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UNIT-I 

AN INTRODUCTION TO PUBLJC FINANCE 

CONTE:.NTS 

1.0 Aims and Objectives 

1.1 [ntroduc1ion 

I . .'.! WhnL is Public Finance? 

1,2. l Concept of Functional Finam.:e 

1. 'l Features of Pub I ic Finance

J .4 Scope of Public Finance 

1.5 Importance of Public Fimmi::e 

l. 6 F unclk>ns of Public Fi oarn.:i:

1. 7 Difier�nces between Pilbl ic Finance and PrivaLt' finance

1.8 Role of Stale in Public Finance 

\ .9 Let Us Sum Up 

I. IO Unit End Activity

1.1 I Keywords 

l. l 2 Qwsti1,ns for Discussion

\. J 3 References & Suggested Reilding.,

1.0 AIMS AND OB,JECT[VES 

After srudying this lesson. you should be ahlt 10: 

• Explai11 public finance ;md JIS n�eds

• Discuss the concepts ofpublil: finance

• Explain 1he importance ofpubii,:; finance

• Discuss the char.tclerislit'S of public finance

• Describ<: the differences of private finance and public finance

J.1 INTRODUCTION 

Finance is the study 1hat deals with savings J.nd investments in l!'rms of money. 
Finance is also known as science C1fM011ey Manage:m:nt. Finance e11ms to value assets 
based on their level of risk lf"vel and their expected rate of re1um. Finance can be 
divided into chree different sub-c:llegorirs: Public Finance. Corporate Finance and 
Personal Finam:e. 

















• Public expenditure comprises of pen:.-ions, infr�lructure, provision, etc.

• Public debts refers to the borrowing of the union government issued by Reserve
Bank which includes loans, special bearer oonds. loans and securities. treasury
bills, etc.

• Modern governments do not restrict thi:rnselves to law and order but lhey actively
get involved in economic matters to justify themselves as, • Welfare States'.

1.10 UNIT END ACTIVITY 

Critically eva luate the role of state in public (j nance. 

1.1 l KEYWORDS 

Public Finance: Public fi nanc<" is the �tudy of the role of government in the economy. 

Public Sector: The publk sector is that portion of an economic system that is 
controlled tiy national, state or provincial. and local governments. 

Public .R.evenueli: The income of lhe government through all sources is called public 
income or public revenue. 

Public Expentlitures: Public expenditure is spending made by the government of a 
country on collective needs and wants sui:h as pension, provision, infrasrructure, etc. 

Collectivism: A political or �conomic thc:ory of advocating collective control 
especially over production and distribution. 

Allocation: The action or process or a! locating or sharing out something. 

Redistribution Function: Redistribulion of income and wealth are the h·ansfer of 
income and of wealth from some individuals to olhers by means of a social 
mechanism such as taxation, charicy, welfare, public services, land reform, monetary 
policies, confisca1ion, and divorce ur tort Jaw. 

Stabilisation Functwn: Stabilisation of the economy is one of the goals that 
governments attempt to achiew through manipulation of fiscal and monetary policies. 

Market Failure: This is a situation, where the allocation of goods and services are not 
efficient. 

1.12 QUESTIONS FOR DISCUSSION 

I. Define public finance. Why do you think puhli�-·finance is important?

2. Discuss the features of public finance.

3. Describe the functions of public finance.

4. Explain the differences between public finance and private finance.

Check Your Progress: Model Answer 

I. Money Management

2. functional finance

3. Public Income, Public expen<liture, Pub I ic Detit, Financial Administration

4. Soverdgn Debt

5. faonomic Scabilisarion

ll 

An lntrodu..:11on u., l'ublJc Finance 





UNIT-2 

THE PRINCIPLE OF MAXIMUM SOCIAL ADV ANT AGE 

CONTENTS 

2.0 Aims and Objectives 

2.1 Introduction 

2.2 Principle ol"Ma-ximum Social Advantage (MSA) 

2.3 Marginal Social Sacrifo.:e {MSS) 

2.4 Marginal So<.:iDI Benefit (MSB) 

2.5 Point of Maximum Social Advantage 

2.6 Conclusion on Dalton's View 

2.7 Musgrave's Approach to Maximum Social Advantage 

2.8 Obje('!i ve Test of Social Advantage 

2.9 Limitations t1fthe Principle of Maximum Social Advantage 

2.10 Let Us Sum Up 

1.11 Unit End Activity 

2.12 Keywords 

.2.13 Questions for Discussion 

2.14 References & Suggested Readings 

2.0 AIMS AND OBJECTIVES 

After studying this lesson. you should be able to: 

• Describe principle t1f maximum social advantage (MSA)

• Describe marginal social sacrifice (MSS)

• Define marginal social benefit (MSB)

• Understand the point of maximum social advantage

• Define Musgrave's approach to maximum social advantage

• Discuss the limitations of the principle of maximum social advantage

2.1 INTRODUCTION 

The budgetary operations of the state have various effects on the economy. The 
revenue collected by the $late through taxes and the distribution of public expenditures 
can .have significant impact on the consumpth:m, production and distribution of the 
national income of the cow1try. 
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l'uhl,c Fin1111cc 
• An equilibrium is reached when the size of the budget is such that marginal social

bendi.ts of public expenditures are equal to lhe marginal socia.1 sacrifice of
taxation.

• The fundamental principle of Public Finance is che 'Principle of Maximum Social
Advantage'.

• Marginal Social Sacrifice (MSS} states to the expanse of social sacrifice
undertaken by public due to the additional unit of tax imposition on them.

• Dalton says that the addilional burden (marginal sacrifice} resulting from
additional units of taxation goes on increasing i.e., the lot.al social sacrifice
increases at an incrcasi ng rate.

• The social hcnefit from each addi1ional unit of public expenditure declines with
the increase ol'public expenditure.

• Muximum Social Advantage is achieved where the marginal social benefit of
public expenditure and the marginal social sacrifice of taxation are equal, i.e.,
MSB = MSS.

• Seligman doubts the wisdom con1ained in che concept of optimum social welfare.

2.11 UNIT END ACTI VlTY 

Do you think that lor a publi<: good, the marginal social benefit will be higher than any 
individual's marginal benefit of coruumption? If yes. give answer to support your 
question. 

2.12 KEYWORDS 

Budget: The account of income and expenditure. 

Fiscu/ opernlions: The activities of focal. 

Inflation: The usage of more money 1han business needs of the country. 

TaX111.ifm: To impos.- tax. 

2.13 QUESTIONS FOR DISCUSSION 

1, Explain the prindple of maximum social advantig.e defined by Hugh Dalton. 

2. MSB = MSS. Discus�.

3. Di'!c-uss the limitalion.s of the principle of maximum social advantage.

4. What are the difficullies that are faced in maximum social advantage?

Check Your Progress: Model Answer 

I. Hugh Dalton

2. Taxation

3. Principle of Maximum Social Advantage

4. Maximum Social Advantage

5. Seligman





UNIT-3 

CLASSIFICATION OF PUBLIC REVENUE 

CONTENTS 

3.0 Aims and Obiectives 

3. l Introduction

3.2 Sources of Revenue 

3.2.1 Tax Revenue 

3.2.2 Non-ta,-..: Revenue 

3.3 Classification of Public Revenue 

3.3. I Seligman 's Classification 

3.3.2 Dallon's Classifica(ions 

3.33 Taylor's Cla�sificalion 

3.4 Canon of Tax 

3.5 Let Us Suin Up 

J.6 Unit End Activity

3.7 Keywords 

3.8 Questions for Discussion 

3.9 References & Suggested Re11dings 

3.0 AIMS AND OBJECTIVES 

After srudying this lesson. you should he able to: 

• Kr,,)W about soun:es of public revenue

• Discuss the. classification of public revenue

• Define canon oft11xalion

3.1 INTRODUCTION 

Classification of public revenue given by wrilers on public finance reflects their 
prejudice in regard lo the functions of th<! state. TI1e champions of Laissez-fair 
philosophers would not consider profit fom1 public enterprises as normal source 
revenue, whereas the. sm;ialist writers would regard such profit as a fruitful source of 
revenue. For example in the erstwhile USSR, non-tax revenue account for about 90 
percent of the tota I revenue of the stale. 

While discussing the question of classification of public revenue, Prof. Seligman 
rem<lfked "among the un�eltled questions of the science of finance few al'e more 
troublesome than that of classifying the differem kinds of public revenue". 

















• Regardless of the modem Jevelopmenl of economic sciences. Adam Smith's .·Vi 

canons of taxation, stil I comi nues to be widely accepted as providing a good basis 0��•licat,on of Public lkvcnu,.: 

to judge taxes and it� p,inciples are still applied.

3.6 UNIT END ACTIVITY 

Give the sources of public revenue for the nalional g·overnmerrt. 

3.7 KEYWORDS 

Transference: From one hand to another liand. 

Contribution: Little charity. 

Public R(!venue: Revenues e:m1cd by the government are received from sources such 
as taxes levied on the income.":> and weahh accumulation of individuals and 
corporal ions. 

Taxation: Taxation refers to compulsory or coercive money collection by a levying 
aulhority. u:;ually a govemment. 

3.8 QUESTIONS FOR DISCUSSION 
---------------------

1. Discuss the sow-ce of public- revenue.

2. Highlight the characteristics of tax.

3. Define non-tax rcvc:nue. Discuss the types of non-tax re,..-enues.

4. Discuss the classification of public revenue.

S. "Canon of Tax ... Discuss

Check \'our Progress: Model Answer

I. Public Income or Public Revenue

2. Ta, Revenut.'., Non-tax Revenue

3. Taxalion Authorit)'

4. Admini!;trative l{evenues

5. Betterment Levy

6. Canon of Tax
�-------- ---'-------------------------' 

3.9 REFERENCES & SUGGESTED READINGS 
---------

Bateman, T. S., Snell, S. A., & Konopaske, R. (2021). Management: Leading & Collaborating in a 

Competitive World (14th ed.). McGraw-1 lill education. 

L>essler, G. (2023). Human Resource Management (11th ed.). Pearson. 

Jones, G. R., & George, J.M. (2021). Essentials of Contemporary Management (91h ed.). McGrdw
H ill Educdliur1. 

Hill, C. W. L., Schilling, M.A., &Jones, G. R. (2020). Strategic Management: Theory and Cases (13th 
ed.). Cengage Learning. 

Hitt, M.A., Black, J. s., & Porter, L W. (2020). Management (11th ed.). f'earson. 

Nue, R. A., Hullenbeck, J. R., Gerh<1rl, B., & Wrigltl, P. M. (2021). Human Resource Management; 
Gaining a Competitive Advantage ( 12lh ed.). McGr<1w-Hill Educ<1liur1. 







4.17 Unit End Activi1:y 

-t.1 B Keywords

4. ! 9 ()uestiMs for Discussion

4,20 References & jugge:;tcd Readings 

4.0 AIMS AND OBJECTIVES 

A ftcr sludying thi� kssC1n. you should be able to: 

• Di:.rnss rhe objec,ivt!'s of ia.,ation

• Dcscri be the cla:i'>ifu..:ation of ta-x.ition

• [xplain the mcri1s and deme1ils of taxes

• �l<ihornk the impact ofta"Xation

• Dic;cuss the factors of La:,

• Ddine ln<lim1 tax system

•ti INTRODUCTION TO TAXATION

T11x.ation has e:xi<,leJ since 1he birth of early civilization. The first known system of 
ta.\atiL'n was in ancient Egypt around 3000 BC-2800 BC in the first dyna�cy of the old 
li"ingdom. But 1he taxi:::- were either malerial or money like goods or !".tn, ices in the 
primitive soci�ty. The .�ubjecrs u<;ed to pay a share of their income to the Head of a 
tribe or to the King who in return proYided lhem with the administration security from 
for<'1gn aggre!-sion am! other ci\. ic amenities. Feudalism was founded in the medieval 
centuries and so the 01igin of modem tax system also was founded. Feudal market 
dues, tolls for rroleclion and use of road. bridges, ferrie5. land rent, and other payment 
in guoJs and services were gradually transferred into money payment with the ri.se of 
money economy. King� liked to receive money and the people preferreu Lo pay money 
in.stt·c1d of goo<ls and services. Gradually, the old feudal revenue system transfonned 
in10 taxation. With the development of economic sciences and passage of time, the 
functions of modern state appeared and taxation slowly became a tool of u-.age with 
more than one goal and c01wened into an important source of revt:nue. During I 9d, 
and 20 th 

centune, there has been bC1th qualitative and quantiLative change in the public 
expenditures. T ll"-ation has passed through the stages wilh pa.ss.1ge of time, and tax's 
fum:tions and ubjectives also have changed from the ancient communifies to medieval 
soc-iciies to mod�rn societie� also. so the tax system has evC1ived with the evolulion of 
lht functions of lhe modem state. Ta:..ation is a fonn of payment from indiviuuals or 
kgal cnliC)' and it 1s imposed by government. for which I here are no goods or services 
received directly in return, so ta.,es ls that amount of mo11ey they the people pa)' but it 
has no direct relation lo the benefit obtained by the people from the provision of a 
particular gotxl or s�rvicc. Until the early 1930s, il was universally accepted in 
principle that govemments should balance their budgets. Thus. the principle reason for 
la,ation was to pay for gov('mmenl c:xpendirures. Of course, governments had from 
time lt1 time rc�m1ed to borrowing in order to pay for their ex�ndilures and 
governmerll borrowing was relatively quite large during some war periods. 
Govrrnment hnrr(1wing may be from the private secwr or from abroad. 

A hl"macively, governments may borrow from the central bank of the counrry. Money 
provided by taxation has heen used by the government and their functional equi-..,alents 
thxoughout tiistary to carry out many functions. Some of these include expendi lures on 
v.ar. the enforcement of !aw and public order, protection of propert}, economic 
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PuN,.: Finance 
3. 

4. 

5 

6. 

7. 

______ is one of the oldest, uppermost and primal)' objectives of 
taxation. 

_____ has placed considerable emphasis 011 objectives ofi.axation 
policy. 

The and the of a direct tax are on the same person. 
---- ----

------ are more flexible in nature. 

_____ is one from the unequal taxation. 

4.16 LET US SUM UP 

• Taxation is a form of payment from individuals or legal entity and i1 is imposed
by government, for which there .ire no goods or scrvici:s received din:ctly in
return. so taxes is that amount of money the people pay but has no direct relation
to the benefit obtained by the people from the provision of a particular good or
service.

• Governments rnay borrow from the central bank of the country.

• Taxes are applied to fund foreign aid and military ventures, to influence the
macroeconomic performance of the economy or lO modify patterns of
consumption or employment within an economy, by making some classi:s of
rransaction more or less attractive.

• In the modem time. raxacion is not only a means of transferring money to the
government to spend for meeting the public expenditures or raise revenue lo the
government. but taxes have become a tool to reduce de-ma11d in the- private sector,
redistribution of income and wealth in the societies in the countries.

• Today taxation besidl!s being the main resource for supporting government has
became a tool for economic growth, social welfare-; attrnct foreigner investment,
economic stability, and income distribmion.

• Tax (Direct and Indirect Tax) is the main source for the Government rcvcnu..:.

• Direct taxation is defined as the tax which is dim:tly levied on the citizens of a
country.

• Indirect taxes are caxcs on commodities and services other than personal services.

• The study of a way in which th� burden of taxatior: is shitled among person and
organisation in the economy is known ll!i Tax shifting.

• Taxable capacity is different in different countries, therefore as a first �lep, ii is
n�cessary to identify variable which innuence rnxable capacity, list of such
variable including per capita capital, composition of gross domestic product.
degree of openness of the economy and so on.

• Value Added Tax (VAT), Sales Tax, stamp duty, State Excise, land revenue and
tax on professions are levied by the State Governments.

4.17 UNIT END ACTIVITY 

Examine the impact of tax evasion on Indian economy. 





UNIT-5 

INTRODUCTION TO PUBLIC EXPENDITURE 

CONTENTS 

5.0 Aims and Objertives 

5.1 Introduction 

5.2 Public Expenditure lssues in India 

5 J Classification of Public Expendi1me 

5.3. l Classification According to Benefits 

5.3.2 Hugh Dalton's Classification of Public Expendirure 

5.3.3 Role of Public Expenditure Management 

5.4 Public Debt: M�aning, Classification and Method of Redemplion 

5.4.1 Meaning of Public Debt 

5A .2 Classificution of Public Debt 

5.4.3 Methods of Redemption ofpublic Debt 

5.5 ( .et l.Js Sum Up 

5.6 Unit End Activity 

5.7 Keywords 

5./l Questions for Discussion 

5.9 References & Suggested Readings 

5.0 A lMS AND OBJECTTVES 

After studying this lesson. you should be able to: 

• Define public expenditure

• Discuss I.he public expenditure issues in India

• Describe th.e classification of public expendi.ture

• Explain ilie role of public expenditure

• Deline public debt and its classification

5.1 INTRODUCTION 

Government expenditure such as government spending which is incurred by central, 
state ilnd local governments of a country is referred to as public expenditure. 

Vubl ic �xpcnditure can � defined as, "The expenditure incurred hy public au1horities 
like central. state and local governments to satisfy the collective social wants of the 
people is known as public expenditure". 
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Public Finance 
• Effective accountability has two components (i) answerability and (ii)

consequences.

• By making a surplus budget, the government can pay off its debt to (he people.

5.6 UNIT END ACTIVITY 

Critically examine how public debt in managed in India. 

5. 7 KEYWORDS

Shifting: Roll down 

Elaslidty: Flexibility 

5.8 QUESTIONS FOR DISCUSSION 

J. Di:,..:uss the methods of redemption of public debt.

2. D�scribe the classification of public debl

3. E .... plain the role of PEM. 

4. Odin<-' public expenditure. Discuss the classification of public expenditure.

Check Your Progress: Model Answer 

1. Public Expendirure

2. Systematic ammgement

3. Non-transfer C::xpenditure

4. Unproductive Expenditure

5. Budget

6. Reduction

5.9 REFERENCES & SUGGESTED READINGS 

Public Finance, New Royal Book Company. 

Manjusha Shaima. O.P. Bohra. Indian Public Administration, Ravi Boolcs. 

Ne Thi Somashekhar, Money Banking: /nternafional Trude and Public Finance, 
Anmol. 2004. 

Nand I< i!>hore Prasad, Public Finance, ABD Publication, 2011. 



UNIT-6 

PUBLIC EXPENDITURE IN INDlA 

CONTENTS 

6.0 Aims and Objectives 

6.1 Introduction 

6.2 Effects of Public Expenditure 

6.3 

6.4 

6.5 

6.6 

6.7 

6.8 

6.9 

6.10 

6.2.1 Effect on Production 

6.2.2 Effect on Distribution 

6.2.3 Public Expenditure and Economic Stability 

6.2.4 Pubtic Debt in India 

Objectives of Public Debt 

The Burden of Public Debt 

Limit to Public Debt 

Let Us Sum Up 

Unit End Activity 

Keywords 

Questions for Discussion 

References & Suggested Readings 

6.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Explain about effects of public expenditure

• Describe 1he public debt in lndia

• Discuss the objectives of public debt

• Explain the limit to public debt

6.1 INTRODUCTION 

Rapid economic development requires huge expenditure to be incurred in the various 
sectorr. of the economy. As the private sector is usually hesitant and unwilling to 
invest huge amounts because the returns from such investments are either uncertain or 
long delayed. it is public expenditure which plays the crucial rok in eco-nomic 
development (especially) in underdeveloped economy. The public expenditure cao be 
used as a lever to raise aggregate demand and therehy to get the economy out of 
recession. On the other hand, through variac.ion in public expenditure, aggregate 
deIT1and can be managed to check inflation in the economy. Throughout the 19th 

















6.6 LET US SUM UP 

• India reconJed a go,·emment debt equivalent to 69.50 pc:r ci::11t of lhc cnunlry's
Gross Domestic Product in 2016.

• Government di::bt to GDP in India averaged 73A'.! per cent from 199\ until :!OJ�.
reaching. an o.U�tirne high of 84.20 per cent in �003 and a record low of 66 per cent
in 19%.

• In industrially advanced countries like the US1\. the tenn gC1vernme111 or public
debt refers to the accumulated amQUlll of what governmen1 has borrowed t(l
t1 nance past deficits.

• The rising burden of the debt so::rvice--or interest cost of maintainin� th!? debt -
will be passed on to future generations \.Vho will haw 10 pi.ly the intl.'re�t on lhe
current debt.

• When the government bmrows money from its own �·ilizc:ns, it has to pay interest
on such deb\.

• When a C(>untry borrows money from others it has 10 pay intere,,t on such deb1
along wi1h the principal.

• During British rule in India public debt had to be raiS<u lo .:onstruct railway�.
irrigation project!> and 01hcr works.

• In the posl-independence era, the government borrows from tl1e- puhlic to meet the
cosLS of <level opmenl work under the Five Y car plans and other rrojec lS.

• In industrially adv:mceJ countrie'> Jikc the U.S.A .. the term gov�rnment ur public
debt refe� to the accumulated amount ,)f what governmen1 has borrowed lC'
finance past defici1s.

6.7 UNIT END ACTIVITY 

Critically e-.:amine the reasons for th� growth. uf public �xpc:ndirurv in India m m:eot 
times. 

6.8 KEYWORDS 

Expected: Think that something is likely to happen. 

Debtor: A per.;on who owes money. 

6.9 QUESTIONS FOR DISCUSSION 

I. Discu�s the effects of public expenditure.

2. Describe the objectives of public expendiLure.

3. "TI1e burden of public debC. Discuss.

4. Explain lhe l iniit to public debt.

Check Your Progress: Model Answer

I. Curb Inflation

2. Union Government

J. Surplus Budgets

4, Rate of! nlerest 

'l5 
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UNIT-7 

PllBLIC FINANCE IN INDIA 

CONTF.NTS 

7.0 Aims and Objectives 

7 1 ln11odui.:1ion 

7.2 Trendr. in Re,eiprs 

7.J Ta'- Revenue 

74 Tax Expenditure 

7.4. I Non-tax Revenue 

7.5 Non-debl Capita! Rec�ipts 

7.6 Trends in Fxpcndirure 

7 .6. l Quality of Expenditure 

7.6.2 :Plan Expenditure 

7 .Cd N 011-p\:111 Expenditure 

7 .6.4 Trends in Deficit and Financing of the Deficit 

7.6.5 Prov1s1011al Outcome in 2015-16 (opiO December) vis-a-vis BE 2015-16 

7 7 Performance ofDeparrmental Enterprises of the Central G,)Vemmen1 Department of 
Posts 

7.7.1 Railways 

7. 7 .2 G(JVernment Debi 

7.8 Fiscal PerforlTiance of1he General Government 

7.9 Let Us Sum Up 

7. 11,1 Unit End Activity

7 11 1-:eyworJs 

7.12 Qucs,tk,,1s for Discussion 

7. 13 References & Suggc.,tetJ Readings

7.0 AIMS AND OBJECTIVES 

After srudying thi:. lesson. you should bl' able to: 

• Discuss the puhlk finance in India

• Explain the trends in receipts

• Define tax rev�nut' and tax expenditure

• Describe the tr�nds in expenditure

• Explain the performance of departmental enterprises of the central government
department of pos!s





































Fill in the blanks: 

I. Central government receipts can broadly be divided into
and ______ receipts. 

------

2. Non-debt capital receipts mainly comprises of recovery of
______ and disinvestment receipts.

3. ______ and ______ of public expenditure is c:-.sential to
fiscal refomts.

4. ______ is one of the major constraints in the rationalisation or
non-plan expenditure.

7.9 LET US SUM UP 

• The debt receipts mostly consist of market borrowings and other liabiliwes.
• Tht: non-<lebt receipts comprise of tax revenue, non-tax revenue, recovery ofloans

and disinvestment receipts.
• Fiscal alliam:� was paused post the financial crisis that led to tax concessions and

higher public expenditure. as part of the growth r�vival strategy and this probably
continued longer than it was required,

• The Budget for 2015-16 envisaged generation of � 2. :22 lakh crore from non-tax
revenue which was 1.6% of GDP and constituted 18% of nun-debt receipts.

• ft is actually a challenge to attain fiscal alliance while ensuring that sufficient
fund� are allocated fo1 public investment, in thr fac<:! of low tax 10 GDP ratio.

• A total expenditure a.tr I 7 .77 lak:h crore was estimated in the budget for 2015-16,
which was 5.7% higher than che Revised Estimate ( RE) of 2014-15 and 8.1 %
higher {han Lhe provisional estimates (P'j of 20 I 4-15.

• 

• 

• 

• 

• 

Non-plan expendirure constituted 73.8% of the total expenditure in BE 2015-16,
which is 3% points higher than lhe average of th.e last five years ending 2014- l 5,

Commined ex�nditur� occurs on two counts: firstly, jnlercst liability on debt
incurred in the past, and secondly, pension payment tu retired workforce from
government services.

Unlike some.vTI�er conntries, in India the financing of fiscal deficit is mostly from
domestic sourc�s.

High and rising public debt levels may also impact publ k finances Ehrough debt
servicing dynamics that deteriorate the government's fiscal position.
1l1e implementation of the Pay Commission recommendations and the One Rank
One Pension (OROP) scheme will put additional burden on expendirure.

7.10 UNIT END ACTIVITY 

Taking housing sector as an example, discuss how tax expenditure .influences 
budgetary policies of the govemment. 
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UNIT-8 

CONCEM' AND TYPES OF BLDGET 

CONTENTS 

8.0 Aims and Objectives 

8. l Introduction 

8.2 Objectives ofBudgC't 

8.3 Revenue Budge! 

8.3.1 Revenue Receipts 

8.3.2 Revenue bpenditure 

l! .4 Capital R.e�ipts 

8.5 Concept of Deficit Finaocmg 

8.5. l Major Objectives of Deficit Financing 

l!.5.2 Problems l•fOefo:it Finiln.:ini 

8.6 Concept ofDefici1 Budg.et 

8 6.1 Typ<s Budgetary Deficit 

8.6.� lmpli.:alrnrts ofa {iovemmcrn Budget Dcfi..:it 

8.7 Defic11 Financing in Developing Cmintries 

8.8 Deficit Financing in Developed Countries 

8.9 Financi11l Rclalion be-tween Central an<l State Central Sourc.-s of R evcoue 

8.10 I.ct Us Sum I Jp

8. l l Unit E.rid Ac1ivicy 

8.12 Keywo11Js 

8. I 3 Questions few- Di�cussion

8. 14 Suggr,stcd R eadi.ngs

8.0 AIMS AND OBJECTIVES 

After studying this !cs.son. you should oc able to: 

• Explai.n the concepl and types of budget

• Define fiscal deficit, deficit financing and deficit budge1

• Dis.cuss the financial relation between central and st;1te

8.1 INTRODUCTION 

To meet the objectives of social and economic growth. the Government has several 
policies to implemt:lll in o,.,erall task of performing its fum:tions. It has to spend huge 
alT\ount of funds on defense. administration and development, welfare projects and 
various other relid operations for implementing these ro[icies. ft is cherefore 

























• When 1hr tolul estima1ed expe.nditure exceeds the <1ggregate estimated rereipt�
during ;i year. the gap between 1hc two is to be filled by the 1enn known as '·deficit
financing ...

8.11 UNIT END ACTIVITY 

Critically 1?:-.aminc "·hy Indian budget is always made budge! of deficit. 

8.12 KEYWORDS 

B1J.dget: Income illegally obtained. <lr not declared for tax purposes. 

Expenditure: Cash paid or to be paiJ for the purchase of c1n ir.:m or for a service 
perfonneJ. 

Federal R�t:t!ipt,\'.' founds rereived from the federal government to support �,are 
programs or proiec!s. The legislature appropriates federal fund5 along with olher stat,: 
fund!.. 

Jndire,'t Costs: OYerlu�ad e,penditures whirh cannot be direct!)' charged 10 the 
program providing services. 

Office ,f Management u11d Budget: The division within the office of the Go'-·enior 
r..:sponsihle !'or prepilring the liovemor's budg�1. 

8.13 QUESTIONS FOR DJSCUSSlON 

I . D..:scribc the concept u f hudget. 

, Explain lht' obje.:tives tlf budget. 

3. Di5cus� revenue budget.

4. Deficit financing= To!al public expenditure - Total public revenue. Discuss.

5 Wily is Jeticit budget important in advanced countries? Highligh1 all important
points.

6 Why is Jetici1 budget important in developing counlries'? Highlight all import.ant 
points. 

7. Di•-wuss 1he latest financi:ll �om mission.

Check \'our Progress: Model Answl.'r 

1. f ayler

, Indirect tax 

3. Capital hudgct

4. Deficit financing

8.14 REFERENCES & SUGGESTED READING 

Musgrave, R. A., & Musgrave, P. B. (2019). Public Finance in Theory and Practice. McGraw 

Hill Education. 

Singh, S. K. (2018), Public finance in India: Theory and Practice. S. Chand Publishing. 

Tyagi, B. P. (2019). Public Finance. Jai Prakash Nath & Co. 
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UNIT-9 

FINANCE COMMISSION 

CONTENTS 

9.() Aims and Objec1ives 

9. 1 I ntrodu cti on 

9.2 

9.3 

9.4 

9.5 

9.6 

Constitution of Finance Ci:,mmission 

Key Rok of Finance Commission 

Recommendation of Latest F1mmcc Commission 

9.4.1 14"' Fin;,.nce Commission 

Let Us Sum Up 

Unit  End Activity 

9.7 Keywords 

9.8 Questions for Discussion 

9.9 References & Suggested Readings 

9.0 AIMS AND OBJECTIVES 

After studying I.his lesson, you should be able to: 

• Discuss the constitution of tinance commission

• Explain the key role of finance commission

9.1 INTRODUCTION 

The Finance Commission is a quasi-judicial body. Finance Commission, provided 
under article 280 of the Constitution of India, i� .i quasi-judicial body w!)ich is 
constituted by the President of India every fifth year or at such an earlier time as he 
considers necessary. The Constitution of India envisages the Finance Commission as 
the ·'Balanci11g Wheel of Fiscal Federalism" in India. Finance Commission consists of 
a chainnan and four other members (they are eligible for reappointment), to be 
appointed by the Presjdent. The Parliament enacted the Finance Commission Act in 
1951, specifying the qualificalions of the Chairman and I.he mem'o.!rs of the 
Commission. Finance Commission of India was formulated wilh rhe purpose of 
allocation of resource.s between the Onion and the Sl.3tes. It is constituted by the 
Presid.:nt and alt appointments to 1he cornmiss,on are made by him as well. The 
Commission was strnctured according to the world standards. The objective of 
forming the ,Finance Commission was to allocate resources of the revenue between the 
Union aod the State Governments in India adequately. 
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l'ubllc Finance 9.6 UNIT END ACTIVITY 

Examine what kind of work a finance comm.i.'ision has to do. 

9.7 KEYWORDS 

CommisJion: An instruction, command, or role given to a person or group, a group of 
people entrusted by a government or other official body. 

Insolvent: Person or firm whose liabilities exceed the value of owned as�ts. 

Devolution: De\Jolution is the statutory delegation of powers from the central 
government of a sovereign state to govern at a subnational level, such as a regional or 
local level. 

Civil Court: Civil court is a government institution that settles disputes between two 
or more entities, typically in the same courthouse that also tries criminal cases. 

9.8 QUESTIONS FOR DISCUSSION 

I. Discuss about the constitution offinoncial commission.

2. Highlight the key role of finance commission.

Check Your Progress: Model Answer

I. Dr. Y. V, Reddy

2. 2200 November, 195 I

3. ArticJe 280

4. Code of Civil Procedure, 1908

9.9 REFERENCES & SUGGESTED READINGS 

Ahuja, H. L (2020). Public Finance and Taxation. S. Chand Publ ishing. 

Bhatia, H. L. (2021). Public Finance. Vikas Publishing House. 

Choudhary, R. K. (2020). Public Finance and Fiscal Policy. Atlantic Publishers & Distributors. 

Jain, T. R., & Khanna, 0. P. (2019). Jndian Public Finance. V. K. Publications. 

Lekhi, R. K., & Singh, J. (2020). Public Finance. Kalyani Publishers. 

Maheshwari, Y. (2023). Public Finance: Indian Economy. McGraw Hill Education. 

M undle, S. (2021]. Fiscal Policy, Public Finance and Governance. Oxford University Press. 





UNIT-10 

THE LATEST BUDGET 

CONTENTS 

10.0 Aims and Objectives 

10. 1 lniroduction

10.2 Central Govt. Latest Budget 

10 .2.1 Tndian EC(lnomy 

l0.2.2 Challenges Faced in 2017-18 

J0.3 Kry Reforms 

10.3.1 Trliffiforrnational Reforms in Last Year 

I 0.4 Three Major Refo11T1s - Budget 20 l 7- I 8 

10.4. l Fiscal Deficit 

10.5 Demonetisation 

I 0.5.1 Merits of Demo11e1isation 

I0.5.2 Oemerit5 of Demonetisation 

10.5.3 Roadmap and Priorities 

10.6 Measures for Stimulating Growth 

10.7 Promoting Digital Economy 

I0.7.l Transparency in Electoral Funding 

10.7.2 Ease of Doing Business 

10.7.3 Per.;onal Income-Tax 

!07.4 Goods and Services Ta;x

10.8 Madhya Prade-�h Budgl't Analysis '.20! 7-18 

I0.8.1 Budget Highlights 

10.8.2 Policy Highlighcs 

10.8.3 Budget Estimates for 2017-T 8 

L0.8.4 Expendirnrc in 20 T 7-18 

J0.8.5 Department Expenditure in 2017- 1 8 

10.9 Let Us Sum Up 

10.10 Unit End Acfr-,ity 

10.11 Keywords 

10.12 Questions for Disi;:ussion 

J0.13 References & Suggested Readings 
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Public F,n1111:e 10.10 UNIT END ACTIVITY 

In what ways do you think th.is demoneti�ation initiative will benefit the Indian 
economy? 

10.11 KEYWORDS 

Demonetl£atlon: The act of stripping a currency unil of its starus as legal tender. 

Indian Economy: The world's sixth-largest economy by nominal GDP and the third
largest by purchasin� power parity. 

Curre,1cy Notes: An official cuffency of the Rt:puhlic oflndia. 

Black frlo1te}': Income illegally obtained or not declared for tax puf1JOSes. 

10.12 QUESTIONS FOR DISCUSSION 

I. Discuss the highlights of demonetisation. Mention the advantages and
di:;,advantages of demonetisation.

2. Discuss the challenges faced in budget 2017-18.

3. Discuss the budget highlights of Madhyf.l Pradesh 20 l 7- l 8.

Check Your Progress: Model Answer 

I. GDP

2. Central Statistical Organis.ition's

3. Benami Transactions (Protiibition) Act

4. Demonetisation

10.13 REFERENCES & SUGGESTED READINGS 

Ahuja, H. L. (2020). Public Finance and Taxation. S. Chand Publishing. 

Bhatia, H. L. (2021). Public Finance. Vikas Publishing House. 

Choudhary, R. K. (2020). Public Finance and Fiscal Policy.Atlantic Publishers & Distributors. 

Jain, T. R., & Khanna, 0. P. (20191, fndian Public Finance. V. K. Publications. 

Lekhi, R. K., & Singh, J. {2020). Public Finance. Kalyani Publishers. 
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UNIT-11 

FINANCIAL RELATIONS BETWEEN CENTRAL AND 

ST A TE GOVERNMENT 

CONTENTS 

11.0 Aim� and Objectives 

I 1 . I 1 ntroJuction 

l 1.2 Relations between Central anJ Slete Government

11.J Legislative Relations: Articles: A245-A255

11.4 Administrative Relations 

J J .5 F(nancial Relations 

11.6 New Institutional MechaJJisms Set Up 

I I. 7 Main Heads of Revenue: and Expenditure of Central and S1a1e Government 

I 1.!i l111:\1me Taxes 

l l.9 Consumption Ta,-.::es

11. 10 l>roperty and Related Taxes

11.l I Other Taxes

I 1. 12 Other Revenue from Own Sources 

I LTJ Let Us Sum Up

11.14 Unit End Activicy

I 1.15 l:eywonls

J L l6 Qucs11011s for Discussion

J 1. 17 References & Suggested Readings

11.0 AIMS AND OBJECTIVES 

After studying 1his lesson, you should be able to: 

• Explain 1he financial relatiuns between central and state government

• Describe the main heads of revenue of central and state government

• Discuss the main heads of expenditure of central and state government

11.1 INTRODUCTION 

The financial relationship between the centre and the stale b provided in the 
constitution. The constitution gives a detailed scheme of distribution of financial 
resources between union and states. Like other powers financial power.:; are also 
distributed between the two sets of government. The sources of income of tl1e union 
government are those mentioned in the union list and sum of these sources are income 
tax other the agricultural income, customs and excise duties. The state government on 

,._ _..,,









































• The 8011, amendnt�nl of2000 was enacted to give effect to the rci:ommc11dations of
the 1od• finance Commission

• The Indian constitution provides for the appointment of a Finance Commission
every fr\:e years to detennine the criteria and amount of finance 10 be divided
between tht .:entre and lhe states.

• Cenlr.l! and stale federati(ln has many divisions of powers like legislation.
adminislrative and financial powers.

11.14 UNIT END ACTIVITY 

Critically examine which tax yields the large.<;t rl'vcnue to the government of India. 

11.15 KEYWORDS 

legislutfre: To have the power to make law. 

Admi,tlstrotb·e: .Pertaining to activities rel'111X1 lo an organisation� or busincs:;· 
administration and management. 

Financial rrlutions: Segment of a public relations department I.hat pdma,ily focuses 
on public relations concerning fimmdal/investmcnt matters. 

Co1111ci/: A council 1s a group of people who 1.:ome logether to ,:;onsult. deliberate or 
make decision�. 

Committee: i5 a body of orie or mona: persons that is subordinate to a defiberarive 
assembly. 

Federulism: federaHsm b a systc:m of govt:mmenl in which a written constitulion 
divides power bc:tween a central government and r<a:gional or sub-divisional 
govemmen(� 

Stale: A state is any politically organise<l community living under ;1 single system of 
governments. 

11.16 QUESTIONS FOR DISCUSSION 

1. Describe the financial relations betv.reen central and .state government.

2. Discuss the main heads of revenue of centr.il and state government.

3. Explain the main head� of expenditure of centc�.1 .�.�d stale government.

Check Your Progress: Model Answer 

I. Legislarure

') President 

3. Central Government

4. Scope

tS<'l 

Finincral JicLmo� brtween 

CemraJ ind SUit� C',owmrn(nt 
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