
   Fiscal policy is the guiding force that helps the government decide how much money it                                Fiscal policy helps maintain the economy’s growth rate so that certain economic     

       should spend to support the economic activity, and how much revenue it must earn                                                                                           goals can be achieved. 

                                  from the system, to keep the wheels of the economy running smoothly.                               It controls the price level of the country so that when the inflation is too high,  

        The fiscal policy of is announced by the finance minister through budget every year.                                                                                                          prices can be regulated. 

           If the revenue exceeds expenditure, then this situation is known as fiscal surplus,                                         It aims to achieve full employment, or near full employment, as a tool to recover 

               whereas if the expenditure is greater than the revenue, it is known as the fiscal deficit.                                                                                       from low economic activity. 

               The instruments used in the Fiscal Policy are the level of taxation & its composition and                                It maintain equilibrium in the Balance of Payments. 

                                                                                                            expenditure on various projects.  

 

 

 

 

 

 

 

 

 

 

               There are broadly three types of fiscal policy                                                                                    It involves raising taxes or cutting government spending so that government 

                         Contractionary (restrictive) Fiscal policy                                                                                                                                            spending is less than the tax revenue. 

                         Expansionary Fiscal Policy                                                                                                      It cuts upon the aggregate demand in the economy and thus economic growth 

                         Neutral Fiscal Policy                                                                                                                                leading to a reduction in inflationary pressures in the economy. 
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Contractionary Fiscal policy 



     It is generally used for giving stimulus to the economy i.e., to speed up the rate of                     This implies a balanced budget where government spending is equal to the tax revenue. 

      GDP growth or during a recession when growth in national income is not sufficient                        It further means that government spending is fully funded by tax revenue and, the 

                             enough to maintain the present standards of living.                                                                   overall budget outcome has a neutral effect on the level of economic activity. 

         A tax cut and/or an increase in government spending would be implemented to  

                         stimulate economic growth and lower unemployment rates.   

             This is not a sustainable policy, as it leads to budget deficits and thus, should be  

                                                                             used with caution. 

 

 

 

 

 

 

 

 

 

                                                                                                                                                                                  The government gets its revenue by imposing taxes both direct and indirect. 

          There are four key components of Fiscal Policy are as follows-                                                     It is very important for the government to follow a judicious taxation policy and impose 

                                  Taxation Policy                                                                                                                      correct tax rates because, higher taxes will cause a reduction in the purchasing power 

                                   Expenditure Policy                                                                                                                of the people leading to decrease in production and investment and lower taxes will 

                                   Investment & Disinvestment Policy                                                                                    leave more money with the general public leading to high spending levels and thus 

                                   Debt and Surplus Management                                                                                                                                                                                  high inflation. 
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 Government Expenditure includes Revenue expenditure and capital expenditure.                                           If the government received more than it spends, it is called a surplus.  

    The government budget is the most important instrument embodying the expenditure                                  If the government spends more than income, then it is called a deficit.  

                                  policy of the government.                                                                                                                    To fund the deficit the government has to borrow from domestic or foreign 

           The budget is also used for deficit financing i.e. Filling the gap between Government                                                                                     sources. It can also print money for deficit financing. 

                                                      spending and income. 

 

 

 

 

 

 

 

 

 

 

                   Fiscal policy plays a key role in elevating the rate of capital                                                 Investment refers to the conversion of money or cash into securities, debentures,  

                                        formation both in the public and private sectors.                                                                                                      bonds or any other claims on money.  

              Through taxation, the fiscal policy helps mobilise considerable amount                              Disinvestment involves the conversion of money claims or securities into money or cash. 

                                              of resources for financing its numerous projects. 

            Fiscal policy also helps in providing stimulus to elevate the savings rate. 

        The fiscal policy gives adequate incentives to the private sector to expand its activities. 

      Fiscal policy aims to minimise the imbalance in the dispersal of income and wealth. 

Importance of Fiscal Policy 
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                       It is a financial tool that is used by the central banks in regulating the flow of money and the interest rates in an economy. 

                          Managed by Central Bank of an economy. 

                              It measures the interest rates applicable for lending money in the economy. 

                                  Monetary policy targets inflation in an economy. 

 

 

 

 

 

 

 

 

 

 

 

                              It is a financial tool that is used by the central government in managing tax revenues and policies related to expenditure for the benefit of the economy. 

                          Managed by Ministry of Finance of an economy. 

                     It measures the capital expenditure and taxes of an economy. 

                Fiscal policy does not have any specific target. 
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Difference between Monetary Policy and Fiscal Policy  

 


