Government Budget
and the Economy

We tntroduced the government in chapler one as denoting
the siate, We staled that apart from the private sector.
there ts the government which plays a very importani role.
An economy In which there is both the private seclor and
the Government i1s known as a mixed economy. There are
many ways in which the government influences economic
ltle. In this chapler, we will imit purselves to the functions
which are cartied on through ithe government budget.

This chapter proceeds as follows. In section 5.1 we
present the componenis of the government budget o bring
oul the sources-ol government revenue and avenues of
governmenl spending, In section 5.2 we discuss the topic of
halanced. surpins or defiett budget 1o account for the
difference beiween expenditures and revenue collection. [l
spectfically deals with the meaning of dilierenl Kinds of
hudeget deficils: thelr implications and the measures (o
contain them. Box. 5.1 deals with fiscal policy and a simple
descriplion of the mulitplier. The role the governmen! plays
has implications for its deficils which further affect 1ts debi-
what the governmment owes. The chapter ¢ancludes with an
analvsis of the debt issue.

- 5.1 GoversMENT BunGET — MEANING AND 175 COMPORENTS

There 15 5 constitutional requirement b Iudia (Artgele 112) o
present before the Parltament g statement of estimated recetpis
andl expendliures of the government in respect of every financial
year which runs from 1 April (o 31 March. This ‘Annual Flnancial
Statement” cons{itutes the main budget document of the
EOVernment,

Although the bopdget document relales (o the recelpls
and expenditure of the government for a parficular linanctal
year, the impact of it will be there in subsequeni years.
There is & need therefore o have wo accounis- those that
relate to the current fimancial year only are incloded in the
revenie accouni (also called revenue budget) and those that
concern the assels and Habilittes of the government into
the capital account (also called capital budget). In order (o
understand the accounts. i 1s imporiant to first understand
the objectives of the government budgel.
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5.1.1 Objectives of Government Budgst

The government plays a very Impartant role m increasing the welfare of
the people. In order (o do that the government intervenes in the economy

n the lollowing ways. s
Alloeation Function of Government Budget ff_,p"\-.. -

Government provides certain goods and services which cannot be provided
I the markel mechanism Le. by exchange belween mdividuzl consumers A~

and producers. Examples of such goods are nattonal defence. roads. 1
governmenl administration ete. which are referred o as public goods.

Te understand why publie goods need to be provided by the »._75 S
governmenl. we must undersiand (he dillference between private goods i "J
sguch as clothes. cars. [ood ttems ete. and publte goods. There are two & , p
major dilferences. One, the benelils of publlc goods are avatlable Lo all \ ) ! [ _'.f
and are nol only restricted to one particular consumer. For example. 1if -~ ,.,[ -

a person eats a chocolale or wears a shirt, these will niot be avatlable o / . }
others. It 1s saul thal this person’s consumplion stands in rival =Y ’ .__,/

relationship 1o Lthe consumption of others. However. I we consider a /% | ==
publle park or measures to reduce alr poliutton. the beneflts will be “\ L—-__
avallable to all. One person's consutiplon of a good does not reduce the :”_—“‘- o~
amount avallable for consumption for others and so several people can g /":-:_ -C;- <
cxjoy Lhe benefits. that 1s. the consumpuon of many people 1s nol t:'r . .
‘rivalrous’. \ St
Two. In case of private goods anyone who does not pay for the gonds Yo s —
can be excluded from enjoying iis benefits: If you do not buy a ticket. « K __:*-.. ——
vou will not be allowed (o watch a movie al a/local cinema hall. Floweves, =N F -

In case of public goods, there 1s no feastble way of excluding anyone X -4 i/

from enjoying the benefits of lhe good. That is why public goods are . 7 -\ -

called mon-excludable. Even If some users do nol pay. 1t 1s dilficult and o -

somelimes Impossible to collect [ees for the publie good. These non- .

paving users are known as ‘free-riders’. Consomers will nol voluntanly /
= -

pay for what they can get for free and for which there 1s no exclusive {

utle o the property betng enjoved. The Iink between the producer and | _ .- ;
consummer which occurs through the pavment process Is broken and the J .é :
government must step in o provide for such goods. f -
There 1s. however, a difference beiween publie provision and publie - '.\"ﬁ%\? ;
production. Public proviston means thal they are [inanced through the _ / \
budget and can be used withont any direct payment. Public goods may \,J"‘

e produced by the govermment or the private seclor. When goods are 1, <
produced directly by the government 1L is called public production. ’

Redistribution Function af Government Budget

From chapler (wo we know that the lotal natlonal income of the country
goeys o elther the private sector, that 1s, firms and households (known
as privile tncome) or the government (known as public Income), Out ol

privale Income, what finally reaches the households 15 known as personal
tncome and the amount that ean be spent 15 the personal disposable

meome, The government sector affects the personal disposable tncome
of houscholds by making transfers and collecting taxes. It is through

this that the governmenl can change the distribution of Income and
hring aboul a distributton that s constdered falr” by soctety. This Is the
redistribution function.
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Stabilisation Function of Government Budget

The government ay need (o cormect (luctuations in meome and employment.
The overall level of employment amd prices in the economy depends upon the
level of aggregate demand which depends on the spending dectstons of millions
of privale cconomic agents apart from the government. These dectsions, I turn,
depend on many faciors such as income and credit avatlabiliiy, In any period.
the level of demand may not be suflivient for izl viilisation of labour and other
resources of the economy. Since wages and prices do not (ail below a level.
empioyment cannol be brought back to the earlier level aulomatically, The
governmenl needs (o ntervene o ralse the ageregate demand.

On the other hand. there may be times when demand exceeds avatlable ootput
under conditions of igh employmenl and thus may give rise 1o thilaiton. In
such sttualions, restrictve conditions may be nesded (o reduce demand.

The thterventon of Lthe povermmenl whether (o expand demand or reduce 1t
constitutes (he stabilisation function.

5.1.2 Classification of Recelpis

Revenue Receipts: Revenue recelpts are thiese recetpls thal donot lead w a
clatm on the govermment. They are therefore lermed non-redecmable, They are
dividesd into tax and non-lax revennes. Tax revenues, an timportant component
of Tevenie recetpls, have for long been divided into direet taxes [personal tncome
tax) and Arms (corporation tax), and indirect Laxes lke exclse taxes (dulles levied
on gooids produced within the country), customs dulies (taxes tmposed on goods
importerd into and exported out of India) and service tax', Other direct taxes ke
wealth tax. gift Lax and estiate duty inow sbolished) have never brought m large
amount of reverme and thus have been referred (0 as "paper Laxes .

The redistribuition obhjective 1s sought to be achieved through progressive
income taxation, in which higher the tncome, higher (s the tax rate. Firms are
taxed on a proportional basis, where the tax rate is a particular proportion of
profits. With respect Lo excise (axes, necesstilies of e are exempted or taxed at
low rutes. comforts and semi-luxunes are moderalely taxed, and luxunes. tobacco
and petroleum productsare faxed heavily.

Nofrtax revenie of the central governmient mality consists of inlérest receipls
an account of leans by the central government. dividends and profils on
tnvestienis made by the govermument, fees and other receipls for servioss readered
by the government. Cash grants-in-ald from forelgn countries and inlernational
orzanisations are also included.

The estimates of Tevemie recetpls Lake into account the effects of Lax proposals
made tn the Finance Bul®,

Capital Recelpts: The government also Teceives money by way of loans or
from the sale of 115 assets, Loans will have to be retomied (o the agencles from
which they have been bormowed. Thuas they create Hability. Sale of government

assels, lthe sale of shares in Public Sector Undertakings (PSUs) which ts referred

"Thie Dadis Tax aysicm wiinessed o dehmulie chmue el ihe inimuetion of (e OST
Flowels anul Cervies Tay) whizh enceqpEs=s ol ooy anil servines ol wms B mplemmented iy
e Centee, 58 siidesand 7 1nlon femiockes: e §Jahi, 2007

YA Fhanoe Hill, presetifod Al vl the Annen] Firsmeial Solement,  provides tciaiis on the
i o, wbsalition, el allembon or megluleliml of s jroposcd 1 the Bradget.
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Chart 1: The Comporments of lhe Geperimerd Budgel

Lo as PSU disinvestment. reduce the tolal amount of fnanclal assels of (he
government. All (hose recelpts of the governmentwhich create labilily or reduce
Nnanctal asseis are termed as caplial recetpts. Whien goverimment takes [resh
loans 1t will mean that s future these loans will have to be returned and tnterest
will have Lo be patd on these loans. Stmtlarly, when governmenl sells an assel,
then 1L means that in (uture (s earings [rom thal assel. will disappear. Thus,
these recetpts can be debit creating or nor-debt creating.

5.1.3. Classification of Expenditure

Revenus Expenditure

Revenue Expenditure s expenditure incurred for purposes other than
the creatton of physteal or-financial assets of the central government. It
relales to those expenses mewrred for the normal functioning of the
governmenl deparimenis and vnﬂnuﬁ serviees, inlerest payments on
debl incurmed by the government. and grants given lo slale governments
and other parties (even though some of (he grants may be meant for
creation of assets), VAN _

Budget documents classify lotal expenditure inlo plan and non-plan
expenditure’. This 15 shown In ttem 6 on Tahle 5.1 within revenue
expenditure. a distnelion ts made between plan and non-plan. According
1o this classification, pIan revenue expenditure relates Lo central Plans
(the Five-Year Plans) and central asststance for Stale and Union Terrilory
plans. Non-plan expenditure. the more tmportant component of revenue
expenditure, coyers a vasl range of general, economic and soctal services of the

A viade wpabisl this kind of clossifeaiion hos bred pol forih oot grovund. thad 1L has
led ko, pn increaping tendeney 1o wiark pew schowes/prejects negleciing matntenance of
cristing capurily und service levels. 1L hps alss fed 1o the misprreeplion thsl son-plon

expenditur iw inberenily wesiciul, m;h'rrll:l:r afiegting rmzpuree alipcnfion in sopis! sectors
libe educalion and hewlth where salory couprises o fwportant clement.
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government. The main ttems of non-plan expenditure are nterest payments,
defence services, subsidies, salaries an pensions.

Interest payments on market loans, external loans and [rom varions reserve
funds constitute the sigle largest component of non-plan revenue expenditore.
Defence expenditure, 1s committed expenditure inthe sense that given the national
securty condeins, there exists Hille scope for drastic reduction. Subsidies arean
impartant policy instrument which atmet increasing welfare. Apart from provieing
mnplicit subsidics through under-pricing of public goods and services ke echication
and health, the govermment also extends subsidies explicitly on ftems such ns
exparis, Interest an loans, bod and fertlisers. The amount of subsldles as a
pereent of GDP was 2.02 pereent in 2014-16and ts 1.8 pereent ol GDPIn 2015- 16,
1 percent in 2018-19, 3.6 percent in 2020-21 and 1.2 percent in 2022-23 (B.E),
Capital Expendifzre
There are expendttures of the government which result s creation of
physical or financial assets or reduction in financial dabiities. This
includes expenditure on the acquisition of land., bullding; machinery.
equipment, investment in shares, and loans and advances by the central
government to state and unton termitory governments, PSUs and other
parttes. Capital expenditure i1s also categorised as plan-and non-plan in
the budget documents. Plan capital expenditure, ltke its revenue
counterpart. relates to central plan and central assistance for state
and unlon terftory plans. Non-plan capital expenditure covers varions
general, soctal and economic services provided by the government.

The budget 1s not merely a statement of recelpts and expenditures.
Sinee Independence, with the launching of the Five-Year Plans, It has
also become a significant nattonal pollcy statement. The budget, 1t has
been argued, reflects and shapes, and 18, in tum, shaped by the country's
ccononiic life. Along with the budget. three policy statements are
mandated by the Fiscal Responsibility and Buddet Management Act.
2002 [FREBMA. The Medinm-ferm Fiscal Polloy Statoment sets a three-
year rolling target for speciic fiscal indicators and examines whether
revenue expenditure can be financed thruugh revenue receipts on a
sustamable basts and how productively capttal recetpts tncluding market
borrowings are I:lrl.ng utilised. The Fiscal Polley Strategy Statement scts
the priorities of the government in the scal arca, examining current
policies and Jostiying any deviation in important fiscal measures, The
Macroeconomic Framework Statement assesses the prospects of the
economy with respect to the GDF gn:rwth rate, fiscal balance of the central
govermment and external balance®.

'5.2 Bavancen, SurpLus anD Dericir Buncer

The govermment nuiy spentd ansamount equal to the revenue it collects, This 1s
Jkniowm as 7 balanced budget. If it needs to incur higher expendtture, 1t will have

"Hox T2 ok o biricd arcoamit. af thim legtstareoti anod fs mmplicaton oy Govermomend
finanens

The 200500 (nding Budded introdueed o wniement bighliphting the gender sensitivities
ol the budgeizey allocutions, Geoder budgriing is an exercise o tmoslole the stzted gemder
commitments ol e godernment B bodgeiaey colmitments. myvolenyg specinl nitintives
for empowening wumen and exzsmaalon of the ahiEation of resourmres ailoeated nr women
A the mpracd ol |:-|1.I:H-.- s TR AT g e T |:u1h'1.r: of Wie gineerTemmien ] on Wi, Thie WML
07 budiget: endorged the: carficr=iatomel
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to ratse the amount through @xes i order o Keep the budget balanced. When
tax collection excectds the reguired expenditore, the budpet s said o be in
surplus. However, the most common leature Is the siteation when expenditure
exeeeds revenue, This 1swhen the governmient runs a budget deficit,

5.2.1 Measures of Government Deficit

When a government spends more than 1t collects by way of revenue, It
incurs a budget deficit®. There are various measures that capture
government deflett and they have their own implications for the cconomy.

Revenue Deficitz The revenue deflclt rofers to the excess of government's
revenue expenditure over revenue recelpts

Revenue defieft = Revenue expenditure — Revenue recelpts

Table 5.1: Hecelpts and Expenditores of the Ceniral Government, 2022-23 (R.E.)

i | 1A= per cént of GDI}
1. Revemse Heortps foth) &5
i) Tax gevenue (et of stpies' shard 75
(] Non. o revemie 140
2 Pevemie Expenuiiure of which 124
(i) Irelerest piyment= a8
(bl Major subsidies: a2
¢)  Ihlenee expuriicdiiiire 0ng
3 Roventie Deltoif 2-1) 34
4 Captiol Reeopts atbec) of wioeh 6T
ja) Iterovery of loans . . 0l
(b} Othser reeetpls (mamly PSUY distnvestment) 0%
(€] Borrowinys and olher libilites 5.4
5 Capital Expenditire 29
6 Non-debt Hecetpls a4
[ +3dai+4eh)|
T Tolal Expemilibere 153
[2+5=Tial*7(h]
{al Plan expemdiinre _
M Non-plan expemdiinre =
A Fiscl delion [7-1-4 (a4 B4
8. Primary Delictl (8- 28
Senree: Ervinormk: Siwey, M2, T Publle Sector Underinkimg

Item 3 tn Table 5.1 shows that revenue deficit in 2022-23 was 3.8 per cent
af CDP. The revenue defictt inchades only such transactions that affect the current
income and expenditure of the government. When the government fncurs a
revenue deficit, it implies that the government is dissaving and is using up the
savings of the other sectors of the economy to finance a part of is consumption
expenditure. This situation means that the government will have to borrow not
only to finance its investment but also Its consumption requirements. This will
lead to a build up of stock of debt and interest labilittes and force the government.

"More formally, iU refers (o (he exeesd ol lotal cxpendibure (bolh revenoe ond capdial)
ayer tolal reeeipis [bofh rovenoe and capitall. From the 17058 bodgol. the praciice of
by badpel defiell hoas been disconiineed @ iondby
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evetitually. to cul expenditure. Since & major part of revenue expenditore is
commitied expenditore, 1L cannat be redhiced. Oflen the governmient reduoes
productive capital expenditure or welfare expenditare. This would mean lowsr
growth and adverse wellare tmplications.

Fiscal Deflcit Fiscal deficit 1s the difference between the government's total
expenditune anid 1s total recelpls excluding borrowing

Cross fiscal defieit = Total expenditurs — (Revenue recelpls +
Non-debt creating capital recetpis)

Nom-debit creating capital recetpts are those receipts which are not bormowings
and, therefare, do not give rise to debt, Examples are recovery of loans and the
proceeds from the sale of PSUs. From Tahle 5.1 we can see that non-debt ereating
capital recedpts equals B.9 per cent of GDP, abtatned by subtracting, bormowing
and other Babilittes from ot capital receipts |1 =4(al+4(b)l. The Bseal defleit
therefore turn out to be 6.4 percent of GDP. The fiscal defictt will have to be
financed through bormowing, Thus, it indicates the otal bormowingrequirements
of the government from all sources. From the fimanctng side

Ciross fiscal deficit =Net borrowing at home + Borrowing from
RBI + Borrowing from abroad

Net borrowing al home inchudes that directly borrowed from the public
through debt instruments (for example, the vartous small savings
schemes) and Indirectly from commercial banks through Statntory
Liguiditty Ratto {(SLR)., The gross fiscal deflent 15 a key variable n judgng
the financial health of the public seclorand the stability of the economy.
From the way gross fiscal deflcil 15 measured as given above, it can be
seen thal revenue deficit s a part of fiscal deficil (Fiseal Deficit =
Revenue Defieit + Capital Expenditure - non-debt creating capital
receipts). A large share of revénue defictt In Ascal deficit indicated that
a large part ol borrowlng (s belng used to meet s consumption
expeniditure needs rather than investment,

Primary Deflelt: We must note that the borrowing regulrement of the
government Includes Interest obligations on accumulated debt. The goal
of measuring primary deficlt 1s to foous on present fscal imbalances,
To obtain an estimate of borrowing an account of current expenditires
exceeding revenues, we need to calculate what has been called the
primary deficit. It 1s simply the fscal defiell minos the inlerest payments

Gross primary deficit = Gross fiscal deficdt — Net Interest Habilities

Nef interest liabilities consist of interest paymenis minus interest
receipts by the govermment on net domestic lending,

| Bax 5.1: Fiscal Policy

One of Keynes's mam ideas in The General Theory of Employment. Inferest and
Money was that goverment fiseal polky shoudd be used (o stabdlbse the level of
outpul and employment. Through changes n s expenditune and taxes, the
ghvernunent altempls o ferense outpul and  Bcome atild sécks Lo dlobdise e
upes mrEd diwmis o the ecommony. o the proeess, fiscal palicy creotes oo surplus
[whicn totnl receipts exceod expemtitire) or o deficit budget (whien totnd expenditure

Repnmt I52435



excerd receipis) tiher thom o batanoed
burdgei (when expenditure cquals
receipts), In wimd follows, we study the
effects of intmducing the govenment
seclor [ oouf earller snolysis of Lhe
dietormmination of inooime

The government dircctly affects
the level of eqilibrium income in (wo
specific  ways  —  govermment
purchases of goods amd servioes (G)
Inercnse aggregate demund ond
taxes, and tronsfers offec) the ! ==
relation between ineome (Y) and :
dispesable incame (Y1) - the oaime :I:;:::ﬂmmu o Sl
avallible for consumption and Y
saving with (e houscholds.

We take taxes first. We assume thnt the governmem imposes tnxes: (o
do nof depend on income, called lump-sum taxes cqual to T We assume
throtghout the analysis that govermment makes a constant amount of

wransfers, TR . The consumption function is now

C=C +c¥D=T +d¥- T+ TR) (5:1)

whire Y0 = disposabile Incoan, =

We ninte that taxes lower disposable inceme and consumption. For instanoe,
if onr eams Rs | lakh and has 1o pay i WL000 i taxes, she has the same
disposiuble incame #s someane who earns Re 00,000 bul pays oo taxes. The
definttion of agiregate demand angmented (o include (he govemment will be

Ap=C +qy-T+ TRI+I+G (7.2)

Graphlcally. we [ind that the lump-sum (ax shifls the consumption
schedule downward in o porallel way and Hence lhe aggrégate demnnd
rurve-shifts in o similpr fashion: The imcome determinntion condition in
the product morket will be ¥ = A, which con be writien ns

Y=T +elv- 1o TR14G (591

Solvipg for the equilibrium level uj' INcome, wo gei
Y= *IITE-[E ~fT+e TR =1+ G i5.4)

Changes In Government Expendifure

We censider the effvets of mereasing governmenl purchuses |G keoping
inxes constunt. Whon G excecds T the governmen), runs o deficit. Beenuse
G ts o component of aggregate spending, planned aggrogate expenditure
will increase. The adgregite demund schedule shifts up to ALY, At the
Initinl level of outpul. demund excecds supply and firms expand  production,
The new equilibrium is st B, The mullplicr mechunlsm (described in
Chapter: 41 is in oporation, The governmemt sprnding ooedtiplier is deriver)
ns follows: _ '

Suppe=e G changes (o o new level (GFAGH amil as aresult Y changes (o g now

Jeewd {-I'.—kﬁ]"}; The new lovels of G amd Y canalso be pot o equotion 540




S u" +AY) =1—!-[E— T TR +14G +£-'G.J (5.4a}
el

Subtracting equation (5.4) from eguadion (D.4a) we ped

AY = ]_I EAG 15.5)
ar
AY 1
AC " T-¢ s

In Fig. 5.1, govornment expenditore inereases from G to G and comses:

equitibrimm meome (o morense from Yoo ¥

m. ﬂ“ﬂs - 'Iﬂ Ihm'
We find that a cut in taxes fncreases
disposable tncome Y — T ) at ol
lovel of Income, This shifls the AR g 2 Y=AD
aggregnle expenditure schedule e lslr o
upwards by a fractlon ¢ of the :
decrease in towes, This s shown in E A F G
Fig 5.2. :
From equiticn 5.4, wie can calentate
the fmx multiplier using the same
meihod as lor the government
cxpenditure. multiplicr.

L T ¥

e - s
AY¥ -—.Ef—ﬂ (AT) BT Effect  of Higher Govgromeni

The tax mnliplice. Exprendiiire

= “'1”' =T (5:8)

Hﬁ‘nnﬁc a inx it [Im'.rmsr] will
CHUHE A IncTeE {rmlm:lmu} i Al
comnsumption and oulpul, the lax
muliiplier &5 3 tegative muluplicr.
C&mpufhtg_nluuiﬁm“ {7.6] amd (5.8).
we find thot (he tho multiplier s
sfmpdler Ik nhaolute valoe compansxd
o the governmenl spending
qammltiplier. This is becouse an
InCTERse 10 governmeiH: spending
directly nffects total spending
whereas taxes enter the multiplier T Ve Y
- process through thetr mpact on. | pig 5.3
dispasable  Income,  which
infliences household consumption  Effect of a Reduciton o Taws
fwhich 45 o part of lotal spending).
Thus, with a AT mducilon in taxes, consumplion, and hence lotal speriding
Increises in e fimst instanice by cAT. To anderstand how e two multiplicrs:
differ wee eonsider the Gllowing exomple.

Y=4

CEl+G -

“""i."-ﬁ_ﬂ:—cr
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EXAMPLE 5.1

Assume that the margnal propensity tn consume is 0.8, The dovernment
expendiiure multiplier will then be

1 1 1 ,

—C = T—"ﬂ.g =-u'2 = 5. For an
dnrTense I Ewormmenat spending by
100, the equilibrivm, income will
itnmuhf.ﬁﬂ}[—f_l-_—'crﬁ{}=5 «*100) .

The tax multipller is g by
= _ 08 _-08_ .,
T-c~ 1-08 - 02 '

A lax cul of 100 [AT= -100) will
inrrease oguilibrinm income by 4001 ‘
Thus, the equilibrium income Wi o M pooy mon oging’ Sipes!
Inerehses (n this ciase by less (han  MeosiE B wipe off Ws wars.

the amount by which Il inereased

wiler a4 G increase,

Within the present framework. if we take different waloes of the marginal
propensity io consume and calculate the valies of the two multiplicrs, we
findd that the lax muliiplier s always one less tn absolule value than the
government expenditure multiplier. This had an ifleresting imiplication. I an
Increase In government spending (s matched by un equal increase in lixes,
so thot the budgel romnios bilanced, onipol will rse by the mnoont of the
incrense in government spending. Mcﬁngtm:fw:lpnllﬂrmulﬁpﬂmgtws
The balanced budget muluphier = %— w]— T:E ITF—- {549
A batneed tdgger mmitiplicr of unity implics tha o 100 inerease in G finonees),
by 100 increase in taxes increases income by just 100, This can be seen from
Exampie | where an inerease in G by 100 increses output by 500, A tax
Ineresse would reduce neotne by 400 with the et inerease of income equul
lo 100, The equilibrium {ncome m[quluthc‘f&mlﬂmu:ﬂmiuuuuﬂuﬁui
in ooperiod sufficiently long for afl the roumds of the muiiipliors (o work
themselves out. We find that ot inerenses by exactly the amount of
mnereisetd G with oo dnduced eonsmption spemding due 1o increase i Lages.
To see why the balaneed budgel multiplier 5 1, we examing the multiplier
process. The increase in goveérnment spending by o certain smount mises
Ineome by Lhat amounl dimﬂ_i}' uind s foidireetly throegh Uie soulipller
chuin increasing moome by
AY =AG% ARG+ FAGH . . =AG |1+ &=, ) B
Hut the nx increase oply enters the multiplier process when the ot i
dispasable inrome rodices consumption by ¢ times the mduction in taxes.
Ths e L'I'fm am e of U tax inerese @ given by
AY =— AT~ GAT+. .. =-ATle+ & +.. ) (5.11)
The dilfervice betworn the two gives the net elfect on ncome, Simee AG =
AT, o 510 and 5.1 1. we get A¥= AG, thal Is, income Inereases by Uy amoun

by which government sponding nereases ond the balaneed budget multiplier
Is unity. This nuiltiplier can aléo be derived from equation 5.3 oy follows




! walue of the multiplicr with

{

AY = AG + c(AY - AT sinee Investment does not clemge (Al = D)

(5.12)
Smee. AG = AT we bove
AY  1-¢
AG ~Y—¢ =] 15.13)

Case of Froportional Toxes: A more realistic assumption would be thot the
povermment colleets o constunt fractjon, £ of income o the form of Lixes s0
that T=1tY. The consumption function with proportionn] axes s given by

C=C «clY - i¥=TR)=C +¢
(1=t ¥+ cTR AD| Sl
E.14) FAD=C ey 4146 |
We pote that proportional faxes not -
anly lower comsumption al each
level of ineome bud als Lwer the
slope of the constimption lunctlon.
The mpe mut of moome fails to ¢ (]
= ), Thr new agdvegate demanid
schedule, AIX, has a lager |

F=Coefl-t¥+1+0G

interoept bt 1s Battor as shown in S 3
Fig 5 - N

Fig.58
Now we have Gavernment  and  Aggregate  Demand

AD=C + 1l - Y+ cTR + 1+ G (proportional taxes moke the AD schedule
= A +~dl-uy 515

Where A = sutondmous expetiditdre and equals € + ¢TR + 1+ G. Income
delerminntion condition in the prodoct marleet s, ¥ = AL which ean be wrillen
an

Y=Ascll - gy {518}
Sofving lor the tquilibrivm
level of foenme Abl

'f'=‘q1?ﬁ 15.17)
do thot the muliiplier i given s
by AIY =C+ ol =Y+ 1oV

AY 1 -
AR T T-ar-n B8
Compnring this with the

TAD = C4 el -V a4 6

lump-sum laxes case, wo find
that the value has become
drmaller. When iticome rose s |
a result of an incresse i | Fig. 54
government spending o the
cast af lump-sum  laxes,

‘1; _————
lq: -

‘l

fnerense. o Gorormment Expenditure (unttf
proporitomal taxes

Repnmt Z2435




consumpiion increased by «©

times the increase In income. AD=Y
With  proporilonal  Iaxes, AD| .
cotisumplion will rise by less, (¢ _ A =C+efl - 0¥ |
= et=e |l - ) times e ncrense b +I+ G
i ipeome. 2 /
For charges in G, the multiplier - “TAD=C+¢fl - Y+ 1+ G
will now be fiven by A
AY =AG +¢c(l - gAY (5.19)

1 ; ,
aY=Teaop e B Y ¥ ¥

The meome ncrecases [rom 1 Fig.55

to ¥ as shown in Fat 5.4, .

effect ke sn inercase tn  ROE

propensily 1o consume as

showti In Fig. 5.5 The AD curve shifls up to AD'_ Al Lhe initial level of
mocome. aggropnle demond for goods excecds outpud beconsc (he e l.
rr:d;lrliﬂn causes mereased consumption. The pew higher level of moome
Is Y.

EXAMPLE s B2 _

In Example 5.1, if we take o tox mude of (.25, we find corisumpion will now
rise by 0,60 (e (1 - 1= 0.8 % 0.75) for every uni), ingerensse in income nstead of
the carlier 0.80, Thus, consumption will increase by less than before. The

government expenditure muliplier will be 77 t':i i 1_-1"}'5- = -E%EI'=H.E
which is smaller than that obtaimed with lump-sum taxes. If government
expendilure rises by 100, output will rise by the multiplier (imes the rise in
goverament experidilare, that is. by 2.5'% 100 = 250, Thiss smaller than the
inercase it output with lomp-som- taxes,

The proportional income tnx, thus, acts as an antomsiic stabiliser — a
shock absorber because # makes t!__,tap'-_wnb:lc imtome, snd thas constomer
spending. less sensitive to fluctuntionsin GDP. When GDF rises. dispasnhle
mcome #iso rises but by less (han the msc in GDI' because a parl of if is
siphioned off ns taxes: This belps limil the uapward fluctootion i
consumption spending. During o recession when GDP falls, disposabic
income folls less: shorply, mﬂ_t':nnsumpti:m does nat drop as much as i
oberwise woudd hove fnllew: had the ax: linbitity been: fixed. This reduoces
the @l i aggregale demmnd und siabilisss the ceoncmmy.

We note thil Ihese fiscal policy instruments can be varied (o offset the
effects o undesfzble shillis In' Hvedtment dematid. That s, i investment
falls from I to I, governmetil spending can be ratged from G, to G, so that
auntonomous expenditure |C + [ + G, = C# [ + G} and equilibrium income
remain the same. This delibernle action o stabilise the ceonomy s ofien
referred (o as discrationary fiscal policy to distinmish |l from the inherent
automatie stabilising properties of the fxeal system. As discussed earller.
praportionil tixes help to stabilise the economy against upward and

downward movements. Welfare trunsfers also help 1o stabilise Income.




During boom yeirs, when employment Is high, lax receipts collected o
finnnce such expenditure increase exerting o sinbilising pressure on' high
consumption spending: convorscly, doring a-slump, (hese welfare
payments heip susiom consumption. Further, oven ithe private sector hns
butlt-in stabilisers, Corporations maintain thelr dividinds m e Fate of a
chunge |n meome in the short run and houscholds try (o mainlaim their
previots Ivingd standards. All (hese work as shock absortwirs wilhoiil (he
noed for any decision mokor o take acdon, Thoi is. they work
nufomationtly. The buili-in stabilisers. however; reduce only part of the
fluctuation In the ceonomy, the rest must be tiken eame of by deliberate

policy bt kative,

Transfers: We suppose that instead of mising dovernment speniding in toods
snid serviees, govermimenl increases transier p:qji’;rmmlﬁ. TR . Autonomous
spending A, will merease by eA TR | sy outpat will tise by less (han Uie amount
by wihiteh I Bvereases when government expenditiire ficrenses because o part
of any mervase in (runsior payments is saved, Using the method usad cartier

for denving Hhe government expenditure multipier amd the taxation multiphor
the cliange in equilibrhom necome for a change in tmmsfers s ghvon By

A¥ = T_—E-a.'m [5.21]
i
AR = T=c - - (5.22)

EXAMPLE e 5.3
W suppose thnt the morginnl propensity (o consume is (175 ond we hove
lump-sum taxgs, The change in equilibrium income when government
purchnees iereise by 20 is glven by AY= ﬁﬁﬁ =4 x 2= K. An

incgrpst m ansiem of 20 will raiso equilisthm income By AY =—I%ﬂ.m

=4 x 20.= B0, Thus, we find that mcome merenses by less than i meressed
with @ rise in goyernment purchases.

—_—

Debt

Budgetary deficlis must be financed by pither taxation, borrowing or printing
maney. Governments luwve mostly relicd on bormwing, ghving rise to what s
callerd government debt. The concepis of teficits and debl are elosely relsted.
Deficits com’ be thought of ns o [Tow which add to e stock of debl 1T the
government contimes (6 borrow: yenr nfter: year. it eads o the aeccenmmuistion
of debt and the goveormment has to pay more and more by way of interest.
These interest payments themsehves contribute: (o the dobt.

Perspectives on the Appropriate Amount of Government Debi: There
nre (wo intedinked aspects of the lssue. One 8 whelher government debt
s 0 burden and two, (e issue of foancing the debt. The burden’ of debt
must b disronssod keepiong? inoming  thot whot is troe of one smod] troders:
debf may not be true jor the government’s debt. and one must deal with
thie ‘whole' :ilfﬁ*mul:g fromy e “part”. Unlike aoy one trader, the government
con rafee preourmes hirough tasnlion and printing money
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By borrowing, the government transfers the burden of redoved
consmmption on fiture genernblons. This i beoiuse (0 borrows by issulng
bonds (o the people fiving al present bul may decide Lo pay ofl the bonds
same twrnty years later by maising tnxos. These moy be levied on the young
population that have just entered the work force. whose disposable income
will ggo down amsel henece consumption. Thas, mational savings, I was argued,
winld [zl Also, governmend borrowing from e people reduces the savings
avalluble to the private sector. To the extienl thal this fedices capllal
formmtion and: growth, debt pets as o Taorden” on fofore genermiions.

Traditioonlly, il has been argued that when o governmeni cuts tixes and
runs a budget deficll, consumers respond Lo thelr after-lax income by
spending mare. It s possible Uit these people ane shori-sighted and do not
understind the mplications of budget deficits. They muy nol reallse (Hat at
somie poinl In the fuldre, the govermmenl will have Lo Talse Lluxes Lo pay oll
the debt and acopmulated interest. Even if they comprehend this, they may
expect the fufure taxes to fall not on them but on future genemtions.

A counler argument Is thatl consumers are forward- fooking and will base
their spending not only on' thelr eurrent income bul alse on their expected

fuure ineome, They will understand that borrowing toduy means higher

inxes in the future, Farhern the consumer will be coneerned about future
genemations heeause they ame the childen and grandchiliiven of the presoni
generation and the family which is the relevantl dicision making unit,
eanlinies Weing. They would increase savings now, which will fully olfset
Lhe Inercased government dissaving b thal nodonn] savings do Aot clmnge.
This view is called Ricardinn eguivaience sfier one of the greates)
nincteenth century economists, Pavid Rieardo, who first argocd that in
the face of high deficits, prople save more- 1015 called “equivalince” becnuse
i argues thal axation and borrpwing are epuivalent means of financing
expenditure. When the governinent incTensos spending by barrowing toduy,
which will be repaid by (axes in the foture, it will have the same impaot on
the cconomy as nm Frcase ingovernment expendifure that is: inanced by
a Lax-increise loilsy.

It b offen been argued that 'debt does pol matter becanse we owe i
to ourselves’, This is becatse although there Is a transfer of resources
Between gercrotions, purchasing power remains within the naticn.
However, nny debt that is owed to foreignors imvolves n burden sinee we
have to send goods abrood cormcspending (o the inlerest paymenis,

Other Perspectives pn Deflelts and Pebt: One of the maln criticisms of
deficits s that (hey are inflattonury. This §s because when' govermment
Increases sperdling or culs faxes. ageregile demivid Incrdasen. Firms may
mot e able to produoce. ligher quantities that are being demanded at the
ongoing prices. Prices will. therefore, have to rise. However, il there are
imttilised resourees, ontput s held back by lack of demand. A high Gsenl
defieil s aceompankéd by higher demnnnd and freater oulput und, therefore,
need nol be bl

It has been argues) lhni ihem ts o decrease in mvestment due (o o redugtion
in the amount of savings available to the privaie soctor, This is boeause
the government decides to borrow from private clilizens by issuing bomuds to
finonee lts deficiiy, (hese bonds will compete with corporate bonds und other
firssriciil nstruments for the ovailable supply of fmds. 1§ some privale savers
decide o boy bonds, the fands remaining to be invested in privade honds will be
smaller. Thus, some private borrowers will get “erowded out” of the financial
markels as the govermmment Sladms on mereasing share of the econonmy's total
savings. However, nne must note (it the eonnomy’s fow of &avings snol peally
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fixed nnless we assume that Ineome cannol be augmented. I government deficils
suceced n Lhelr godl of ralsing production, there will be more income und,
therefore, more saving. [0 (his case, hoth governmen| and industry con borrow:
MOTE:

Alsa, if the government tnvests in infrastructure, uture JnETRIONS Wy
be beiter off, provided the retuen on such mvestments & geeatler thun the
rale of intérest. The sctiunl debl could be palid off by the growih 8 outpual
The debt shonld nat then by considered burdensome. The growth in debt
will have (o be judiged by the growih of the cconomy as n whole:

Deftett Reduction: Government deficlt ean be reduced by un fncrense in
taxes or reductlon in expenditure. In Indla, the government has been
trying (o increase Lk revenue with greater rellinee on direet taxes |indirect
laxes are egressive In oolive - they mpact ail ncome groups cgually).
There has also been sn stlempi to raise receipts throogh the sale of
shares in PSUs. Howoever, the major thmst has heen towards reduction
in government expenditure. This could be achieved through making
governmenlt selivitles more ¢fielent (hrovpgh beltér planning of
progrommes wnd beller ndminisiration. A recenl study’ by the Plunning
Commission has estimated that to iransfer Rel fo the popr, governmont
spends fs 365 in the form of food subsidy, showing that eash transfers
would leard to Increase (n welfare, The other way is to elvangge the seope
of the government by withdrawing from some n[ l_llr nreas where il
eperated before. Culling bBack governmend prograommes In vitil hreas
like agriculture, cdurnofon, bealth. poveriy alicviotion, elc. woald
adversely affect the coonomy. Governments in many countries tun huge
deficits forcing them (6 eventually put in p!m:l. self-tmposed constraints
of nol nereasing expendilure over pre- determined Jevels [Box 5.2 pglves ihe
main features of the FREMA'In India). Thesie will have to be examined kecplng
in wiew the ahove factors. We must motethot larger deficits do pol abways:
signify n more oxpansionary fiscal policy., The same fiseal measures can
give Tise to w lage or small deficil. depending on the state of the econsmy.
For example, if an cennomy exp:rimﬂ'n @ reerasjon and GDP Gils, ax
revenyes fnll becnnse firms ond houwscholds puy lower Luxes when they eafn
less: This means thod (he deficit increases in o recession and falls in o
bowrrm, oven with oo chongy o fiscal policy.

Pertirmenee Evalugtion of the Tangeied Publie Disfribution Seslem™ by the Prgnmme
Evalustion Drgenisation, Plennimg] Corpmissinm.
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Sumsmary

Key Concepes

-

L Publle goods, as distinel [rom private goods. sre colléctively consumed.
Two jmporiant footures of public gosds are — ithey ore non-rivalroes o thoi
ane person can increase her satisfaction frem the good withont reducing
that obtained by others and they are non-excludable, and there s no
feasible way of excluding anyone fram enjoying the benelils of the gopd.
These make W diffienlt to colleel fees for their use nnd private mmlerprise
will I gemeral ot provide (hese goods: Hemee, (hey must be provided by
the govermment.

2 The three functions of allocation, redistribution and sinbilisation opormte
through the expenditure and receipis of the govermment

B. The bifgel, which gives a Slatoment of the receipls und expenifiluee of the
governmont. s  divided into the revenue budget ond capitnl bodget o -

distingunish between current finaocial needs and investment o the country’s '% 1 ( AJ
L

1:apilﬂl slochk. -
& The growih of revenue defictt as o pereeniage of fseal deficil points fo o

deteriorition in the quallty of Eyvernment expenditire fvolving lower capiial _ ’ £
formatlon. [ [‘J“— 3 /

5 ['mportional taxes reduce the autonomous cxpenditure multiplior bocause »

"H.l
taxes reduce (the marginal propmsily o consume oul of lneome. -l’r A Lk"
& Public debi s burdensome if i redoces fitore growth o output. .

Public goods

Automalle stabiliser
Discretionary fiscal policy
Ricardlan equivalence

Box 5.2: Fiscal Responsiblility and Budget Management Act, 2003 (FRBMA)
In @ mult-purty pnrltnmrnm::j"-sga.lm_ clectoral concerns play an
impartant role in determining expenditure policles. A legishitive provision,
It is argued. ol s applicable o all governmedtils - present and future -
is likely to be effective in keeping deficiis ander conirol. The ennctmend
of the FREMA. in August 2003, mprked a0 (uming point, in liscal reforms,
blmling the govermmment through an institutional fmmework o pursue @
prudent fiscal policy, The cenfral government must ensure |nler-
‘generatioml equity and long-term macro-economic stability by achieving
sufficient revemite surplus, removing fiscal ohsiooles (o monelary policy
nnidl effective debl management by himiting deficiis and. borrowing. The
riufes under the Act were potified with effect from July, 2004,

Main Fealures

L The Aci matidiles e ceniral goverament o inke appropriats meosures
W redoee Macal deficit (o dol niore thon 3 pereenl of GDP aned to eliminate
the revenue deficit by March 31, 2009* and thereafter build up sdeguate
Tevemie surphis,

‘2. It requires the reduction in fiscal deficit by 0.3 per cent of GDP each

year and the revenue deficlt by 0.5 per cent. If (his is oot achleved

"Mils hias beet rescheduled By otie vear fo 2008 10, prifmieEly o aecounl ‘ol b shdfl in
plen preoties n @vour of evenue expeadiune - mieastee progmpeoes and schemes.
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through lax revenues, the necessary adjustment hons (o come from a

reductton o expendliare,

& The acfunl deficlls may exeeed the targels spocified only on grounds of
miltionn] security or naluridl calamity or such olher excoplional grounds:
ax (e central government moy specily.

4 The ¢enteal govermmmenit sHall nol Borow fom) the Rescrve Bk of ndla
execpl by, wiy of advanoes fo mect iemporiry cxcess of cash dishirsemenis:
over cash receipts.

6 The Heserve Bank of lndin must ool subscohe (o the prmary ssues of
central govermimend securitles from the vesr 2006-07.

& Mmsures tp be loken (o ensure greater (ransparency o Bseal opomtions,

7. The central government to lay before hoth Houses of Porlinment threo
statements —Modinm-term Fiscal Policy Statement, The Fiscal Policy
Strategy Statement, The Macrocconomic Framework Statement along
with e Annual Flonancinl Stalement

E Quasterly review of the tronds i oreceipis and expendilure g refation (o
the budget be pluced before both Houses of Parllament ]

The act applies (0 the contral govermment. However) 26 staltes hove
already enacted fiscal responsibility fegislations which have made the
rule based flsesl reform progrumme of the governmenl more broad
biased. Although the government his emphasised that the FREBMA is an
imiphoriant imsttitonal mechunism lo énsure fiseal prudence atd support
muern coonomic balanee thiere linve been fears Chot welfare. oxperiditure
may get reduced (o moet the targets mandofed by the Acl.

FREM Review Commitiee

[n the last thirteen years since the FRBM act was enscted, the Indian
vvonemy has gradunted 'to a middle Income country. At LHe Ume of
semactinent of the FRBM. there sas & genceral (hiking (hat Oscal rles:
were tetter thom discretion. However, since then the silvaneed countrices:
have moved away from this bt inindip, the government hes affirmed its
fith i the fiseal policy prineiples sol out in the FRBM. Therefore, thene
1 suppert for tetaining (he basic operationnl famewoerk designed in
2003 hut to revamp il W Ineorporile e clionging soenurio @i India ond
alsowith an eye for the fure pathe of growih - the msk tmt has been
huamided (o the FREM Reviow Commitice.

T -

Box 5.3: GST: One Nation, One Tax. One Market

Goods and Service Tox (GST) is Lhe single comprehensive indirect tax,
operalioni] from 1 July 2017, on supply of goods and serviees. right from Lhe
manufacturer/ service provider ip the consumer. W s o destination based

consumption lax with facility of Inpit Tax Credit in the supply chain. It is
applicable thmoughout the cotmiry with one mite lor ane type of doods /setvice
It hos prosldsninted o lorge number of Central and State toxes aml cesses. I
tus replicid large mumber-of faxes on goods ol scrvices levied dn prodoction)
aale ol goods or prowvistion of scrvice.

As there have been o numbor of intermediaic gnmiﬁfq-crvi.ceq which
were manufaciured/provided in the evonamy. the pre GST ax regime
imposcd tixes not an the value adeded ot esch stage but on'the ol vilue
of the commodily/service with minimal facility of ulilisation of Input Tax




Creedit (TTC). The tobed valoe inclicded toses pakl on inleimediale goods fsemvices,
This ammamnted (o cascading of tx: Under GST, the tax-is dischnred at overy
stage of supply and the coedit of tox paid at Lhre provious stage 1s avallnble for
st off ot the next stage of supply of goods and for services. 1 Is thus efectively
a tnx on value addition al each stoge of supply. In view of our lorge and fosl
growing ccotiomy, L addresses (o establish parily in taxation weross the
conniry, and extend principtes of ‘value- added faxmtion” (o all goods: anrd,
SSETYIEES:

It has replaced varlous types of laxes/ cesses, levied by the Central
and State /UT Governments, Some of the major taxes Ut wene levied by
Conire wire Central Exeise Duly. Seivice Tox. Centril Sales Tax, Cesses
like KRC wnd SHC. The major Sinle fonxes were VAT Siles Tax. Entry Tax.
Luxury Toax; Ocirol, Entertninment Tox, Toxes one Adveriisements, Taxes
an Lottery /Betting/ Gumbling, Stiate Cesses on gootls ete. These have
‘been subsumed 1o GST.

Five petrolcum products have beeti kept out of GST for Lthe time belng
but with possage of tme, they will get subsomed in GST. State Govermmenis
will continue to levy VAT on aleoholic liguor for human censumption
Tobacen and tebacrn products will attmet both GST and Central Exoise
Duty. Under GST. there are 6 (six) standarnd rates applied Le. D3, 3%,5%,
129 189 amdl 33% on supply of all goods and/or scrvices across the
cournitry. . '

GST is the bigdest inx teform in the couniry since independence, g
was Tolled out on the mid-night of 30 June/1 July, 2017 duning o special
mitdnight sesalon of the Parlament. The 101 Consttution Amendment Act
reecived assent of the President of India on 8 Seplember, 2016, The amendment
Introdiiced Article 246A in the Coristitution cross empiowering Parliament and
Legisbitures of Siates (o moke lnws with referenee to Goods imd Sorvice Tox
imposed by the Union and the States, Therealter CGST Aoy, UTGST Act s
SOST Avcts were enmcled for GST. LEI'IIJ'I:H simplificed the multipliclly of taxes
att gootls ind servives, The faws, procediires and mates of taxes across the
murm}rum!ﬂmdmﬂile[lhnsﬂudtﬂﬂmithcﬁm!mndlmmmtufﬁpoh
uni services aml created o common murlel i e country. U is Givoed) il
meiducing the cost of business opemitions snd casending effect of vardons taxes
on cansumers. It hos also reduced the overall oost of production, which wiil
make Mmdian pmluu-:fqmnn more compelitive in the domestle and
Insternatiennl muarkeis, 1L will also re=ult nto higher economic growth as GDP
ism]imiu!turhehynlmutﬂﬂh.&ﬂmplhiﬁ'ﬁdiluhubcvﬂmu ull Lax pryvment
relted services like registmtion. roturns, n}rmmus are ovailable onlime
through & common portal www.gst.gov.in. It has expanded the tax base,
introduced higher (ranspareney in the taxaljon system, redoced luman
tnterfnre between Ta:payrr sl Government and Is furthering case of
doly busiricess,

1. Explain why pablie goods must be provided by (he government.

2 Distinguish between revenue expenditure smd eapital expenditure.

2. The fiscal deficit gives the borrowing reguiremoent of the govermment”. T
Elucidate.

4. Give the reintionship botwoeen the revenue deficit and the fiseal deficit. l \

5 Suppose Lhal for 4 purllcular econbmy, lovestiment is egual to 2000 4 'Fg.

povernment purclmmses are 150, rel laxes (ot 8 lump-simm (@xes minms
transfers) s 100 and consumption s given by © = 100 + 0,75Y (2] What

ny

N = = Vi 5 A
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1

"-:rsts;

Is the lewl ol equilibrium icome? (b) Calenlate U value of the government
cxpenditure multiplier and’ the tnx multiplier. [¢) Il govermmen! experidituce
frncreases by 200, find the change in equilibrium income.

Comsider nn cconemy described by the following functions: € = 20 +
0.80Y, I= 30, G= 50 TR = 100 |3) Find the equitibrium level of neome
and the autonomons exponditure multiplier in the medel. (b) I government
expendilure increases by 30, whut is the lmpact on equilibriom income?
€ If 0 omp-sum tox of 3 is added to poy for the inerrase in governmen)
purchases, haw will equilibrium income change?

In the nbove guestion. caleulate the effcct on output of o 1l por ceny
increase 0 iransfers: and o 10 per cenl inerease m honp-sium . faxes. Compere
the effects ol the two.

We suppose thm € = 70 = 0.70Y I =40, G= 100, T = 0. 10¥ (o] Find
the cquilibrinm income. (b) What are tox revenpes ot equilibrinm, income?
Does the government have o balaneed budget?

Suppose marginal propensity (o consuma is 0,75 and thepn isp 20 per
vent proportional income fox, Find the change in equilibeiiim income for
the following (a) Government purchases Increase by 20 (b) Transfers
decringe by 20.

Explain why the tnx multiplier = smaller in .n_l::.:talulr walue than Lhe
povernment f:tprurhiurr mnlﬂ;}llr;,

Does public dei ﬂ]].P:.‘nSi:mIl“hllIﬁEﬁll" Fbrplum.
Are Hiseal defieits inflationary?
Discuss the tsane of defict reductiogi.,

What do you understand by G.S17 How good is the system of G.ST as
compured (o dhe old bax system? Siate (s calegories.
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