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Introduction to Fiscal Policy

Fiscal policy refers to the policy of the government concerning taxation, public expenditure,
public borrowing, and budget management to influence economic activities and achieve

economic stability and growth.

In simple words, fiscal policy is the use of government revenue and expenditure to regulate

the economy.

The government uses fiscal policy to control inflation, reduce unemployment, promote
economic development, reduce inequalities of income and wealth, and maintain economic

stability.



Main Features of Fiscal Policy

® |t is formulated and implemented by the government.

e |t deals with taxation and public expenditure.

e It influences aggregate demand, production, employment, and investment.
® It helps achieve economic growth and stability.

® [t can be used to reduce income inequalities.

® |t is closely related to the government budget.



Fiscal Policy in India

In India, fiscal policy is primarily implemented by the Central Government through its annual
Union Budget, taxation measures, public expenditure, and borrowing decisions. State

governments also use fiscal measures within their respective powers.

The constitutional and legal framework for taxation, government expenditure, and budgetary
management includes the Constitution of India, the annual Finance Act, and other applicable

financial laws.



Objectives of Fiscal Policy

The major objectives of fiscal policy are explained below.

1. Economic Growth

® Fiscal policy promotes economic growth by increasing expenditure on infrastructure,

education, healthcare, transport, energy, and industrial development.

Example: Government investment in roads and railways can reduce transportation costs and

encourage business expansion.
2. Price Stability

® Fiscal policy helps control inflation and excessive demand in the economy. During inflation,
the government may reduce certain expenditures or increase taxes to moderate aggregate

demand.



3. Full Employment

e The government can create employment opportunities through public works, infrastructure
development, and support for productive industries.

Example: Public infrastructure projects create jobs directly and indirectly.
4. Reduction of Income Inequality

® Progressive taxation and welfare expenditure can reduce the gap between rich and poor.
Higher-income groups may contribute a greater proportion of their income in taxes, while
government spending supports disadvantaged sections.

5. Equitable Distribution of Resources

® Fiscal policy helps direct resources toward socially desirable activities, such as education,
public health, rural development, and poverty alleviation.
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. Economic Stability

It helps reduce fluctuations in economic activity and manage recessions or periods of
excessive demand.

. Capital Formation

Government investment and incentives for private investment can increase savings,
productive capacity, and capital formation.

. Balanced Regional Development

Public expenditure and investment incentives can support relatively backward regions and
reduce regional economic disparities.

. Social Welfare

Government expenditure on healthcare, education, food security, sanitation, and social
protection improves people's living standards.



Instruments of Fiscal Policy

The instruments of fiscal policy are the methods used by the government to influence economic
activities.

1.

Taxation

Taxation is one of the most important instruments of fiscal policy. The government collects revenue

through taxes and can influence consumption, savings, investment, and income distribution.

Taxes are mainly classified into:

- Direct taxes: Taxes imposed directly on income or profits, such as personal income tax and
corporation tax.

- Indirect taxes: Taxes imposed on goods and services, such as Goods and Services Tax (GST).

Role: Higher taxes may reduce disposable income and aggregate demand, while tax relief can
encourage consumption and investment.
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. Public Expenditure

e Public expenditure refers to government spending on public services, infrastructure, administration, defence, education, healthcare, and

welfare schemes.

tincludes:

- Revenue expenditure
e - Capital expenditure

e Role: Increased productive public expenditure can stimulate demand, create employment, and improve the economy's productive
capacity.

3. Public Borrowing
e Public borrowing means raising funds by the government from domestic or external sources to finance expenditure.
e Sources may include government securities, treasury bills, and external loans.

e Role: Borrowing helps finance development projects and meet expenditure when current revenue is insufficient. However, excessive

borrowing may increase interest obligations and debt-servicing burdens.



4. Deficit Financing

e Deficit financing refers broadly to financing a budget deficit through borrowing and other
financing arrangements. In certain contexts, it also refers to financing through the creation
of new money.

Role: It may support economic activity during a recession, but excessive monetary financing
can contribute to inflation.

5. Budgetary Policy

e The government budget is an annual financial statement of estimated receipts and
expenditure. Through the budget, the government determines its spending priorities, taxes,
borrowing requirements, and fiscal targets.

Role: Budgetary policy helps allocate resources, promote growth, and maintain fiscal
discipline.



6. Subsidies and Transfer Payments

® Subsidies reduce the cost of specified goods, services, or productive activities. Transfer

payments include pensions, scholarships, and eligible welfare benefits.

Role: These measures support vulnerable groups, improve access to essential services, and can

encourage selected economic activities.
7. Public Debt Management

® Public debt management involves planning and managing government borrowing, repayment,

and interest obligations.

Role: Effective debt management helps maintain fiscal sustainability and reduces financial

risks.



Types of Fiscal Policy

The principal types of fiscal policy are as follows.
1. Expansionary Fiscal Policy
e Expansionary fiscal policy is adopted when economic activity is weak, unemployment is high, or aggregate demand is insufficient.

Main measures:

e - Increase government expenditure.

e - Reduce selected taxes.

® - Increase public investment.

e - Provide targeted support to households and businesses.

Effects:

® - Increases aggregate demand.

e - May generate employment.

e - Can stimulate production and investment.

e - May increase the budget deficit and inflationary pressure if excessive.

Example: During an economic slowdown, the government increases infrastructure expenditure to stimulate demand and create jobs.



2. Contractionary Fiscal Policy

Contractionary fiscal policy is adopted when aggregate demand is excessive, especially when inflationary pressure is

strong.

Main measures:

e - Reduce or restrain government expenditure.
® - Increase selected taxes.

® - Reduce certain deficit-financed spending.

Effects:

Moderates aggregate demand.

® - May help control demand-driven inflation.

Can reduce inflationary pressure.

If applied excessively, it may slow economic growth and employment.

Example: During excessive demand, the government increases certain taxes or restrains non-essential expenditure to

reduce inflationary pressure.



3. Neutral Fiscal Policy

Neutral fiscal policy aims to maintain a broadly stable fiscal position without deliberately using the
budget for substantial economic expansion or contraction.

Main features:
e - Relatively stable taxation and expenditure.
® - No major discretionary stimulus or restraint.

® - Focus on maintaining economic and fiscal stability.

A neutral stance does not mean that the government makes no changes to its budget. Revenue and
expenditure may still change with economic conditions.

4. Discretionary Fiscal Policy

Discretionary fiscal policy refers to deliberate changes in government taxes or expenditure to influence
economic activity.

Example: The government announces a new public investment programme to address a slowdown.



5. Automatic Stabilization

Automatic stabilizers are budget mechanisms that respond to economic changes without

requiring a new policy decision each time.

Examples include progressive income taxes and unemployment benefits where applicable.

During a downturn, tax receipts may fall and eligible benefit payments may rise, supporting
household demand.



Importance of Fiscal Policy in Business Environment

Fiscal policy has a direct and indirect impact on business decisions and the overall business environment.
1. Investment decisions: Tax rates and investment incentives influence business expansion.

2. Cost of production: Taxes, subsidies, and public infrastructure affect production costs.

3. Consumer demand: Tax changes influence consumers' disposable income and purchasing power.

4. Employment opportunities: Government expenditure creates direct and indirect employment.

5. Industrial development: Public investment and targeted incentives may encourage industrial growth.
6. Business confidence: Predictable fiscal policies help businesses plan long-term investments.

7. Legal compliance: Businesses must comply with applicable tax laws, reporting requirements, and financial

regulations.



Limitations of Fiscal Policy

Despite its importance, fiscal policy faces certain limitations:

e - Time lags in policy formulation and implementation.

e - Difficulty in forecasting economic conditions accurately.

® - Possibility of increasing public debt.

® - Risk of inflation when expenditure expands excessively.

® - Political pressures influencing budgetary decisions.

® - Limited effectiveness when private investment and consumer demand remain weak.

® - Possibility of crowding out private investment when government borrowing puts upward

pressure on interest rates.
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IoHYg Hifd & g

3.

. ofd® fasTy (Economic Growth)

AHIYg T &1 U@ I U P M F AH1T X B 9171 81 GXPIR 8&, 9, faoren, fam, w@rea,
I TT 3 MURYT AT U G HIh AP [AH1T B Arenfgd &t g |

3CIEI0: GSH! T YAA & (Ao § gRags avd &H i g T AR ik I &1 [ATR gar g

. g R (Price Stability)

ATHHT Hifa &1 Ie dyawn # HiHdl & R T4 & Igradal H31 ol AAfds Agms &) ufg |
PR B H 3G a1 $T Il U HIT0 & AT § $ A1 DI HH B gbal 6 |

qpf CUS KK (Full Employment)

o WXHR WaHHG FATT H1af, neuRYd WA & fa@mryg aur shafie fafafial & MfRd HId ISR

% 3gYR g¢l Ihdt g
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4. 3T DI YA H HH (Reduction of Income Inequality)

o ATHINT A &1 IT gaTel H JHR MR TAT & o7 31T Y AYHATTA B! HH HIAT g | STD
faT gnfasita sura U Grarfe s A8 ST ST fHhar Sirar g

5. Iaryl &1 IfTd faazo (Equitable Allocation of Resources)

o TXHIR &, Wy, WHIU fd®ry, HN ayr AdsiF® Jiaursit ux g HIb MYl BT ITAT
TS STaHArstl & I=Y Bl g |

6. ofde fRyar (Economic Stability)
o YTHINY Hifa H#Y, srafie AT 3 3nfdfes IqR-TEIa B HH HIT & Ig1adl HIl g |
7. ﬁfﬁﬁ GE Y] (Capital Formation)

o TXHI AW quT FSH FaY &1 WarRd &I ard Iwal ¥ Yot AT ggar g1 9Y I
AT Ud e nfie fawra o agrar a8




8. Hﬂﬁ'fa REICRCEIES] (Balanced Regional Development)

o TXPR MUTS & H MURYJ Jfaursfi & [dw1yg qur Hdw WAe=l & 9y 9 &=419 rqar=arsi
® HH B gHdl g |

9. QTATNI® BT (Social Welfare)

o RI&T, WA, W1 YR&f, W 3R AHIH GRE&T IR BT T F AT & o= wWR J R

g g |
10. 9dd fa®rg (Sustainable Development)

o ATHIWY ifd & THT ¥ A BT FH, TATGR0T A& AR WHTdd @Yl & Ifad IuAIT
@ Marfed foar o 9 ar g |




ISTHIYTY A & SUBIT
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®HX (GST) |
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Mgy fid 9% g




2. gravfA® Y (Public Expenditure)

SIS AT ¥ AT GBI G UMY, &1, WA, &0, 1URYT AT aUT SATuHRt s o feu 7¢ wd 9

g
TP UETE UPIR &
e - XX Y (Revenue Expenditure)

° - tIGﬁ‘TH Y (Capital Expenditure)

A8W: AW ® T W AT & ATIR T¢d &, AT AT gidl & AR G dI IATed &7 # i & ol 5l
3. gIdsfAe B (Public Borrowing)
Od GYHIR AT AT B Ifd & AT T & a1 Ay ¥ $0 0 HI< g, A I Aqrdof e B S 1 ol 7

3P W Ard GXE ufayfaar, T9d foa dur a18d Fu 8 IHd € |

Agd: WiaoH® B0 J Aerg gRasrst & AT 9 Iuasy §idl g1 dfe= JAf® B 94 ¥ =S YT s B JH1H
HT YR 9¢ IHdl g |



4. 9ic &1 fagaivo (Deficit Financing)

o U WXGIR & A A &I ga-l ¥ I¥P I9W Ud g War gaf gidt §, d d9ic uic & Ay & fau Ay awisi
BT T fHar wrar 3|

o ST IYUR 071 a1 & URRUTAA & 9¢ g&1 g9 ¥ faqwwo ;wAa g I&ar g

A8 el & 99y g8 onffw wfafafyal &1 ggv ¢ &ar g1 uig A Afc® Ay § AgMs 967 &1 @a Xgdl g

5. gocig Atfd (Budgetary Policy)

o TUT WIPR P JIAHT Wiadl vd g7 &1 a1fffe fa<iia fAavo 81 9% THT F IBIR B, WaaHD I, IUR AR AH1H
&t mufrearst & FuiRo s 1

AgW: gocrg Aifd ¥ dwryl &1 onded, snid¥e famry awr fa<ha sigzmyas gRYT &7 § ggraa fHad g1

6. gfeqs! Td gXdidrul YAl (Subsidies and Transfer Payments)

o ISt & WIegw ¥ WXHR §3 axgsf, garsht a1 onffe nfafaferal & @d &0 HI7 ° Igrad &I g1 WA YIar=i d T
Ffaaal @ & S aret 9, AR SR FRITHIR FETgdr W B

A8 37 I ¥ FHASR I HI Ggradal Hadt g T axg® Jarsii d& Ugd dgdR sidl ¢ |




SIS I Hifd & UopR

ITHIST Ry F ugE e Aufafeg g

1. faxaRardt IS Wa Rfd (Expansionary Fiscal Policy)
o T HYTIRM H AT g, IVIAME 9 G & I Fd AT & &, 99 AwRaAd Iasisty ffq srgwg st g1
ggE IUI:

o - IIFHIY AT U 3G HIAI

o - AIYHAIIR S H HH HIATI

o - WAdWR® MAY T

o - uRa ud wawidl & @ferd snfie wgraa g
THIT:

o - T HW A g Al B

o -AVMI F 3HIYI 9¢ IFHd ¢ |

o - 3T TI AIAY & Mg d Had & |

o - AYMNP (AT T I9¢ °rer dUT HEMS 9¢ Idhdl gl

IER: YT At & ST IBIR USH, §d UT g MU Yd AXIeff ux oifiws &g HI«dl g8, IY AWM I AT It ¢ |



2. ﬁ?ﬂ-‘-ﬁﬂﬁ TSI (Contractionary Fiscal Policy)

o IF JJHTRI & FA AN AT Tg Tal g X AGMS HI AT IUA 8Idl §, A9 YHIAABIN AABINT Afd AT M FHll

gl
ggE IUY:
o - UIDHII Y ¥ HHI HIAT U1 IY WifHd @I
o - IMAWSHATIIR $8 B § gig ST
o - PO UCl-lAAUIfNT gl g MIFT B
JHIT:
o - T AT HA T & AW ITPI gig Wfora et 21

o - AIT-IAT AT U MIFIU F Fgrgdr Ad g

o - AT AHTT ¥ NS [AHTH I AR gUIfdd g 9FHd 5 |

o ITIEI: HARH AT & HIRU AZMS §¢+ U WRBR $S U A gfg S g I R-I® N AT I 33T HIA g



3. de A& INg Aifd (Neutral Fiscal Policy)

o TCR JVHIHY HIfd T ITT JdHTRT # TIHI d0lc & AHH ¥ §8 WX UR TR a1 a9 &I &
ST AU <ty fRYIAT §918 IQ@1 g |

PEECCRCRINGILE

o - ®HX UG TIHIN O H JHATIT: RN 91T IQT|

o - ¥ fAd®mrela Uiared 1 ufddy d 9911

o - 3% U fa<ita Tgad ux &rq 1|

o T HIfd &1 o1df g5 A% § f& 9uic | @is gRadqd &8 g e aRfUfaTl & sIgaR IR T9w@
ud g ¥ yRad= g 9&dl g |

4. fagmretT 9oty i (Discretionary Fiscal Policy)

o I WXFHR fdFd uRfUfAal & AFUR AT-TFAFHI HA a1 ao® FF § gRadd H3al g, a 39
fFa@rdia ITHdy Ffifa F8d gl

ISR Tl & GHY WIBIR AR Yo7 & [T 78 Faoi—e FI A1 HI GIY0T S ¢ |




5. Wgarfard RITHRS (Automatic Stabilizers)

o WoIferd fRUFBIRI® Foic ot VA FATRIT ¢ of Adgawn o yRRUTA & geaa g fa=r fe
Tt Fifanag Avia & wd: gfafear s g1

JalgXUl:
o - UTfARNT MBI IR
o - Ud Tfgddl &I SIS Aa el TgTadr, el Ul AT A7 & |

Hal & gAY AT gcd ¥ B UIqal $H 8 Ihdl & 3N U Afaddl @l iU 19 ard iy 9§ & d
g1 399 gRaRI & HIUfad R $d AN I 9T Haar g




TGRS UIaI0T A ISH IV Aifd BT a8

JSeHg Afa sggaral & ard, Ay, [ ok fawry Je e il & gurfad w3 g

1. Fow g4t Avfa. &3 g3 td Moy Mg T saaral & fadR & yHIfad #3d g |

2. IATEGH AId: HX, AfeTa! 3R ATURYT FAUTd I a1 d! gHIfdd Ht g |

3. SUHIET AMT: HI & aRTdT I STUHTIS B ST 31T T Hafad dead g |

4. AV YIB! AT Y T TH AT AR IUH 8 Hdl g |

5. AM® fAHr: Frave Fow vd aftra demss ST & fAwg ¥ 9ga® 8 9&d § |

6. IS fayiw: RR Td srqmfaa Aeivtg Fifa el argaiie ars-rs § ggrad
HIl g |

7. DI AUIAT: AT DI A HR BIIAl, d@ih= G4t ragwarsi qur fa<irg [Haar &1
QT BT Il g |




BN Hifd & HaTe

JoeYg fifa o ygw gt Agfated §:
1. Fifaal & Fafo vd fearags § 999 dd g
2. 3o afvfyfaal &1 9g srga= a1 &6 8 IHar g |

3. AAYH GIHTA B A A< HIR 9¢ ST 5 |

4. FTURT T q AEMS d¢ IHal 5

5. Jofde gard g9ty Fofal & gurfad &3 Iod g1
6. S Faw vd IUUIT HHWR 811 U Hifd B1 guTa AT I8 IHar g
7. AP IIHTH I T S S U <919 US gHdl g 3R fAsh Faw yHifad g g&a 5|
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