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Module 3 - Syllabus
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GST- calculation of personal and corporation of personal
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PRINCIPLES OF TAXATION

• The most important source of government revenue is tax.

• A tax is a compulsory payment made by individuals and

companies to the government on the basis of certain well-

established rules or criteria such as income earned, property

owned, capital gains made or expenditure incurred (money

spent) on domestic and imported articles.



The government tries to satisfy most taxpayers by ensuring that taxes are fair and

reasonable.

There are two distinct concepts of tax equity.

(a) Horizontal Equity

The first is horizontal equity. Horizontal equity is the notion that equally situated

individuals should be taxed equally. More specifically, persons of equal income

should pay identical amounts in taxes. There is hardly any controversy about this

principle. But it is very difficult to apply the concept in practice.

THE CONCEPT OF EQUITABLE TAXATION



(b) Vertical Equity

• The second concept of fair taxation follows logically from the first.

• If equals are to be treated equally, it logically follows that un-equals should

be treated unequally.

• This precept is known as vertical equity. This concept has been translated into

the ability to pay principle, according to which those most able to pay should

pay the maximum amount of taxes.

Thus, horizontal equity suggests that people who are

equal should pay equal taxes: vertical equity suggest that,

un-equals should be treated unequally.



I - THE BENEFIT PRINCIPLE

• The principle recognises that the purpose of  taxation is to pay for government 

services. 

• If  taxes are imposed according to the benefit principle, people pay taxes in 

proportion to the benefits they receive from government spending.

• Therefore, those who derive the maximum benefits from government services 

such as roads, hospitals, public schools and colleges should pay the maximum 

tax. 

• However, if  the benefit principle of  taxation is followed, the government will 

be required to estimate how much various individuals and groups benefit, and 

set taxes accordingly.



• According to the benefit principle of taxation those who reap the

benefits from government services should pay the taxes.

• The benefit principle holds that people should be taxed in

proportion to the benefits they receive from goods and services

provided by the government.

• This principle is based on the feeling that one should pay for what

one gets.

• This principle believes in the notion “do not take more than you

give”.



a) The assumption of idealistic nature does not recognize the practical problems involved.

b) It is very difficult to calculate the benefits driven by an individual.

c) It is impossible to generalize the benefits rendered to the society or to the individual

person.

d) Generally benefits are received by the community as a whole. Therefore, an individual

cannot be taxed but the taxation should be taken as a collective instrument for supporting the

services of the government.

e) The benefit principle is unjust if it is applied blindly. Thus, this principle will be a threat to

the welfare activities of the state.

f) The benefit principle cannot solve the problem of distribution of income and wealth

which is an important aspect of public economy.

LIMITATIONS OF BENEFIT PRINCIPLE 



II - COST OF SERVICE PRINCIPLE 

• Cost of service is the oldest principle advocated for the distribution

of tax burden.

• According to this principle, equal cost would require equal

amount of taxes.

• Higher the cost, the higher should be the tax rate and vice

versa.

• Moreover, this principle accords government a place of private

firm.



• Cost of service principle cannot form the basis of

taxation because tax is a payment in return for which

there is no quid pro quo, so that the taxes are not

based according to the costs of rendering various

services.

• Apart from this, it is impossible to determine the cost

of individuals of various government services which

are communal in nature.



a) The foremost problem of measuring the cost of state services

and assigning them to the proper beneficiaries.

b) Difficulty of conceptual clarity of cost measures in many cases is

common.

c) There are some cases of externalities in the form of social

benefits and social costs.

LIMITATIONS OF COST OF SERVICE PRINCIPLE



THE ABILITY-TO-PAY PRINCIPLE

• This principle envisages that every individual should pay

taxes according to his ability to pay.

• The ability to pay taxation is based on broad assumption that

those who possess income or wealth should contribute to the

state in proportion to his ability to pay.

• Prof. Western called it an “ideal ethical basis of taxation.”



• The theory of ability to pay, however, involves the

fundamental problem, as how to measure the ability to pay

of a person.

• There are two approaches to this problem:

1. Objective approach

2. Subjective approach



• American economists have developed an alternative approach

known as faculty theory of ability to pay.

• This approach has suggested three main criteria to measure ability

to pay, namely, income, property and consumption.

Objective Approach to Ability to Pay:  



• a) Income: Income is considered to be the best index of ability to pay.

Income from all sources in a given period should be calculated. Only net income

should be taken into account along with source of income, nature of income

and size of the family.

• b) Property: The amount of inherited wealth and accumulated property is

also considered to be an important measure of ability to pay. However, it is also

a defective measure because all properties may not yield income.

• c) Consumption: Prof. Kaldor has advocated consumption expenditure to

be the basis of ability to pay. Consumption expenditure is the true index of

taxable capacity of an individual.



1) A tax on property is regressive because if falls heavily on small

property holder.

2) There is also lack of uniformity in the assessment of tax.

3) People may conceal their income and property in order to escape tax

burden.

Limitations of  Objective Approach:



• The subjective approach is based upon the psychological reaction of

tax payers.

• Each tax payer should make equal sacrifice if tax burden is to be

equally distributed.

• It implies that similarly situated persons should be treated similarly so

that horizontal equity can be achieved.

Subjective Approach



• On the other hand, people with dissimilar situations

should be treated dissimilarly to achieve vertical equity.

• The term equal sacrifice has been interpreted in three

ways – equal absolute sacrifice, equal proportional

sacrifice and equal marginal sacrifice.



• According to this principle, loss of utility should

be equal to all tax payers.

• It means the rich should pay higher taxes than the

poor.

• But it leads to regressive taxation and hence it has

been opposed by many economists.

Equal Absolute Sacrifice



• The principle of equal proportional sacrifice implies that the loss of utility should be

proportional to the total income of the tax payers.

• Higher income group should be taxed at a higher level than the lower income group.

• But the ratio of sacrifice to the income should be the same for all.

• It can be expressed in mathematical terms as

Rate of tax = Sacrifice of A = Sacrifice of B

Income of A Income of B

• This principle leads to progressive taxation as marginal utility diminishes with the rise in

income.

Equal Proportional Sacrifice



• It is also known as least aggregate sacrifice

principle.

• According to this principle total sacrifice made by all

the tax payers should be the lowest.

• This principle leads to progressive taxation.

Equal Marginal Sacrifice



• Similarly situated persons may not involve same sacrifice, even if they pay the same

amount of tax. They differ in tastes, temperaments and attitude to pay tax.

• Sacrifice is subjective and therefore, it cannot be measured and equated.

• It is impossible to measure the rate of decrease in marginal utility with increase in

income.

• Utility depends on the income earned by the individual than the utility from inherited

wealth and property. These facts have not been given importance in the subjective

approach.

• Subjective approach is not true. Prof. Musgrave observes, “it remains to be seen

whether a workable and reasonable meaningful measure of utility can be developed in

time…..”.

Limitations of  Subjective Approach



• The effects of taxation cover all the changes in the economy, resulting from the

imposition of tax system.

• One can safely say that imposing of taxation has certain impacts on the

production, consumption, investment, employment and similar other patterns.

• According to Dalton, taxation effect can be studied by grouping it in the

following categories:

• Effects of taxation on production

• Effects of taxation on distribution

• Other effects of taxation.

EFFECTS OF TAXATION



• Taxation affects the level of production in the country. Dalton

has pointed out that size of the national income and

employment depends upon three conditions:

i. Ability to work, save and invest

ii. Willingness to work, save and invest
(1) the nature of taxes

(2) the psychological reaction of the taxpayers.

iii. Composition and pattern of production

1.  Effects of  Taxation on Production



2.  Effects of  Taxation on Distribution

• The effect of taxation on distribution can be

discussed under two heads:

(i) Effect of Direct Tax on Distribution and

(ii) Effect of indirect tax on distribution



• Other effects of taxation can be studied under the following heads:

(i) Effect of Taxation on Stability

(ii)Effect of taxation on consumption

(iii)Effects of taxation on Economic Growth

• Tax policy is an important tool for stimulating private saving and investments

and mobilizing idle resources. Taxation helps in the capital formation in the

following ways:

(a)Diverting the idle resources towards productive channels;

(b)Moulding savings and investment towards capital goods industries;

(c)Transferring resources from certain areas of wasteful consumption

towards production of capital goods.

(iv) Effects of taxation on supply of resources

3.  Other Effects



• The questions “Who pays the tax?” and “Who bears the

burden of the tax” can have different answers.

• Tax incidence theory is concerned with determining who bears

the real burden of taxation.

• For a clear understanding of the theory of incidence, it is

necessary to distinguish between impact, shifting and

incidence.

• According to Seligman, the impact is the initial

phenomenon, shifting is the intermediate process and

incidence is the result.

IMPACT, SHIFTING AND INCIDENCE OF TAXATION



• The impact of a tax is the first point of contact with the tax

payers.

• It is upon those who bear the first responsibility of paying it to

the authorities; that is, those who have the statutory

responsibility of paying it to the government.

• For example, the impact of an excise duty is on the producer

and the impact of an import duty is on the importer of the

commodity.

• It refers to the immediate burden of the tax and not the

ultimate burden of the tax.

IMPACT



• The term shifting refers to the process by which markets adjust to a tax.

• This process may permit the incidence of the tax to differ from the point

of legal liability or impact of tax.

• For example, in case of excise duty, firms are legally liable for the tax, but

the actual burden has been shifted to consumers through a higher price.

SHIFTING



• Incidence of taxation is the distribution of the tax

burden after shifting.

• In other words, it is the final money burden of a tax on

an economic unit which is unable to shift it to someone

else.

INCIDENCE OF TAXATION 



• Dalton has distinguished between the direct and the indirect burden as well as the

money burden and the real burden of the tax.

• According to Dalton, incidence of a tax is the direct money burden of the tax. The

total direct money burden is equal to the total revenue of the tax.

• Direct real burden refers to the loss of economic welfare due to the payment of tax.

• The indirect real burden of the tax results in the reduction of consumption or a fall in

savings.

• Both direct and indirect real burden of tax relate to the effects of taxation and not to

its incidence.

• Incidence of taxation relates to direct money burden of a tax.

Dalton’s Concept of  Incidence of  Taxation



• Mrs. Urusula Hicks has distinguished between formal

and effective incidence of a tax.

• According to Mrs. Hicks, the former is the direct

money burden of a tax and the latter refers to the

economic effects of the tax.

Mrs. Urusula Hicks’ Concept of  Incidence of  

Taxation



• Musgrave lays down five forms of incidence; namely:

1. Specific tax incidence

2. Differential tax incidence

3. Specific expenditure incidence

4. Differential expenditure incidence

5. Balanced budget incidence.

Musgrave’s Concept of  Incidence of  Taxation 



• When public expenditure is kept constant, and the tax policy is changed,

the resulting change in the distribution of income is called as specific tax

incidence.

1.Specific tax incidence



• The concept of differential tax incidence assumes that government

expenditures are held constant and then compares the distributional effect

of substituting one tax for another.

• In other words, differential incidence compares alternative ways to finance

a given government expenditure.

2. Differential tax incidence



The distributional effects as a result of a change in public

expenditure, the tax rate structure and assessment

formula remaining constant, are called as specific

expenditure incidence.

3. Specific expenditure incidence



• If tax function is kept constant and changes in expenditure policy are

examined under conditions of balanced budget to avoid inflation and

deflation, the resulting changes in the distribution of income is referred to

as differential expenditure incidence.

(4) Differential expenditure incidence



• Balanced budget incidence refers to the distributional

effects of a tax combined with the expenditure

programme it finances.

• In other words, it considers how the opportunity cost of a

given spending policy is distributed among the public by

the tax.

(5) Balanced budget incidence



• Calculation of personal and corporation of personal

and corporation income tax (with suitable examples).



• Taxes are calculated on the annual income of a person,

and an annual cycle (year) in the eyes of the Income Tax

law starts on the 1st of April and ends on the 31st of

March of the next calendar year.



• 1. Voluntary payment by taxpayers into designated banks,

like advance tax and self-assessment tax.

• 2. Taxes Deducted at Source (TDS) which is deducted

from your monthly salary, before you receive it.

• 3. Taxes Collected (TCS).

Taxes are collected by the government in three 

primary ways:



Income Tax Slab Rates

BASE OF THE TAX RATE OF THE TAX

Up to 2.5 lakh Nil 

2.51 lakh to 5 lakh 5%

5.1 lakh to 10 lakh 20%

Above 10 lakh 30%

levy a surcharge of  10% of  tax payable on categories of  

individuals whose annual taxable income is between Rs 50 lakhs

and Rs 1 crore. 

The existing surcharge of  15% of  Tax on people earning more 

than Rs 1 crore will continue.



• VAT is a major reform in the indirect tax regime

• Asim Das Gupta, former FM, West Bengal, decisive role in the 

implementation of  VAT since 1st April, 2005. 

• Under the VAT principle, a tax is collected at every stage of  value 

addition - multi-point tax collection

• Advantage of  VAT - no chance of  imposing tax upon tax which takes 

place in the non-VAT method or single point tax collection. 

• This is why VAT does not have a cascading effect on the prices of  

goods. 

VALUE ADDED TAX (VAT)…???



• Recommended by the Vijay Kelkar Task Force on 

FRBM, 2003

• GST first mentioned in the budget of  2007-08 and 

planned to implement on 1/4/2010

• The Union Budget, 2017-18 planned to launch GST on 

1st July 2017. 

GOODS AND SERVICES TAX (GST)



Goods and Services Tax (GST)

• It would herald the emergence of  a ‘good and simple tax’ with

• While the VAT — which replaced the sales tax — was imposed only on 

goods, the GST will be a VAT on goods and services.

• That is, GST = VAT + Services

‘one nation, one market, one tax’.



GST Council – Article 279A

• The GST is governed by a Goods Services Tax Council and its Chairman is the
Finance Minister of India.

• GST Council Members:

• 1. The Union Finance Minister – Chairman

• 2. The Union Minister of State in charge of Revenue or Finance – Member

• 3. The Minister in charge of Finance or Taxation or any other Minister
nominated by each State Government - Members

• 4. Vice-chairman

Inserted Article 279A – 101st Constitutional Amendment Act



Keep in mind….

• Central GST (CGST) levied by Centre

• State GST (SGST) levied by State

• Integrated GST (IGST) levied by Central Government 

on inter-State supply of  goods and services.



GST Rates….????

• The GST Council has finalised the rates

• The GST rate ranges from 

1) 0%

2) 5%

3) 12%

4) 18% 

5) 28%. 



• Public expenditure – meaning

• Importance of public expenditure with special reference to India

• Wagner’s, Peacock-Wiseman Hypothesis

• Canons of Public expenditure

• Effects of public expenditure on the economy of India

• Investment evaluation, project evaluation and cost benefit analysis

with suitable examples.

MODULE  2:  PUBLIC  EXPENDITURE AND  COST  

BENEFIT  ANALYSIS 



• Public expenditure is the expenditure incurred by public authorities for the

satisfaction of collective needs of the citizens or for promoting their economic and

social welfare.

• The pressure of expenditure in developing countries tends to increase because of

growth of population, emergence of strong local opinion and emergence of strong

world opinion.

• The fulfilment of such aspirations affects the rate of growth of public expenditure.

• All these factors coupled with the need of defence were responsible for the growth

of public expenditure in India also.

Meaning of  Public  expenditure 



• Increase in the activities of the state

• Agricultural development

• Industrial development

• Rising trend of prices

• Growth of transport and communication

• Rural development schemes

• The need for defense

• Rising population

REASONS FOR THE GROWTH OF 

PUBLIC EXPENDITURE



1. Larger Social Security Measures

2. Modernization of  Agriculture

3. Development of  Industrial Sector 

4. Nationalization of  Industries and Trade

5. Rapid Growth of  Population 

6. Huge Defence Expenses 

7. Need for a Frequent Elections under Democratic set up

8. Need for Economic Planning 

9. The Rural Development Programmes Effect 

10. The Process of  Urbanization and its Impact 

11. Large Educational Expenses   

12. High and Persistent Inflation

13. Tremendous Growth of  Transport and Communication 

14. Huge Burden of  Subsidies

15. Servicing of  Public Debt  



• Urbanization

• To check the business fluctuations

• Democratic and socialistic structure of the government

• Defective administration

• Increase in national income

• Social progress

REASONS FOR THE GROWTH OF 

PUBLIC EXPENDITURE



• There are two important and well-known theories of

increasing public expenditure.

• The first one is connected with Wagner and the other with

Wiseman and Peacock.

THEORIES OF GROWTH OF PUBLIC 

EXPENDITURE



• Adolph Wagner was a German economist who based his Law of

Increasing State Activities on historical facts, primarily of

Germany.

• According to Wagner, there is a functional cause and effect

relationship between the growth of an economy and the

relative growth of public sector.

I.  WAGNER’S LAW OF INCREASING STATE 

ACTIVITIES (WAGNER’S HYPOTHESIS)



• Presenting his famous ‘Law of Increasing State Activities’, Adolph

Wagner writes, “comprehensive comparisons of different countries

and different times show that among progressive people, with

which alone we are concerned, an increase regularly takes place in

the activity of both the central and local governments. This increase

is both extensive and intensive; the central and local governments

constantly undertake new functions, while they perform both old

and new functions more efficiently and completely.”



• Intensive increase means expansion of traditional

functions of the state on a large scale.

• Extensive increase relates to coverage of new welfare

functions.



• According to Wagner, relative growth of the government sector was

an inherent characteristic of industrializing economies.

• Wagner has divided public expenditure into two parts:

• (a) expenditure for internal and external security

• (b) culture and welfare which implies health, transport, education,

banking and the like.



• Expenditure for external security would increase in a growing economy as the

nature of use of force by the state from simple aggression to prevention of

attack and use of sophisticated weapons.

• Similarly, the expenditure for internal security would increase due to greater

friction between economic units and urban people.



• Empirical evidence indicates the hypothesis of continuous

upward trend in government activities.

• F.S. Nitty made an empirical study of the expenditure

trend of public authorities of varying countries of the

world, and concluded with empirical evidence that

Wagner’s law was not only applicable to Germany but to

various governments which differ widely from each other.



Graphic Presentation of the Wagner Hypothesis

http://cdn.accountingnotes.net/wp-content/uploads/2016/07/clip_image002-8.jpg


1.Wagner’s hypothesis deals with inter-disciplinary phenomenon but basically it 

lacks essentially inter-disciplinary relationship in its analytical framework. 

2.Although Wagner’s hypothesis possesses the accumulating and explaining of  

the crucial historical facts, it lacks a comprehensive analytical framework. 

3.Wagner’s hypothesis is based on an organic self  determining theory of  the 

government which is not, however, the prevailing accepted theory of  state in 

most western countries. 

4.Wagner’s hypothesis ignores the influence of  war on government’s spending 

activity. 

Criticism of  the theory



II.  WISEMAN-PEACOCK HYPOTHESIS

• The second thesis dealing with the growth of public expenditure

was put forth by Jack Wiseman and Allan. T. Peacock in their

study of public expenditure in UK for the period 1890-1955.

• The main thesis of the authors is that public expenditure

does not increase in a smooth and continuous manner, but in

jerks or step-like fashion.

• The approach of the hypothesis is made of three separate

concepts:

1. Displacement effect

2. Inspection effect

3. Concentration effect



Using empirical data for the British economy after 1890,

Wiseman and Peacock observe that the relative growth of the

public sector in the United Kingdom has followed a discrete

step like pattern rather than a continuous growth pattern.



Displacement effect

• The absolute and relative increases (steps upward) in taxing and spend-

ing activities by the British government have generally taken place

during periods of major social disturbance or crisis such as war or

depression.

• These kinds of changed fiscal situation cause the previous lower tax and

expenditure levels to be replaced by new, higher, budgetary levels.

• This movement from the older level of expenditure and taxation

to a new and higher level is called the displacement effect.

• After the social disturbance has ended; the new level of tax is tolerated

by the society.



Inspection effect

• While other expenditures arose as a result of technological

development and expansion of government activity into new

areas.

• For instance, war and ‘other social disturbance, frequently force

the people and their government to find out a lasting solution

to the long standing and pending problems, which were

previously neglected.

• This is known as “inspection effect”.

• Inspection effect is the inadequacy of revenue in

comparison with the ‘required’ public expenditure.



Concentration effect

• It refers to the apparent tendency for the central government economic

activity to become an increasing proportion of total public sector economic

activity, when a society is experiencing economic growth.

• This occurs, because central government has to initiate a number of

measures to sustain higher economic activity.

• Since each major disturbance leads to a situation in which, the central

government assuming a larger proportion of the total national economic

activity, the net result is “the concentration effect”.



CANONS OF PUBLIC EXPENDITURE

• The canons or principles of public expenditure are the

fundamental rules which should govern the expenditure policy

of the state authority.

• In fact, the principles of public expenditure determine the

efficiency and propriety of the expenditure itself.

• Prof. Findlay Shirras has made the unique contribution in

suggesting the canons of public expenditure.



1. Canon of  Benefit

• The ideal of this canon is maximum social advantage

• That is, public expenditure should be so planned to yield

maximum social advantage and social welfare to the

community as a whole and not a particular group of the

community.

• In short, maximum utility is to be attained in public

expenditure.



2. Canon of  Economy

• The canon of economy means that the state should be economical

in spending money.

• In other words, the wasteful and extravagant expenditure should be

avoided.

• Public expenditure must be productive and efficient.

• The state should not spend more than the necessary amount on

the items of expenditure and should develop the productive

powers of the community as much as possible.

• It implies that the expenditure incurred by the state should help to

expand is revenue also.



3. Canon of  Sanction

• The canon of sanction is that no public expenditure should be incurred without the

sanction of public authority.

• It means that no money should be spent unless the expenditure has been approved

and sanctioned by a duly authorized person.

• The main object of this canon is to avoid the possibility of unwise spending.

• The canon of sanction also includes that the spending authority should spend the

amount of money for which it has been sanctioned and assure that the sanctioned

money is properly utilized.

• Public accounts should always be audited at the end of financial year.



4. Canon of  Surplus

• The canon of surplus believes in the avoidance of deficit in public

expenditure.

• The canon implies that the state should live within its means like a

private individual. And this, however, does not mean that the state

should not be in debt.

• It can, and in fact, borrow money. But it should have revenue

enough to pay interests on the loans and build up a sinking fund

for the repayment of loans.



Other canons 

• 5. Canon of Elasticity: This canon requires that the expenditure policy of

the state should be able to change itself with the changing circumstances of

the country.

• 6. Canon of Equitable Distribution: It implies that the public expenditure

should be carried out in such a way that the inequalities in the distribution of

income are reduced.

• 7. Canon of Productivity: This canon implies that the expenditure policy of

the state should encourage the production of the country as a whole.

• 8. Canon of Certainty: This canon implies that public authorities should

clearly know the purpose and extent of public expenditure.



EFFECTS OF PUBLIC EXPENDITURE

In accordance with Dalton’s view point, effects of public can be described as under:

1. Effects of Public Expenditure on Production

While analysing the effects of public expenditure, Dalton very correctly said that “just as taxation,

other things being equal should reduce production as little as possible, the public

expenditure should increase it as much as possible.” He further stated that a correct view of

the effects of public expenditure on production can only be evaluated by enquiring into its effect

upon the following factors:

(a) Effects upon ability to work, save and invest

(b)Effects on willingness to work, save and invest

(c) Effects on diversion of economic resources as between different uses and localities



2. Effects of  Public Expenditure on Distribution

• A shift towards equality, of course, may be achieved through various forms of

public expenditure especially those which are meant to help the poorer sections

of the society.

• A number of welfare measures like free education, health, water and other

facilities can be given a top priority.

• Numerous social security schemes can be adopted whereby people are entitled to

old-age pensions, unemployment relief, sickness allowance and so on.



3. Effects of  Public Expenditure on Economic Stability

• The need to use some effective anti-cyclical measures was recognized – more so since the havoc

which the Great Depression of the 1930s caused.

• During periods of recession, continuous injection of additional purchasing power in the market

through public expenditure is needed. Such a public expenditure was meant to directly add to

the effective demand.

• The addition to demand would stimulate investment activity and thus, through an all-round

increased demand, the recession could be overcome.

• During a boom, on the other hand, the need is to curb demand.

• This may be done through reducing public expenditure while maintaining the same amount of

taxation and/or borrowings.

• This would restrain the inflationary pressures.



4. Effects of  Public Expenditure on Economic Growth 

• One way in which public expenditure is expected to affect the pace of economic

growth is through increasing the volume and level of employment.

• Public expenditure programmes may directly help to provide employment to

many individuals and by increasing these people’s demand for goods and

services, it may further increase the employment opportunities, as the increase

in demand will lead to more production.

• The private sector may be encouraged for making rapid investment and

increasing production, if public expenditure is liberally incurred for the

provision of social and economic overheads like education, health, transport,

communications, power, etc.



4. Effects of  Public Expenditure on Economic Growth 

• The public expenditure should also come forward to undertake those enterprises

which do not attract private sector or where private capital is shy to undertake

these enterprises either because of low profit margin or because they require

huge capital investment and take a long time to give returns.

• In democratic countries like India, the government may provide direct

stimulation to the private sector by providing loans, grants and subsidies, tax

concessions and exemptions, market and other information and research

facilities.



Types / Classification of  Public Expenditure

A. Revenue Expenditure and Capital Expenditure

• Revenue expenditure of  the government includes all current expenditures on 

administration including maintenance of  law and order and public 

commercial undertakings such as railways, post and telegraph and 

grants-in-aid to the states. It is recurring in nature. 

• Capital expenditure includes all expenditure on the acquisition of  assets 

like land, building, machinery, equipment, etc., investment in shares, 

loans and advances, etc. 



B. Productive and Unproductive Expenditure 

• Productive expenditure is that expenditure which leads to the creation of  

income yielding tangible assets of  the government. The more the 

government is able to create tangible the more it would be helping the economy 

to produce more output and income in the future. 

• Unproductive expenditure is one which is consumed in the process of  rendering 

the service. For example, expenditures on administration, defence, justice, war 

expenditure, etc. are belonged into the category of  unproductive expenditures 

because these expenditures do not directly add to the productive capacity 

of  the economy.



C. Plan Expenditure and Non-plan Expenditure 

• Plan expenditure is an expenditure allocated in the five-year plans 

in the form of  fresh investment. It includes both current 

development outlays and investment outlays. 

• Non plan expenditure is an expenditure which lies outside the 

plan for which allocation made annually in the union budget. 



The Union Budget 2016-17 has decided to give greater

focus on Revenue and Capital classification of Government

expenditure and the Plan / Non-Plan classification to be

done away with from 2017-18.



INVESTMENT AND PROJECT EVALUATION

The key steps involved in determining whether a project is worthwhile or not are:

• Estimate the costs and benefits of the project

• Calculate the cost of capital

• Compute the criterion of merit and judge whether the project is good or bad

There are several criteria that have been suggested by economists, accountants,

and others to judge the worthwhileness of projects. Some are general and

applicable to a wide range of investments; others are specialized and suitable for

certain types of investments and industries.



BENEFIT – COST ANALYSIS

• To the extent that benefit-cost analysis can enlighten the choice among

alternative governmental projects, it can improve the level of efficiency in

budgetary decisions.

• Alternative projects can be arrayed, project comparisons can be made, and

alternative allocational instruments can be surveyed.

• Indeed, it seems very likely that the systematic evaluation of project benefits

and costs as well as the inclusion of time preference considerations, by

providing a greater amount of information to decision markers, should increase

the quality of public sector budgetary decisions.

• Also, the economic calculus of opportunity costs is usefully applied to public

sector economic decisions by means of the benefit-cost technique.



BENEFIT – COST ANALYSIS

Benefit-cost analysis is a fiscal instrument intended to improve the efficiency

with which public sector budgetary decisions are made.

appropriate social discount rate which may be applied to the alternative

projects so that their benefits and costs can be compared. The decisions tend

to be long run in nature, and this it should contain a time preference element.

This is necessary because the present value of a rupee of benefits or costs

would be worth more than the future value in 5, 10 or 20 years. Thus, an

interest or discount factor must be applied in order to estimate the present

value of future benefits and costs.



• Public Debt and Debt management in India

• Debt redemption

• Budgeting in India - importance-types

• Principles - procedures of budgeting

• Revenue and capital budgets

• Zero base budgeting - performance budgeting -

• Primary deficit- revenue and capital deficit- budget deficit

• Fiscal policy with reference to India

• Contra cyclical fiscal policy deficit financing and black money in

India.

Module  4:  Public  Debt  and  Budget  in  India


