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 Fiscal policy is the means by which a government adjusts its
spending levels and tax rates to monitor and influence a nation's
economy.

 Governments can influence macroeconomic productivity levels
by increasing or decreasing tax levels and public spending. This
influence, in turn, curbs inflation (generally considered to be
healthy when between 2% and 3%), increases employment, and
maintains a healthy value of money.
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WHAT IS GOVERNMENT BUDGET?

 The budget of a government is a summary of the item wise
intended/expected revenues and anticipated expenditures of
the government during a fiscal year/ financial year.

 In India the financial year spans from 1st April to 31st March
over two calendar years.
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 Government incurs various expenditures to provide basic
facilities such as education, health, etc.

 To finance this expenditure, government raises revenue from
sources such as taxes, public debt, etc.

 These financial resources that fund government expenditure are
raised from people.
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A budget is a consolidated financial statement
prepared by government on expected public
expenditure and public revenue during a financial year
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STRUCTURE OF BUDGET

Receipts

These receipts are of two kinds:

(i) Revenue receipts and (ii) Capital receipts.
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REVENUE RECEIPTS

Revenue receipts are current incomes of government,
which neither create liabilities nor cause any reduction in
the assets of the government. These receipts are
classified into (a) Tax Revenue and (b) Non-tax Revenue.
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TAX REVENUE

 A tax is a legal compulsory payment by the people and firms to
the government of a country without reference to any direct
benefit in return.

 It is imposed on the people by the government. A government
collects revenue from various taxes like income tax, sales tax,
service tax, excise duty, custom duty.
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NON-TAX REVENUE

Commercial Revenue: It is received by government in the form of
prices paid by people for goods and services that government
provides e.g. people pay for electricity and for services of Railways,
postal stamps, toll etc.
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ADMINISTRATIVE REVENUE:

 fees in the form of passport fees, government hospital fees, education fees, court
fee, etc.

 fine and penalties: charged by government on law-breakers for disobeying

 rules and regulations.

 Escheat : Income that government get by taking possession of property which has
no legal claimant or legal heir.

 Interest receipts

 profits of public sector undertakings.
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CAPITAL RECEIPTS

Capital receipts are those receipts of the government which either create
liability or cause any reduction in the assets of the government.

The major sources of capital receipts of the central government are: (i)
Borrowings (ii) Recovery of Loans and (iii) Disinvestment - Resale of
shares of public sector undertakings.



FISCAL POLICY

EXPENDITURE

Government expenditure is classified in two ways: (a)capital expenditure
and revenue expenditure and (b) as plan expenditure and non-plan
expenditure.
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CAPITAL EXPENDITURE AND REVENUE EXPENDITURE

When government incurs expenditure to create assets such as school
and hospital buildings, roads bridges, canals, railway lines etc., or
reduce its liability such as repayment of loan etc., such expenditure is
known as capital expenditure.

 But when government incurs expenditure that neither creates any
asset nor reduces any liability, such expenditure is known as revenue
expenditure. For Example, payment of salaries to government
employees, maintenance of public property & providing free
education and health services to people.
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Plan Expenditure and Non-Plan Expenditure

 After independence, our country adopted the path of planning to
achieve economic development. Under planning, provisions were
made in the government budget for expenditure that was to be
incurred every year according to the priorities laid down in the five-
year plans. Such expenditure is known as plan expenditure.

 Beside plan expenditure, government also incurs routine expenditure
such as expenditure on police, judiciary, water supply, sanitation and
health, legislatures, defence, various government departments, etc.
Such routine expenditure is termed as non-plan expenditure.
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