A + ol -0)Y (5. 16]
Solving for the equilibrium
lewe] _ul' income

S 1 yi
V= l—r_*[l—-t]ﬁ (5.17)

s0 that the multiplier is given
by

A g
ﬂ o~ ].—E'[].—f.] (5:18)

Comparing this with the
value of the multiplier with
lump-sum taxes case, we find
that the value has become
smaller. When income rose as
a result of an increase in
government spending in the
case of lump-sum taxes.,

Al

K.
Al¥ =C 4+ of] 0¥ 41T+ 00

i

i
AD = C%*efl -ty + 1 + G

'fl L ]
mart
-

]

FIEL T LE™E Il LFLALET FEPILETAR EIFE'FIE!“L[J’-E -!'LL"I'!.PI
proportioral laxes)

Economy
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T o4 =TI AR AT O +eTi <1+ G T 9T B 2 399 STOE 6 S
fairm =1 719 v =AD B 7, 39 39 v 9= =1 5@

Y=A +cfl—3¥ (5. 06
A & Ho Y & o ' S W

! A

= I —cfl —i1) L
GHE S E T e

AY 1

= (45

AX 1=l —T) o
FHRAYT T =1 Tl o ok
= H&9 H THHRI AN w4 T

fck 1 rin A=Y

T T Y Hed 9T 'l
i THEHyYd F1 F1 Trafa «
T =099 H 9 oF Seeaey
== =™ ° gt F1E & A
ITNAT W #AME W FiE = o
m FhE w1 A ATETAE
e Fs WY IO W O
ﬁmmﬁrﬁ fc—ct=c (1 —1)
N A = Fig Fm Tl

G H UiEaa & Eg 1= TR
AY=AG +cfl — (AY
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The proportional income 3d: 3Ulides 3 *H TH
tax, thus, acts as an q.feore Julq oA TaNww
automatic stabiliser - a # TR % ®7 ¥ ®F @ D

shock absorber because it : .
makes disposable income, Hife T8 ¥HA W SAR W

and thus consumer S TY|dq4g- c\h gﬁ ‘;Tzn?q 3:"_5[ e;ﬁ_‘[
spending, less sensitive to 3IU9iadl &1 I HH FagIIld

fluctuations in GDP. When giqr 2| v w&d R 3@ ®
GDP rises, disposable gfg @ 3 qt gy o Sedt

income also rises but by
less than the rise in GDP °© 4 ¥%d e 3k # gfg 4

because a part of it is %H, Hifhr HHT Th A HU oh
siphoned off as taxes. This &4 # fied Sl 21 Y ST

helps limit the upward = 4 IufiqE S=aEET =t difaa

fluctuation in consumption FE ° Tee fiedt 2
spending.
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During a recession when 23St @& SRF W« Thd IR
GDP falls, disposable 3mr o fiRrge 3t &, df 9Ai=A
income falls less sharply, s ®H dsit ¥ At 2 ek
and consumption does not e o .ﬂ ; NN

drop as much as it

otherwise would have @l ®X Tfaa fEa &=
fallen had the tax liability fafa d it =few) @@ 9w
been fixed. This reduces 4 ¥ &#t oAt & 3R STefeaawen
the fall In aggregate frorfT = frofq o ST 2

demand and stabilises the
economy.
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This deliberate action to USRI Yuell o 3Tafifed @d:
stabilise the economy iIs fregs fieon 4@ e 0 S
often referred to as fau =0 wholaE gsssE i

discretionary fiscal policy
to distinguish it from the ¢ 4 g, S fon sreforewen =i

inherent automatic e HE 1 Th YlaAa sRa
stabilising properties of @I SHf® Tgat ==i &I T @ &%

the fiscal system. As gquifqes =4 @ orefcmaeen i
d::cf;‘:i(:)crlial taxes ::Ir"et:; ST SR oI
prop P faog feeyor =t Rafa A @ o

stabilise the economy R
against upward and Yo% el @1 HeAOl Hawn @

downward movements. 37¥ fedsr & u<e fie 2|
Welfare transfers also
help to stabilise income.
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During boom vyears, when dsit o TRM SS9 UsIIR  31fees
employment is high, tax giqr @ 3Iqqimt =9 & I W W®

receipts collected to finance feoft 0] =99 SR 9 of
such expenditure increase .

exerting a stabilising o )
pressure on high Tafed X wifcat # gfg =it
consumption spending; faciiia: =@ W& o <R A
conversely, during a slump, TR AR @ IUATT i

these welfare payments help T ¥ uee fuerdt ¥ smt Breh
sustain consumption. s F o . ’ .

Further, even the private . .
sector has built-in stabilisers. 3I®@ # 3 H UREdT
Corporations maintain their dESg M AT HIT i HEH
dividends in the face of a g3 & ok wfarR v Ud

change in Iincome in the ST % 99" e w99
short run and households try

to maintain their previous
living standards.




Government Budget and the Economy

All these work as shock I U4t fedl foigsal & gm
absorbers without the fadl 9t AR $E H1 AETIRAT
need for any decision- 3 ik 99 E9NYH & &Y °
maker to take action. F@ ¥ oufg 9 wA:
That is, they work @ 2 fq enwiafe feR® 9

automatically. The built- ) .
in stabilisers, however, e S S T S

reduce only part of the 7 i B FHdAl =l g, WY

fluctuation in the fau gia=ni@ -ifam wsw o

economy, the rest must ST d1fEU
be taken care of by
deliberate policy

initiative.
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Drmsfers; We suppose that instead o relsing governument spending n foods i S i iy ¢ w mw - #fﬁﬁ i

l T 0 S o T (TR) ¥ o 37 €1 R o A HATR
an ﬂewlgﬁs. dovernment Increilses transfer payments, TR, Autonomous o i, a0, il oy 4, o g o Ay A
spending, A, wilincreaseby oA TR sooutput il rise by less than heamount 34 i i st 4 i A g ¥ w6 A T A o
by which t increases when government expenditure inereases because a part 4 o/ A e 3 foe e ot o o ) 8 v 1 v
of any ncrease In transter payments i saved. Using the method used earlier 5 vt st = s o0 0o 0% 9 97 9 A 91 R €, e

Jor derving the government expenditure multipier and the taxation multipler 3 £ i o o et ) 8 0 v
the change in equilibrium income for a change n transfers s given by

=gt

"
AY = ATR
AY = 1': ATR 1-c
-
AY ¢
AY _ ¢ ATR ~ 1-¢




Government Budget and the Economy

Debt

Budgetary deficits must be
financed by either taxation,
borrowing or printing money.
Governments have mostly relied
on borrowing, giving rise to what
is called government debt. The
concepts of deficits and debt are
closely related. Deficits can be
thought of as a flow which add to
the stock of debt. If the
government continues to borrow
year after year, it leads to the
accumulation of debt and the
government has to pay more and
more by way of interest. These
interest payments themselves
contribute to the debit.

U]

g5 " oh fau fag qiwur a1 i
SUUYUT I FOT YAl iIE  BAhL
fear ST 9rgTl &R U
RU-YSU W AMHd wWdl @, o
THI B/ Hed @1 ¥R 3 F|OT i
dheqilt ® e gy giar 21 e
%l Th Y98 oh ®9 H GUAT ST Gohdl
g, ’ma & & wiw ° gfg s 2
I GIHR HT HU-YSU Teh I8 oh
9% TR 98 "t SR war §, a9 3Ed
FU HT G9I Bl @ AR YEHR
Sl o ®9 O 3fueh-d-3fteh YIaH
HET USdal 21 39 AN AW @ |O
%1 A6 § &I & INEH sidl 2
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Perspectives on the &R %0 &l fEd HEAT &I
Appropriate Amount of gfidey: =g T F a sragsfug

Government Debt: There are % @
two interlinked aspects of ¢k Bl T3H, Al WIDRT R Th

the issue. One is whether ¥ &1 @ 2R fgd™, = o fau
government debt is a fggiga g9e fauRl EBOT WSS 6t

burden and two, the issue of e CHR L
financing the debt. The Rl qe ® f®

burden of debt must be W& R 3 AR & FU h
discussed keeping in mind Sg7 T&f TN 3: 89 9O ®9
that what is true of one g fo9arR @0 ?:ITF%'E T 5 ¢ arifors
small trader’s debt may not

Y ®) 9| fedl =aMrt o faudd

be true for the government’s
debt, and one must deal &R HUUI & T 3N A

with the ‘whole’ differently @gey gt # qfg &Y Hhdl
from the ‘part’. Unlike any %I

one trader, the government
can raise resources through
taxation and printing money.
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By borrowing, the QJYR AP TRPR U
government transfers the aﬁ- Wh_d m

burden of reduced .
consumption on future aﬁﬂ tﬂé%-{ﬁ wﬂgwfl Q“T

generations. This is because

it borrows by issuing bonds JYIR %a?ﬁ:ﬂ:[ﬁ?_&'ﬁa'lﬁ
to the people living at &R} & f%rq dis, dfHha qdE
present but may decide to 7 YT 32 HT fAolg @

pay off the bonds some

twenty years later by raising Elaiél % PO ™Il die P
taxes. These may be levied HGIPX| q dl Y3 AT ofl

on the young population Y&dhdl % ST T Eﬁ' B{‘I-ﬁ-
that have just entered the 3N} HRIGd T U Fi %,

work force, whose
disposable income will go ﬁl"_'ﬁﬁ mﬁ&ﬁ?w SITY T'ﬂ%
down and hence Sk E.Trn Wf%"! dyd

consumption. G}Iﬂ |
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the consumer will Dbe
concerned about future
generations because they
are the children and

grandchildren of the present
generation and the family
which iIs the relevant
decision making unit,
continues living. They would
iIncrease savings now, which
will fully offset the
increased government
dissaving so that national
savings do not change. This
view is called Ricardian
equivalence after one of the
greatest nineteenth century
economists, David Ricardo,
who first argued that in the

e
FOH

T4 4
i
b

3
2

:

14
394
gpaw§,
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It i lled ‘equival ’ ' ' SITdT & RN
o™ soduslence) $9 TR T o @ Ty

taxation and borrowing are
equivalent  means  of gmfﬁaﬁw%wmm

financing expenditure.
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It i lled ‘equival ’ ' ' SITdT & RN
o™ soduslence) $9 TR T o @ Ty

taxation and borrowing are
equivalent  means  of gmfﬁaﬁw%wmm

financing expenditure.
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Other Perspectives on Deficits @'ﬁv‘ﬁl'c_{'\q Gﬁ? S W 3
and Debt : One of the main tlﬁ'a&!:[; El'l% aﬁ GI'IFﬁEFIT 'l?[
9 U®h g '

criticisms of deficits is that they

are inflationary. This is because g1 T § FNfP old TRBR

when dgovermment Increases
spending or cuts taxes,

Ey
: HIT
aggregate demand iIncreases. Do Al - ,
Fims may not be able to HIAT ﬁ m W ﬁ &H T-Iﬁ
gl Fad Pial
U

produce higher quantities that
are being demanded at the

ongoing prices. Prices will, Hiadl | Q'@ '&ﬁ"ﬂl '&ﬂ?ﬁ%, 'Clﬁ'
therefore, have to rise. However, ﬁ% é—x’rﬁi? m
if there ar e unutilised resources, Y 3T3eYe ANT B! FH & FRU

output is held back by lack of Fy T@T WET 81 TH
HAT

demand. A high fiscal deficit is m-q 31 ol BRR |
accompanied by higher demand Glﬁl$
Sdled & Y ©

and greater output and,
therefore, need not be EEﬂI IO%QI, Hﬂl?qgllil a'ﬁ SITAGhdl

inflationary.
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Deficit Reduction: Government
deficit can be reduced by an
Increase in taxes or reduction in
expenditure. In India, the
government has been trying to
iIncrease tax revenue with
greater reliance on direct taxes
(indirect taxes are regressive in
nature - they impact all income
groups equally). There has also
been an attempt to raise receipts
through the sale of shares In
PSUs. However, the major thrust
has been towards reduction In
government expenditure. This
could be achieved through
making government activities
more efficient through better
planning of programmes and
better administration.

qﬁﬁ'aﬁﬂ:arﬁ'ﬁ'qﬁgawm
# heldl 9@ GGHRT o1 | HAl Bl S
gohdl 21 9Rd § WER H {6 o
gfg ¢ o fau g8t U W =
TO9T wl @ (STTAY T oAUl
gopfd o gt glar @ R gehn
9qE G4t A Y o Al W A
®7 U YSdl ?)| WS IUHAl oh
U &t faopl o dieam 9 yifaat
q@Iad & h1 i T gI9 fhar ™0
21 forg @ =99 ¥ wdtdl R fagiy
a9 e T 21 R oh ISl
w1 giafa sEeal R gt &
ey 9 gdifadd s 9 8 9@
g § hetdl &1 ST gehdt 2|
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A recent study7 by the Planning
Commission has estimated that to
transfer Re1 to the poor, government
spends Rs 3.65 in the form of food
subsidy, showing that cash transfers
would lead to increase in welfare. The
other way is to change the scope of
the govemment by withdrawing from
some of the areas where it operated
before. Cutting back govermment
programmes In vital areas like
agriculture, education, health, poverty
alleviation, etc. would adversely affect
the economy. Governments in many
countries run huge deficits forcing
them to eventually put in place self-
imposed constraints of not increasing
expenditure over pre-determined
levels (Box 5.2 gives the main
features of the FRBMA in India).

IS AN & g0 B # fey T e
IAAAT 7 W g8 Iheld fohdl T © T
T 9k 1 T bl ol g9 o fag
TR @F 3USH o ®9 H 3.65 T =9
H{dl 2| 98 oFF WhN 39 3I2¥T 9§ Hdl
e fo& o ufr & Fa@or | < o
Sl 4 gfg sl &R o w6l
95eM 61 S0 Al 98 ¢ & TER o=
g3 W wE Il W', ST 8 S &F
frerer feu wa =fy, forem, e,
frefar fraror S| geayel At § @R
& SHEGRHI Hl Uhd G gL W
yfapd WX TSI 3Feh 33N H &K
Ircaferh We T 9 Hdl &l gd fuifa
W W g d gfg & & & fau
TR @I W gfaael 1 YT
2l (9 5.2 ®§ 9Rd % UH.ARLTH.T
%1 gqE fagtoas &1 9l 8)|
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1. Public goods, as distinct 1. GESI® &gl &1 =it a&gsti o
from private goods, are g gmfyw IUNM Bl &1 HES
collectively consumed. Two : o A

y Fgell & A Oy foRmad €4

important features of public

goods are - they are non- smyfaeedt it & 3 Teh Afkd TR
rivalrous in that one person can &} Ggfte o &1l fry AR 1w Hgfte

increase her satisfaction from
the good without reducing that § qfg X Wha ¢ A 9 WeSn

obtained by others and they are <Y 374 Bl g opia fRet A
non-excludable, and there is no &3l &1 <Y 3I3H ¥ dfeld HE Hl

feasible way of excluding ¢ gug qimr = 21 W@ T

anyone from enjoying the _ .
benefits of the good. These 3TN HI Yok WIE HEW HfST =l

make it difficult to collect fees @ T Sl STW HAR W TH &g
for their use and private % Ry & FUA 1 @ WER &
enterprise will in general not adsit EI@Q' Yer Wl 2

provide these goods. Hence,
they must be provided by the
government.
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2. The three functions of 2. I TN Whad aMEed, YAfdaRU
allocation, redistribution st feerfeTor o5l Gt % Fl H

and stabilisation operate . . .
through the expenditure and &0 STPR & = T Fifeal

receipts of the government. % HIegq @ il 2

cistoment of the receipts 5 So1C: Ol WP P wiwrdy
and expenditure of the Gﬁ?' Y ] ﬁER-UT a?" 3 ﬁ
government, is divided into %QT % TrﬂTl?r

the revenue budget and ﬁ?ﬂ'q\_rr\m?ﬁ aﬁ'\rﬁﬂ*{r%

capital budget to distinguish 3{d¥ HIA & foIT oG Toic
between current financial gp¥ q\TrﬂTI?I' 7 fQurforg

needs and investment in the {HgT ST %
country’s capital stock.
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4. The growth of revenue 4. YIS ®R o Yfasa o
deficit as a percentage of S B G A ?{ﬁ&' q 9o igﬁ
fiscal deficit points to a

fgior gfeqd @™ =9 &1 9hid

deterioration in the quality

of government expenditure ¥ TRmEe usf¥fa sidt 2

involving lower capital

formation. 5. 3MuUifds &U | .F:ITCI?I .&m
5. Proportional taxes reduce UI'1% %H gl @ wife &0 &

the autonomous expenditure 9% 39 A™M T g = IYHH
multiplier because taxes ygfg # w4t 3n Il 2\

reduce the marginal
propensity to consume out ¢. Ife g« Hor & wfasg A
of income. frfa & gfg gwfaq @it @, @t =%

6. Public debt IS 'qq; JhT hl aﬁs:[ é‘|
burdensome if it reduces

future growth in output.
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Fiscal Responsibility and US&INE IAEME IR oSS

Budget Management Act, ygem sifufem, 2003 (Tw.am .
2003 (FRBMA) ) '

In a multi-party parliamentary

system, electoral concerns play «gscild TU Yulielt H T ot ifaai
an important role in ¥ fyukor § fafaa F:1 Heaqul it
determining expenditure AR Y o fear s Y fum

policies. A legislative provision,
it is argued, that is applicable to 191 Sl SRR o oA IR wiosT o

all governments - present and R @] &l €, W& & fab@ &o o
future - is likely to be effective yuEF{ aidr 81 3FRA, 2003 § TH.3R

in keeping deficits under funT F fufFEEE A gur 3R

control. The enactment of the N A
FRBMA, in August 2003, [Co®ol it ifd i g ST

marked a tuming point in fiscal ¢ ST el oh WM ¥ WHR
reforms, binding the <If@ & &t fon o T "YUl *hsH
government through an  gifsq gam

institutional framework to
pursue a prudent fiscal policy.
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The central government d¢ GER &l I 999 @0
must ensure oifen fi sfadfel uar @ @R
intergenerational equity and S | ’ g o Aefaif

long-term macro-economic

stability ¥ by  achieving UHAfR-3IMEE Tefaa qmw @il
sufficient revenue surplus, whifze Fifg & USRI a1 Bl

removing fiscal obstacles to e IRy
monetary policy and K\ &t R 12 T HV

effective debt management % HifAd ®d gL IAERE B
by limiting deficits and Y&y & 39 Afuf=m I A =i
borrowing. The rules under W 2004 S YUE Q afagﬁa

the Act were notified with
effect from July, 2004. ERUREI
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Main Features qeq fagivan

1. The Act mandates the )
central government to take |° ° afufm hy WER &

appropriate measures to USRINIA TR H Hhd R IR
reduce fiscal deficit to not = 3 yfao a% 3 +H +E H

more than 3 percent of GDP gufad SUM &G &1 SR T &

and to eliminate the revenue
deficit by March 31, 20098 fS9g 31 A" 20098 d w1 TS

and thereafter build up IR & R fHA1 9T AR ITFH %
adequate revenue surplus. i TS 3faa &1 i 8t
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2. It requires the reduction 2. 3IUH YI&% Td <h Hchqd e

cent of GDP each year and
the revenue deficit by 0.5 ekl 3ﬁ'{ 0.5 gfaerd TS =

per cent. If this is not Heldl ®I STEATARdl qqcds T3
achieved through tax é‘| sgq.ﬁ giftga gfe ¥ U9 9
revenues, the necessary = = % @ = o o @

adjustment has to come .
from a reduction in SIEYdsh GHSH BT Alfeul

diture.
SXpendiire 3. fuifa @1 @ sifues arfas
3. The actual deficits may a2 ® S YT

exceed the targets specified | _
only on grounds of national <49 ‘EﬂTﬁﬁF AU <h g W

security or natural calamity 31gqr 3= THI YAI<Hh feorfa
or such other exceptional A FE 3 3 fifs ; % 3

grounds as the central N
government may specify YR T & & Fehdl @
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4. The central government 4. dhg TR 99 fisd 4+ 4
:;hall hot I;orrlc()w f;oml tdh_e The gIfEal o IW Th] qidqfdal

eserve an o ndia
oh IXUEl AMfur &t Ifd & fau

except by way of advances
to meet temporary excess of 3H o 3cd I fhEl d TR

cash disbursements over 7 -y TET FONI
cash receipts. .
5. AR fisd 9 ad 2006-07

5. The Reserve Bank of

India must not subscribe to 8 9% TSR Hi Ffagfaal =
the primary issues of central Yifis gfayqfaal =i =T @M

government securities from . .
the year 2006-07. 6. fadia dHae@ # Ay

6. Measures to be taken to mEfeiar @ & faw SwE e

ensure greater transparency Sl ElE
in fiscal operations.
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7. The central government 7. dhg HU&EHR &l 9 4 THI
to lay before both Houses of gt & 9 9ty fadig faaeor

Parliament three statements
- Medium-term Fiscal Policy * W9 A foao—  weredd

Statement, The Fiscal Policy USiehisg  ifd  faeRur, TSehisig
Strategy Statement, The FIdifg Tt faarur 3t gufe

Macroeconomic Framework T > &
Statement along with the o oI 14

Annual Financial Statement. <1 I
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FRBM Review Committee FRBM & 9fffa

In the last thirteen years fard @ 99f A Se9  FRBM
since the FRBM act was
sttt wifa fopam T ©, 9

enacted, the Indian
economy has graduated to a AdTIEAT Th HAYY A ATl _I0

middle income country. At T W 21 rRem o i@ B8 &

the time of enactment of the O 9 OE 9RO *R R
FRBM, there was a general

thinking that fiscal rules J9®ISE M W1 ¥ d'® 2!
were better than discretion. dfed 99 4 fasfga U= 39 gron
However, since then the 4 M e ™ g afrT 9arg A

advanced countries have : .
moved away from this but in S{PR 1 rrem d fifed TSI

India, the government has fagral & u favawm @@ =ifva
affirmed its faith in the =y fegqr 2)

fiscal policy principles set

out in the FRBM.
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Therefore, there is support sufaa 2003 A <zenfua wfearcas

for retaining the |Dbasic e & 9 TR & fag gued
operational framework

designed in 2003 but to 14 ¢ 3R @ G F Ao §Y
revamp it to incorporate the Qﬁﬂ'@l oh S RESIESC G B 1 3R
changing scenario in India qfgsy ° fg&™ 9 &t 9 &g &

and also with an eye for the k
future path of growth - the Wl 9€ 98 hM@ © S FREM

task that has been handed & Tftfd =i fEam 2|

to the FRBM Review
Committee.
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GST: One Nation, One Tax, 49 Tq @W—Qﬁ? o, Weh hY,
One Market T SR

Goods and Service Tax (GST)
iIs the single comprehensive iE"E\" 2017 ¥ <0 L fepan T, aH

indirect tax, operational Td ddqrhy, I i a1 Y&Ehl
from 1 July 2017, on supply 4§ wig & a%g ud datt &t yfd

of goods and services, right ST
from the manufacturer/ RN m™g Al d

service provider to the %% 2l FE Tded STumia  SUH

consumer. It is a destination =T & 59 W qfd gEen ® 3
based consumption tax with ST H1 gﬁqrg" I %I I8 TH o

facility of Input Tax Credit in "
the supply chain. It is PR S JEg/AaRt W TH

applicable throughout the X Tl TR ¥R ® AN #X =l
country with one rate for
one type of goods/service.
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It has amalgamated a large 394 9gd Sig! & H hald TT

number of Central and State g 9 3ikx m F1 et

taxes and cesses. It has .
feran 2 s“vﬁ &gl 3R Qarett W

replaced large number of

taxes on goods and services Eb_@ hl Sl KIS o IURA/foht
levied on production/ sale of 3y AR & Y FEH W

goods —or provision Of o SR o, whienfu@ wX R

service.
e
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Credit (ITC). The total value
included taxes paid on
intermediate goods/services.
This amounted to cascading of
tax. Under GST, the tax is
discharged at every stage of
supply and the credit of tax
paid at the previous stage iIs
available for set off at the next
stage of supply of goods
and/or services. It is thus
effectively a tax on value
addition at each stage of
supply. In view of our large
and fast growing economy, it
addresses to establish parity
in taxation across the country,
and extend principles of
‘value- added taxation’ to all
goods and services.

s (|TC)|&ﬁ_\r11w d Aoadt

3ff / A4t Ya feu U
gw&mmwmaﬁw



Government Budget and the Economy

It has replaced various 3THA H=</ASA/ H<INEd YSI0 6

types of taxes/cesses, T o T fafae 9eR 9
levied by the Central and
HU/S3IRU i gfaeenfaa s f=n

State/UT Governments.
Some of the major taxes 2l &= gl oM Tqd Hhd hl

that were levied by Centre =g IqRA HT, dHL, HSH

were Central Excise Duty, N -
Service Tax, Central Sales ’ c el '

Tax, Cesses like KKC and =8 YRAHY 3URT o1 TA &
SBC. The major State taxes Y E®HY, d/ATHIF, YA,
\_;_vere :-IATISaIes_‘.r Tax,oE:ltr_y faenfaar =3, ?fﬁ TS Y
ax, Luxury Tax, Octroi,

. faqme @ &, cted/afen/semesy,

Entertainment Tax, Taxes on )
Advertisements, Taxes on 93l W THA &Y 3N &1 ¥

Lottery /Betting/ Gambling, gg Iy @ gqr 4 guifed & ™
State Cesses on goods etc. )

These have been subsumed
in GST.
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Five petroleum products gadaH o a‘r’jﬁi’ﬂﬂ gstel ol d%d
have been kept out of GST U§ G991 H¥ § 9 @@ T 2

for the time being but with .
passage of time, they will dfet TOF dfiat & WY 3= At

get subsumed in GST. State 9% T4 Harhl ® HHIfgd T =
Governments will continue S M9 ST o fo g O

to levy VAT on alcoholic Ay T e WER T sk Tt

liquor for human
consumption. Tobacco and <Idl @I qHTeR, qAT g,

tobacco  products will Tl W T T WAl HL qMl

attract both GST and ST N .

SAURA &Y I I I
Central Excise Duty. Under . :
GST, y6 Td Gy & FAdd QR 9 H

there are (six) . .
standard rates applied I.e. ?:I'{Tg[?:ﬁ 3 e d&3l YU 6

0%, 3%,5%, 12%,18% and 7gEs <t S, 0% 3%, 5%, 12%,

28% on supply of all goods . . .
and/or services across the 18% d™1 28 % EIILﬁﬁ|

country.
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GST is the biggest tax reform in
the country since independence
and was rolled out on the mid-
night of 30 June/1 July, 2017
during a special midnight
session of the Parliament. The
101th Constitution Amendment

Act received assent of the
President of India on 8
September, 2016. The

amendment introduced Article
246A in the Constitution cross
empowering Parliament and
Legislatures of States to make
laws with reference to Goods
and Service Tax imposed by the
Union and the States.
Thereafter CGST Act, UTGST
Act and SGST Acts were
enacted for GST. GST has
simplified the multiplicity of
taxes on gaoods and services.

HAAdT b 99E, 9% T WAy,
W A @ 991 K IR @ S 30
SE/ 1 ez 2017 %1 3ty @t
qHg < g0 ]9 H o fear T
Rd dfauE gumya Aty w6l
8 foga=t 2016 &t U=Ufd =i
wiepfa fiefll 39 ey € diau™
"} I 246 | wfHe g3n oA 998
dadr At i faumaeen &1 agget
Td Harept HaHl HFA F9F 6
AR g foan @& 939
g3 Qarhl o fag I 96 ~odo
T 3R &v A8 Ui feg =
atfufem, yfeamd el R 9Ra o
&0 &I U HT AFBHIHIT 8 T 2
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It will also result into higher sgd arfYie faem s it
economic growth as GDP is ggq el IR (BFe) § &g 2
expected to rise by about yfaed &1 gfg ehftl & STueH

2% . Compliance will also be

easier as all tax payment % 3if¥e s FfdE H S|
related services like @a«i da@ <@ USiRwr, e

registration, returns,
payments are available .
online through a common qidel  URSUgd3uys T J--<lre

portal www.gst.gov.in. It has 39y %'I 34 &Y 31
expanded the tax base, ﬁﬂﬂ_d T fer 2 FT oyaE W

introduced higher
transparency in the taxation Afgs TERfa @ {2, TR

system, reduced human IR HE@SN
interface between Taxpayer aydyeyr &t HH HI

and Government and is A T3
furthering ease of doing Hﬁgﬁq"én

business. Gl %I




