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e Unit-5. Public Finance: 5032308 05030

The Government of every country has to perform certain special
functions, which can be classified under two heads,

a. Obligatory Functions 3590 so0chenied and
b. Optional Functions 202§3 50030FREd

a. Obligatory Functions 3o sechenss: Defence of the country

against foreign aggression, the maintenance of peace and security
within the country are some of the obligatory functions of the
Government.
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b. Optional Functions 3% svodened: The provision of education

and the establishment of hospitals, the building of parks etc, are
optional functions of the Government.



* B0 WTNATYV, SIS, DT NG WFED, YQUTT WRVLPRT T°F
OREFNFI, WBNARYTD FTTTT 0T FOONFWONT.

To perform all these function adequately and efficiently, the
government needs funds from the public.

Public Finance is that science which deals with the income and
expenditure of the public authorities.
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Definitions:

* In the words of Prof. Findlay Shirras, “public finance 1s the study
of the principles undertaking the spending and raising of funds by
public authorities”.
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 Prof. Bastable — “Public Finance deals with expenditure and

income of public authorities of the state and their mutual relations
as also with the financial administration and control”. ZoTe 23
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Sources of Revenue of Central Government: 308 I%e0R
BTONT RONEL!

The term ‘Public Revenue” refers to the income of the

Government through all sources and includes all the receipts
obtained by it. TOTERIT STOON PFPF0 RORIVS NOTT, FTTOTEH

STROD. BT FOTFBITOOD JWOIND DY WNOH STLOINTI),
LERORTVET.
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Sources of Revenue: ¢3500H8 S0 Ones:

The term “Revenue Receipt” is made up of two words
Revenue and Receipts. Any income that does not generate a
liability 1s revenue.

For example; 1f the Government borrows money from World
Bank, 1t will increase 1t liabilities (because this money has to be
paid back)- so cannot be called revenue. However, 1f the
government gets the same money has grant (donation), its revenue
recelpt because grants are not to be paid back.
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Tax Revenue: 308 ¢5o0d:

Tax Revenue includes all incomes obtained from taxation. A tax may

be defined as a compulsory contribution of the wealth of a person
a body of a person’s for the services of the public 828:8.30RnH
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Direct Taxes: 8¢ 30A: Direct Tax generally, means a tax paid

directly to the government by the persons on whom it 1s imposed.
Income Tax, Gift Tax, Wealth Tax and Property Tax etc, are direct

taxes.

A direct tax 1s that tax whose burden 1s borne by the person on
whom 1t 1s levied. He cannot transfer the burden of the tax to
some other person.
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Indirect Tax =8»eg 30R: Indirect Tax is a tax collected by an

intermediary (Such as a retail store) from the person who bears the
ultimate economic burden of the tax (such as the consumer). Sales tax,
Value Added Tax (VAT), Goods and Service Tax (GST), or any other

such tax 1s an indirect tax.
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Non-Tax Revenue; 3011c3:038 &mecd: Public income received through the
administration, commercial enterprises, gifts and grants are source
of non-tax revenues of the government

Non-tax revenue includes all other receipts of the

Government except the tax revenue.
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Heads of Expenditure of Central Government: 303 IS%RIT
SPW Wotns:

Important Items of Government Expenditure are:
Development Expenditure @@ 6 &5

Detence Expenditure S35 528
Non Development Expenditure @25 000¢33 525

Grants of States and Union Territories oo, TOTOONYN TOND
BeOTTBYCT TWTICENON BRWT VWO

Development Expenditure @2@:’:@@9 =g

The expenditure made towards the development of social and

economic activities or programmes 1s called as development
expenditure. Following are the social and economic activities
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* Social Development Programmes: mEs ©p@00% 5006 ne:
* Development Expenditure SINSMSREN)

* Medical and Public Health &3;538¢03 3023 moRFds &deen

* Labourers Welfare and Health 500338 seonge 08y wdwern,

Economic Development Activities Q3 @3 Q TCRENT:

* Agricultural and its allied activities 3 mm T8 Bo§ORAT
23830TE3IBND

* Large Industries 3ng «vgonsd

* Small Industries 233 wvddned

* Export Business Development O R0 ORJL)
* Irrigation and Electricity Qeoco=0 m@g DTBY

* Public Activities or Programmes @ ks 5000 ned

* Transport and communication 078 =08 ToT3E
* Other Services 933 FeIINed



2. Defence Expenditure Sg o 33: The major expenditure of Central

Government is the defence expenditure. Since independence the defence
expenditure 1s increasing. Because of the dispute at the borders of China
and Pakistan and indefinite changes in political sector in the world, the
defence expenditure is continuously increasing Central Government is
spending more money on Army, Air and Naval sector
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3. Non-Development Expenditure @2{35@%03:@3:3 =g Non

development expenditure includes the following,

* Expenditure on collecting taxes SONN¥D, B[IRLY  TPTED
NTF LT Y,

* Administrate and general expenses SEZ [Y [T TOTRT, AW



* Providing interest on loan mony [eS LB TOBSRIHT

* Printing of Currencies and manufacturmg of coins JpeLdNTI,
BROAED T TEYNTR), SOIPOADT 3,

 Expenditure on other programmes %236 FOONFNPMON TR ﬁaﬁ

3. Grants of States and Union Territories zm_s%$ pstefrler s {320t mm
FCOTRRPCS TWEINON TRWT WROTRR: 30T, ATTITY) OToRNYTR

I BOREET TREINONR TS ATOD WRDET. B ADIOD
5% 03eds OINTY DHITHIT.

Expendlture of the Central Government: BeOT, ATVFTT W[P;

Classification of Public Expenditure omemds SRBE SNeesoee:

The Expenditure of the Central Government is of two types;
Revenue Expenditure 30000 ﬁaﬁﬁ% and Capital Expenditure.

2)0BT0Y ﬁzs

* Revenue Expendlture BoTRod Wgnsd: A Revenue Expend1ture 1S

a cost that 1s charged to expense as soon as the cost is incurred. By
doing so, a business 1s using the matching principle to link the
expense incurred to revenues generated 1n the same reporting
period. This yields the most accurate income statement results.
There are two types of revenue expenditure,



1.
2.

TCOT, AFOF O TAZ TOWOD STIONNYOT BRT/LRTD BB
203, AOWIORT AW, BHFT D RNO0TOT T°T dzgjmﬁo, Ofs{eR ﬁa;s
TN T, AUTOTNON QETBORMIT OIVTO[ND BNOTT SPRTIY,
FOTOOD ﬁa;;m?om FTONWTV.

Capital Expenditure: o@soes =58 Capital Expenditure or capital

expenses 1s the money an organization or corporate entity spends
to buy, maintain or improve its fixed assets, such as buildings,
vehicles equipment or land. It 1s considered a capital expenditure
when the asset 1s newly purchased or when money 1s used towards

extending the useful life of an existing asset, such as repairing the
roof §OBE BTONROT WPT O 33@335@3%71%3 0SS D[IRTBOMIWD

BBEWI, 0T e QO %6033@7@713353

New Classification of Central Government Expenditure 3cow
TFETT 5FW BRI SNerFoee:

Plan Expenditure cdmemme &5
Non-Plan Expenditure oSne2se30 3525



1. Plan Expenditure cdeemme 32 Any expenditure that t is incurred on

programmes which detailed under the current (Five Year) Plan of the
centre or centre’s advances to state for their plan 1is called Plan
Expenditure. Provision of such expenditure in the budget is called Plan
Expenditure.

Items of Plan Expenditure: Expenditure on Electricity
generation, 1rrigation and rural development, construction of
roads, bridges, canals and science, technology, environment etc. It
includes both revenue expenditure and capital expenditure. Again,
the assistance given by the Central Government for the plans of

States and Union Territories i1s also a part of plan expenditure
CdReRTD WENTOWT FeoQEOD CIRERIONY HEOFRT AN
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* Non-Plan Expenditure cieczsess &3 It refers to the estimated

expenditure provided in the budget for spending during the year
on routine functioning of the Government. Non-Plan Expenditure
1s all expenditure other than plan expenditure of the government.
Such expenditure 1s a must for every country, planning or no
planning. For instance, no government can escape from its basic
function of protecting the lives and properties of the people and
protecting the country from foreign invasions. For this, the

government has to spend on police, Judiciary, military etc.
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Causes for Increasing Public Expenditure: mzesds Sun <ees

1.

2.

AN NS

7.
8.

9.

TOTEINED:

Development work by modern governments ¢g020% ITT0NRY
OPTJQ) WBeNTJLIFND

Change 1n attitude toward government 33TT §RNS
DIRCDITT §TRTH

Rising trend of prices *Sn¢ 0355 D03

Rise of Democracy 25035333 gonad

Rising Expenditure on war 033363 Ny eSe TIPTBUOMIETOT S0NE

Greater Expenditure on internal and external security 630366
TN 0T, " TIMON WHTZMOITIT 3%

The Concept of Welfare State 020 @ime 3o oG 3O
Increasing Urbanisation SNOe30edT QO
Rapid increase in population <080ed DTETLT &IFHOD,

10. Economic Planning &3 030e2s3ned



11. Economic Development S 500& Q.

12. Social Security measures pw=30238 “T20 330N

13. Increase 1n Interest on Public Debt To@s®ds moow 5veds
VRITMIDR §8

14. Growth with social justice TRSo3ROON TPTIVRT TN

Budgeting Swon® =g

DEOTOA BRI AORERAT  DOTAI WO WZ0S TN

NWOTIONTS.  STRIT TCRVLD TOBRNE 63603@5365 éacée@%ﬁ QT WOTR
SHNNED @amﬂd Nd'ﬁdcs 59@@@ @Cé%@ wmmmﬂ BNONT WVST
3033@6 Dlote TN WOSNW, [WOONT  TJIJT emdesmﬁo 9T @@m%

FOTPTVE, 33?3? S,  WOIReT momd BOFY  QWONTIY
LETWRORTET.

Meaning of Budget S»onw Ism @z

* The budget 1s a financial statement showing the expected receipts
and expenditure of the Government in the coming financial year.

* A Budget is a statement containing estimated income and
expenditure of the Government for any one year.



* B[VOMT TF, AOTWT WO ANFH WBRMON FTTTH 3T, SWOR
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* ATTOT [WOWIVE DEOTOA JIWED 0IS STOD R ﬁzgp
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* Origin of :»zowee Budget In@ Swo: Budget 20§ SITHIY,
B0 VWO 30OV (CReEF) 20§  JTTLOT
TTWODTONTIONOTD HETYLRMOBH. Teow’ ORI, Bougett (wees)

QOTT  WRDFT WO FEY 25e0) (a small leather bag) 20§
OTET. B TER OTE BT TINTT, BPROOTIE  WRF T3

23eOTONT.

Budget &0030 0e803 ©908 @oERYR, WINRORT,

* HO0T VRT Iy Wos wonsd (Previous year real data )

* TWZ TR ﬁ@a%@é 90T (present year revised data )

¢ JNONT JIDRT oo «od WoANY (Expected data of next
year )



Prof. Bastable- 2035 ZdodhQ RoxpToéMmon IYRRT .00
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Kinds or Classification of :m&oieo Z0onE TIW ATNSL T

1
2.
3.
1. The Surplus Budget ¢vozo0d ©Fme M3 @wont I3 A surplus

SoNCEITLD:

The Surplus Budget e092003 ©95m0 c0ndE @I0ONE I3
The Balanced Budget 208005 R0onad g
The Deficit Budget 3303 m»wona o

budget shows excess of income over expenditure

DRERPOWT  ITTOT Q0T S0y Q0  DePBo3
VRITNTT BT, “Wd3 SORRE” OPTO  “ODIRVIT  T0ONT
TS DO 6605333_@06.

2. The Balanced Budget 5030008 @won® ®2: When the total

expenditure of the Government 1s equal to the total revenue during
a year 1t 1s called a ‘Balanced Budget’.
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. The Deficit Budget 3233 @»on® =3: When the total expenditure

of the Government i1s more than its total revenue during a year, 1t 1s
called a ‘Deficit Budget’.
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* The Reserve Bank of India: 08¢0 d&=s '*azso%::

The Reserve Bank of India 1s India’s Central Bank which has been

established under the Reserve Bank of India Act, 1934. It
commenced operation from April 1, 1935.

Functions of the Reserve Bank of India: sochsnsh:
1. Issue of Currency Note: 339 SectdNe &0Tfe:
2. Banker to Government: 303033 méoio:

3. Banker’s Bank and Lender of Last Resort méo&mf méoéa 908
AR TIOI:

4. Credit Control; @2 dc30g¢e:

5. Clearing House 830 &03:

6. Agricultural Finance: 3 Tcogox0:

7. Custodian of Foreign Exchange: Qc5ed¢ QQATODT To03:

8. Collection of Data and Publication: ©08-©03n¢m), BONRWIZHT
PB) JTUWFH TOODF:



9. Supervision and Control of Commercial Banking: 082, t,080n¢
2009, WVTH BY ACDOEEe:

10. Developmental and Promotional Functions: Q50 <023 50
FOOF:

11. General Banking Functions; mosmd, 59,0807 5000 Is0:

Monetary Policy of the Reserve Bank of India: eT2cos ox=¢
LROET TEITAT AL

The RBI has been constructed as an apex authority for

monetary management. Its primary function is to formulate and
administer monetary policy.

Monetary Policy refers to “the use of instruments within the
control of the Central Bank to influence the aggregate demand for
goods and services by regulation of the money supply and credit”.

3BT TEOTAY VWTZONGN FOWORATOZ BEOTAT WHRTVONW
BLOINT PRETHONY, 59@63,\)5 Q& DOW FTOINTJL. TWe3T 30T
LROB  BT,W,B8F Rwr WEVD WZOT TN DWW SOREB0T3
636563635 TEOTORD OB OT BT wmmm QONOTROF)TONG.
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Objectives of Monetary Policy; Tcozems Qedod evgdesneh:
* Price Stability:

* Reduce Deficit 308300 Jdm0T5:

* Encourage Export 030 evgexs:

e Growth

e Social Justice =503 99,000

Methods of Credit Control T2 20203000 QeSNEN:

1. General or Quantitative Methods TOBPHOZF AV JAONOTED
AIARITALEY

2. Qualitative or Selective Credit Control e.2xe0ps F0Z3 DO
QONOZED DTOTNE



 General or Quantitative Methods wammaes O AONOTFI
NPORNE:

a. Bank Rate Policy 0% ©o Qe

b. Cash Reserve Requirements (CRR) SR QO Tzsioes
c. Statutory Liquidity Ratio (SLR) 293508 BHIT TS0
d. Open Market Operations @328 0ee3oDd BWTO0

Statutory Liquidity Ratio (SLR) 20307 TRIm I[R5eeesy soedes
ROV T, TeXBONY DFF  TIWRDY . INWD I
TOCR ORI FOWOPTITVTT. WS, ROV I TeJELINTY
NRFH THIVT  INT BT, TR, DOIONY  BRODTLIETOW
NONTTJZ), TRLAT AR, TIDAZWE, TWIT  TIWED O
T0C30T.



Qualitative or Selective Credit Control Methods (Directive
Credit Controls): mméé TRV QONOTED ITIVRNES WP SO

TS B AOROZINTd (ﬁed TS E’oo:boésrieéo)

The selective credit controls are;

The purpose for which advances may or may not be made
TOIYPOTD YT ESNVTRN LTNTE TSI NOF W30, IND

BRI,

The margins to be kept 1n respect of advances against securities.
STOONT NS0T, VORI

The maximum amount of guarantee to be given. 2,0% VO
TUTT, WPTO YLTVTIY BWDBLINPN NOF, AV wmmm

@ﬁ@w@w@m

The rate of interest and other terms and conditions for granting
advanced. moT e HRAT WRHTTII, INDTRRTHTD

(BOTPROTD TFToOTW AONS =00 @démd BRTTBR, ORI
Discriminatory interest rates)



