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FISCAL POLICY

 It refers to the policies chalked out (implemented) by 
the government to influence the general level of 
economic activity.

 It includes a nation's budget, taxes, spending and 
borrowing.

 Arthur smithies has defined fiscal policy as “a policy 
under which the government uses its expenditure and 
revenue programme to produce desirable effect and 
avoid undesirable effects on the national income, 
production and employment.”



VIEWS…..

 Thus, the fiscal policy may now be defined as the

policy of the government to achieve
and maintain the objectives of
stability, full employment and
growth.



Objectives of Fiscal Policy

 It should operate as a counter-cyclical fashion to 
promote stabilisation of economic activity at high 
levels of output and employment

 The fiscal policy should aim at achieving a rapid 
rate of economic growth.                                                

 It should aim at bringing equality in the 
distribution of income and wealth.

 Elimination of regional and sectoral imbalances.



Objectives of Fiscal Policy

 Increase in the level of aggregate savings.

 Maximisation of the rate of capital formation.

 It should aim at maximising the economic welfare of 
the people.

 Reallocation of resources of the economy from less 
productive uses to more productive and socially more 
desirable uses.   

 It also aims to promote social justice.

 To generate more employment opportunities



Compensatory Fiscal policy
 It aims at continuously compensating the 

economy against chronic tendencies towards 
inflation and deflation by manipulating public 
expenditure and taxes. 

 When there are inflationary tendencies, the 
government should reduce its expenditure by having a 
surplus budget [i.e., revenue > expenditure] and 
raising taxes in order to stabilise the economy at the 
full employment level. 

 Deflationary tendencies in the economy the 
government should raise its expenditure and reducing 
taxes (Deficit Budget).



Functional Finance

 The modern concept of fiscal policy is called “Functional

Finance.”

 This was first stated by J.M. Keynes and was developed by

Abba P. Lerner.

 According to the policy of functional Finance “Government

has to play a positive role so as to regulate and control the

economy by means of taxes and expenditure.”



Compensatory Fiscal Policy (Contra Cyclical Fiscal policy) 

 J.M. Keynes has suggested compensatory fiscal policy to

counter recession.

 The policy taken by the government to check business

fluctuations or trade cycles or to curb the effects of booms

and depressions are known as contra (counter) cyclical

fiscal policy.

 A contra cyclical fiscal policy is adopted for achieving

economic stability.



Compensatory Fiscal policy: During the Time of Boom/Inflation 

 Taxation: Its changes affect in disposable income,
consumption and investment. The government can
impose new taxes and increase the existing tax
rates as well.

 Government spending: During the time of inflation
the government has to adopt surplus budget by
reducing its expenditure than its revenue.

 Public borrowing: During the time of inflation, the
government has to increase its borrowing. This
will in turn reduce the purchasing power with the
people.



Compensatory Fiscal policy: During the Time of Crisis / 
Deflation 

 Declare tax concessions and reduction of tax rates.  

 Increased public expenditure so as to increase effective

demand.

 Public borrowing by the government will be reduced.



Contractionary Fiscal Policy

 Inflation – Contractionary Fiscal Policy

 Tax                              Public Expenditure



Expansionary Fiscal Policy

 Deflation / Crisis

 Tax                              Public Expenditure

Fiscal Leverage……….



Black money in India

 The term black money implies an unofficial or
unsanctioned economy parallel to the parent economy
of the country.

 This type of economy is also known as ‘illegal
economy’, ‘unaccounted economy’, or ‘unreported
economy.’

 Multi-dimensional problems are experienced under
parallel economy.



Magnitude of Black Money or Parallel Economy in India

 Black money refers all income on which tax is not paid. 

 Black money represents illegal money and belonged to the 
category of tax evasion. 

 It is a major threat to the economy. 

 The UPA Government commissioned the National Institute 
of Public Finance and Policy (NIPFP) to estimate the black 
money in India and held overseas by Indians. 

 The report shows that the black economy now amounts to 
75% of India’s GDP (i.e., 75% of the accounted income of 
the country). 

 More clearly, India’s black economy could now be nearly 
three-quarters the size of its reported GDP. 



A Report

 A Report published in 2013 by Global Financial 
Integrity states that the total black money outflow 
from India was nearly $343 billion during the last 
decade. This puts India at the 5th position on global 
exporter of illicit money. 

 The following are the major founts/sources of black 
money in India as per the findings of NIPFP: 

 1. Property transaction 2. Mining business 

 3. Private education

 4. Diversion from government subsidy schemes



Measures Initiated to Control Black Economy in India

 1. Checking tax evasion 
 2. Demonetization 
 3. Voluntary Disclosure Scheme 
 4. Special Bearer Bond Scheme 
 5. Rationalization of tax rates 
 6. Expenditure reform measures 
 7. Direct tax code 
 8. Speedy implementation of GST 
 9. Strengthen the provision of Prevention of Money 

Laundering Act (PMLA) 
 10. Strengthen the norms under Foreign Exchange 

Management Act (FEMA)




