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6.0 OBJECTIVES 

After going through this unit, you should be able to : 

explain the meaning and scope of fiscal policy 

indicate the important objectives of fiscal policy 

highlight the contribution of fiscal policy in defusing the recent crisis in the 
balance of payments faced by the country; and 

discuss fiscal policy instruments and their; utility in bringing about a significant 
measure of equity and social justice in the society. ' 

6.1 INTRODUCTION 

The term "fiscal" has been derived from the Greek word 'fisc' for basket which 
symbolised the treasury or the public purse. It simply means the exchequer or the 
government treasury. Fiscal policy is that part of economic policy which is mainly 
concerned with the revenues and expenditures of the government. It often includes 
public debt. Resources are raised through taxes, non-tax sources and borrowings 
within the country and from abroad. The policies that the government pursues in 
respect of raising revenues, levying taxes on income, commodities, services, exports, 
imports and those relating to public expenditure have a tremendous impact on the 
economy. 

In this unit we will discuss the meaning, scope and objectives of fiscal policy. We will 
also highlight the significance of various instruments of fiscal policy in bringing 
about equity and social justice in the society. 

6.2 FISCAL POLICY-MEANING 

Broadly speaking, fiscal policy is concerned with raising and spending financial 
resources and public debt operations to influence the economic activities of the 
community in desired ways. It is also concerned with the allocation of resources 
between the public and private sectors and their use in accordance with national 
objectives and priorities. It aims at using its three major instruments-taxes, public 
expenditure and public debt-as balancing factors in the development of the 
economy. 

According to Premchand "Formulation of fiscal policy presumes the identification 
and clear recognition of the institutional aspects of government finance, such as tax 
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systems, their incidence and shifting, budget formulation and execution, and 
financial management ." 

Since the state has come to occupy a pivotal role in the economic development of a 
country, fiscal policy is being increasingly used, through a policy of taxation of 
Income, commodities, imports and exports, a well designed policy of public 
expenditure and a policy of borrowings, to influence the economic development of 
the country. Government budgeting is clearly the most important instrument through 
which the fiscal policy is channelled. In fact, fiscal policy has come to be identified 
with budgetary policy and the two terms are often used interchangeably. 

6.3 OBJECTIVES OF FISCAL POLICY 

The important objectives of fiscal policy include : 

i) To increase the rate of capital formation 
In order to promote and sustain economic development, the rate of capital formation 
has to be much higher than that prevailing in most of the underdeveloped countries. 
A high rate of economic growth, sustained over a long period is an essential 
condition for achieving a rising level of living. Since an increase in the rate of growth 
does not come about automatically, the main objective of fiscal policy is to allocate 
more resources for investment and to restrain consumption. 

ii) Reduction in economic inequalities of income and wealth 
A major contribution of fiscal policy consists in minimising the adverse distributional 
impact of government policies. For instance, in a developing country like India, the 
need for alleviation of poverty is self-evident. There is, however, yet no evidence that 
the process of economic development has had any positive economic impact on the 
impoverished classes. Mobilisation of resources for financing the anti-poverty programmes, 
such as Integrated Rural Development Programme, Jawahar Rozgar Yojana, 
employment guarantee schemes, etc., is an important objective of fiscal policy in 
India. In any case, in a democratic society political realities would not permit a 
further widening of the distribution patterns than at present. Either by itself, or in 
conjunction with other measures of social and economic reforms, the current fiscal 
policy has considerable potential for reducing inequalities of income. CumuIative 
inequalities may take time to melt away. 

iii) Balanced growth 
A primary feature of the economic scenario in developing countries is their excessive 
dependence on agriculture rather than on industries and other non-agricultural 
occupations. The process of economic development gives rise to a greater variety of 
economic occupations, lesser dependence on land, and the need to provide 
employment to  additional labour which results from mounting population pressure. 

Balanced development not only across income groups, but also across regions in the 
country can be achieved through appropriate fiscal policy instruments. Another kind 
of balance is that between the public sector and the private sector. There is no such 
thing as a pure market economy or a total centrally planned economy. Once the 
appropriate mix and the economic role of the state have been decided on, fiscal 
policy instruments a re  pressed into service to bring about the desired policy changes. 

iv) Economic and social overheads 
Fiscal policy has to be so formulated that adequate resources are available to the 
government for funding social expenditure which benefit the poor. Heavy 
investments have to be made in infrastructure for sustaining growth in agriculture 
and industry. The development of transport and communication, water management 
and irrigation projects, large scale investments in health and education, cannot be 
left to the private sector. Such investments are heavy and generally beyond the 
capacity of the private sector. Privatesector is generally interested in projects with 
adequate and quick returns. The government, therefore, has to have a fiscal policy 
which will alIow such investments in social overheads. Such investment will allow 
private capital to come in and by raising the productive capacity and production, the 
government can generate profits. 
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v) Control of inflation 
There are various causes of inflation. There can be too much money in the hands of 
people and two few goods and services availrble for buying. An increase in 
government expenditure results in an increase in payment of salaries, wages, 
purchase of goods and services. This puts more income in the hands of the people. 
An increase in wages of industrial workers also increases money income. Wages also 
constitute costs of inputs. If costs go up, so do prices. This is cost-push inflation. 
Thus inflation results either because there is too much demand (because of increased 
purchasing power) for too few goods or because the costs of inputs having gone up 
the prices rise. An appropriate fiscal policy can help in controlling inflation. A non- 
inflationary financing of planned development will require a greater reliance on 
surplus generated by the budget and public sector undertakings and a reduced 
dependence on borrowed funds. 

vi) Progressive tax structure 
Taxes and subsidies have direct consequences for the poor to the extent that they 
bear the burden of taxes or benefits from the subsidies. In a developing country like 
India, the tax structure relies heavily on indirect taxes. This is not surprising, given 
the stage of development, low income levels of the majority of the people and the 
scope for commodity taxes offered by the growth of industry and trade. The 
government should try to increase the scope oT the indirect tax system, both through 
low tax rates on essential commodities and through subsidised distribution of 
foodgrains, edible oils and sugar. 

At the same time, an effort has to be made to increase the share of direct taxes in 
total tax revenue over a period of time, so that the fiscal system as a whole becomes 
progressive. What matters, however, is not the tax rates on paper, but the actual 
collections and their incidence. Fiscal policy must, therefore, ensure that taxes, as 
levied, are fully collected and strong action is taken to curb tax evasion. 

Check Your Progress I 
Note : i) Use the space given below for your answers. 

ii) Check your answers with those given at the end of the unit. 

1) What is the central concern of fiscal policy? What are the major aspects of 
government finance that fiscal policy is concerned with? 

2) Indicate the important objectives of fiscal policy. 

6.4 FISCAL POLICY IN OPERATION -SOME 
HIGHLIGHTS 

Control of Inflation 
Currently, inflation has been described as the most important problem that the 
economy is faced with. A number of demand-pull and cost-push factors have been 
mentioned as potential causes. The inflationary surge is led mainly by agricultural 
goods. The prices of manufactured goods have not even kept pace with average 
inflation, and, have lagged well behind the rise in agricultural prices. Along with 
demand-pull factors, supply factors (scarcity or short supply) have determined the 
pattern of relative price changes. Agricultural prices were increased by a rather *or 
kharif crop of 1990 which followed on the heels of a poor rabi crop earlier in the 
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same year. Imports could not be used to increase supplies and dampen prices 
because of the severe balance of payments problem being faced by the economy. The 
sharp increases in procurement prices for foodgrains have also contributed to the 
inflationary pressure. 

The excess demand pressures in the economy were primarily generated by 
expansionary fiscal policies of the central and state governments. Firstly, the 
investment expenditure of the government has far exceeded their savings. The excess 
demand of the government represented by its excess over saving has been met from 
these sources: (I)  domestic borrowing; (2) foreign borrowing; and (3) borrowing from 
Reserve Bank of India. While borrowing from the commercial banking system 
cannot go beyond a point, foreign borrowings are also no longer freely available to 
finance excess of expenditure over receipts from domestic borrowings. If ,the recourse 
to foreign borrowings is to be reduced, either domestic investment must be reduced. 
with undesirable consequences, or domestic savings must be raised. 

The third source for borrowings is the Reserve Bank of India. This is directly 
connected to the expansion of money supply and consequently to inflation. The 
monetised deficit (that is, the part of the fiscal deficit that leads to an increase in 
money supply) has been rising. The monetised deficit of the central government 
shows a fair degree of correspondence with the rate of inflation. Apart from the 
immediate net increase in expenditure, monetisation of the deficit builds up a level of 
liquidity which leads to a general increase in demand, and hence inflation, in the 
succeeding years. Thus the government needs to reduce its reliance on all the three 
present sources of funds : compulsory borrowings through the banking system, the 
monetised deficit and foreign borrowings. 

In order to reduce the fiscal deficit, the government has had to permit an increase in 
the administered prices of some basic goods and services. It incidentally increased 
input costs in the rest of the economy, thereby bringing about cost-push inflation 
also. Devaluation of the rupee in July, 1991 led to an increase in import costs. 

In order to combat inflation, the Government launched a massive effort to correct 
the fiscal imbalance by reducing the fiscal deficit from 8.4 per cent of Gross 
Domestic Product (GDP) in 1990-9 1 to 6.5 per cent in 1991 -92 and further to about 
5 per cent in 1992-93. Other measures in this direction include 

containing the growth of aggregate demand; 

tightening of selective credit controls; and 

revamping and extending the public distribution system. 

Results will take some time to show up. 

Balance of Payments 
The domestic and external sectors of an economy are interrelated. When domestic 
income is equal to domestic expenditure, the external accounts are in balance. Excess 
domestic demand caused by an excess of investment over saving leads to domestic 
inflation. It can also result in a deficit in the balance of payments. 

India entered the decade of nineties with large internal and external financial 
imbalances which made the economy highly vulnerable to external shocks. The Gulf 
crisis resulted in a higher import bill and a further loss of export markets and 
remittances. External commercial borrowings declined sharply. The drying up of 
commercial loans was accompanied by a substantial net outflow of deposits by Non- 
Resident Indians. The rapid loss of reserves prompted the government to take,a 
number of counter measures leading to a reduction in imports. Import reduction 
beyond a point would affect the entry of the essential inputs into industry and 
transport, petroleum products and fertilisers. This led to a decline in industrial 
production and a fall in exports as import compression had reached a stage when it 
threatened widespread loss of production and employment and verged on economic 
chaos. The government, therefore, moved to implement a programme of macro- 
economic stabilisation through fiscal correction. 

A key element in the stabilisation effort was the attempt to restore fiscal discipline. 
Both the balance of payments problems which were building up over the past few 
years and the persistent inflationary pressure were the result, of large budgetary fiscal 
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deficits which characterised the economy year after year. The budget deficit was 
about Rs. 11,000 crore in 1990-91. A reversal of the trend of fiscal 'expansionism was 
essential to restore macro-economic balance in the economy. The budget for 1991-92 
brought down the deficit to about Rs. 7,000 crore. Similarly, reduction in the fiscal 
deficit (the overall resource gap of the Government) was envisaged by about two 
percentage points from around 8.4 per cent of GDP to 6.5 per cent of GDP. This 
was to be followed by a further reduction in 1992-93 to 5 per cent of the GDP. 
These improvements in fiscal performance were made possible by the decision to 
abolish export subsidies, increase fertiliser prices, as well as the steps taken to keep 
non-plan expenditure (including defence expenditure) in check. These measures have 
reduced total expenditure, thereby reducing the current account deficit. 

These fiscal policy measuns have been complemented by (i) exchange rate 
adjustment (devaluation of the rupee), (ii) a programme of structural reforms of 
trade, and (iii) industrial and public sector policies. The objective is to evolve an 
industrial and trade policy framework which would promote efficiency, make the 

, economy internationally competitive, promote exports and generally integrate the 
Indian economy with the global economy. While the crisis has blown over, the policy 
reforms introduced by the government are necessary from the long term point of 
view. 

Cut in Expenditure 
Ever since the beginning of the planning era in India, the central government 
expenditure has increased enormously. The total expenditure which was Rs. 529 
crore in 1950-51 has gone up to Rs. 1.19.087 crore in 1992-93 (budget estimates), an 
increase of 225 times. Revenue expenditure has grown at a faster rate. It went up 
from Rs. 347 crore in 1950-51 t o  89,570 crore in 1992-93. Capital expenditure, 
however, grew at a slower pace. It increased from Rs. 183 crore in 1950-51 to 
Rs. 29,5 17 crore in 1992-93, an increase of 161 times. All this when the national 
income during the same period went up from Rs. 8,938 crore to Rs. 4,25,672 crore 
(estimated), which is about 48 times. (For further details, see Unit 10 of Block 3.) 

Another disturbing feature of the Union Budgets is the mismatch between revenues 
and expenditure of the wrong kind. Beginning with second plan right up to fifth 
plan, the revenue account of the budget always had a surplus and this partly offset 
the deficit in the capital account. But during the sixth plan the revenue account no 
longer assumed the "compensatory role". Beginning 1988-89, the capital account has 
been showing a surplus and thus playing the reverse role of moderating the revenue 
account deficit. Thus the plain meaning of this situation is that the government 
cannot raise enough revenues to sustain the ordinary business of governing the 
country. It has to borrow from the capital market to pay for its day to day expenses. 

What an underdeveloped country should aim at is to have a surplus in its revenue 
I 

account by raising maximum resources, through taxation, and by keeping the 
consumption expenditure as low as possible. This surplus should be used to finance 
the capital budget. The deficit on the revenue account is either an index of an 
inadequate tax policy or possible extravagance in public expenditure on consumption 
or both. Such deficits would mean negative savings and consumption of capital. 

The effect of deficit financing is to cause a rise in the domestic price level and to 
generate demands for wages. This leads to an increase in prices of input costs 
making the economy noncompetitive. Substitution of foreign goods for domestic 
goods may lead to balance of payments problems and depreciation of the exchange 
value of the rupee. A reduction in government expenditure, by reducing excess 
demand, will soften inflationary pressure. 

Can government expenditure be reduced? "The newly evolving analysis of 
I 

bureaucracy by economists provides more rigorous underpinning for an old 
conclusion popularly known as 'Parkinsons Law' (Refer to Section 6.7 for 

I 
j explanation). Bureaucrats maximise their own utility and the principal variable in 

I their "utility function" is power. Power can be roughly measured by a proxy such as 
I the size of the bureaucrat's budget, or the size of the department by the number of 
' I employees. Bureaucrats identify themselves with the stated goals of their department 

and achieve their satisfaction in life in large part by expanding their activity. They 
I will strongly resist any attempt to dismantle a government organisation. The 

governments, even when they make genuine efforts to reduce expenditure, usually do  i 
I 
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so by slowing down the rate of expenditure growth. Reduction in the absolute level 
of expenditure is rarely possible. Dahl and Lindblom pointed out in 'Income 
Stabilization in a Developing Democracy' (Max Milliken, ed. Yale University Press. 
New Haven 1956), government expenditures generally mean that "services are 
performed, values are realised, administrative organisations developed, expectations 
expanded, clienteles formed, interest groups created, pressures mobilised, and once 
these are set in motion, they cannot easily be contracted". 

The balance of payments crisis that overtook the government left it with no option 
but to take corrective fiscal action immediately. Containing and reducing non plan 
expenditure has been the avowed policy of the government for some years now. It is 
only with the budget for 1991-92 and 1992-93, that a serious effort has been made in 
this direction. The important policy initiatives introduced in the 1991-92 budget 
included (i) reduction in the fertiliser subsidy; (ii) abolition of cash compensatory 
scheme; and (iii) disinvestment in some selected public sector enterprises. As a result 
of these adjustments, the provision for nonplan expenditure, excluding interest 
payments, in 1991-92, represented a reduction of about 5 per cent compared with the 
provision in the revised estimates for 1990-91, and a reduction of almost 15 per cent 
in relation to what would have had to be provided, but for the fscal correction. 

Interest charges are the largest single item of nonplan expenditure and account for 
Rs. 32,000 crore in the budget estimates for 1992-93 and account for about 27 per cent 
of the total expenditure and about 38 per cent of the nonplan expenditure. The 
provision for 1992-93 represented an increase of Rs. 4,750 crore over the revised 
estimates for 1991-92. lnterest charges are a committed expenditure reflecting the 
cumulative effect of past deficits. These charges can be controlled by reducing the 
reliance on borrowed funds, and making the debts productive and self-liquidating. In 
the ultimate analysis, a reduction in revenue expenditure and hence revenue deficit 
can alone provide a solution of lasting nature. This indeed is a daunting task. 
Expenditure on defence and subsidies are the other major components of nonplan 
expenditure. In real terms, the defence expenditure has already been contained, if not 
marginally reduced. The question of subsidies is being investigated by a 
Parliamentary Committee. 

In any effort at reducing expenditure and hence deficits, the first casualty usually is plan 
expenditure. Even though in nominal terms, plan expenditure is marginally Higher, in real 
terms it represents a significant reduction. This is in tune with the new economic 
philosophy of the government which accords larger economic space to the private sector. 
With this multipronged strategy, the government has been able to bring down the fiscal 
deficit from 8.4 per cent of the GDP (1990-9 1) to 6.2 per cent in 1991-92and hopes further 
to reduce it to almost 5 per cent in 1992-93. This shows a welcome recognition of the 
paramount need to restore macroeconomic balance and manage the balance of 
payments. 

6.5 FISCAL POLICY-EQUITY AND SOCIAL 
JUSTICE 

According to the long term fiscal policy, the major contribution of fiscal policy to 
poverty alleviation has to come through an effective programme for (i) mobiIisation 
of additional resources which can be used for financing the anti-poverty 
programmes, (ii) for improving the social and economic services on which the poor 
mainly,rely and (iii) for financing the heavy investments in infrastructure, which are 
necessary for sustaining growth in agriculture and industry. The anti-poverty 
programmes and social services have to be financed by the government. Fiscal policy 
has to be so formulated that adequate resources are available to the government for 
funding social expenditure which benefits the poor. 

Alleviation of poverty has been an objective of the government policy, particularly 
after the fourth five year plan. Several special programmes have been in operation 
over the last two decades focusing on the poor as the target group. As a result, the 
extent of incidence of absolute poverty had declined over the years. The overall 
improvement in human resources, as evident from the estimates of incidence of 
poverty made by the Planning Commission, is given in the table below: 
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I Dthm of Incidence of Poverty (per cent) 

Urban 41.2 38.2 .28.1 20.1 

All India 51.5 48.3 37.4 29.9 

The reduction in the incidence of poverty is being brought about both by (I) the 
growth of the economy, particularly in agriculture, and (2) by the implementation of 
development programmes especially designed to improve the incomeearning 

L opportunities of the poor. In the coming years, the Centre's expenditure policies will 
accord an even higher priority to programmes benefiting the poor, such as the 
Integrated Rural Development Programme, the National Rural Employment 

li Programme and the Rural Landless Employment Gaurantee Programme. In addition 
to the budgetary allocation for Rural Development programmes, an additional 
allocation (1992-93) is to be made available from the corpus of the National Renewal 
Fund for employment generation schemes to supplement the normal employment 
generation through the Jawahar Rozgar Yojana. An additional allocation of 
foodgrains, through the Public Distribution System, in the 1700 most backward 
blocks at a subsidised rate, is another step for protecting these vulnerable sections of 
society from the pressure on prices. 

Another important way in which fiscal policy can contribute to the reduction of 
poverty is to encourage rapid economic growth and fast expansion of productive 
employment opportunities. Taxation has significant effects on savings and investment 
in the economy,on the allocation and uses of resources between alternative sectors, 
and on the efficiency with which resources are utilised. 

A progressive tax structure becomes inevitable if inequalities of income are to be 
reduced. Nor~ml process of industrial development always benefits the affluent 
sections of society. It is from them that resources can be mobilised for financing 
poverty alleviation programmes. Such a tax structure would rely heavily on direct 
taxes on income and wealth. Our tax structure, unfortunately, relies largely on 
indirect taxes. The time is ripe to have a look at the tax system which has evolved 
over a long period and has become extremely complex. The taxation system has to 
be simplified, made more progressive so that none of our basic objectives of growth 
and social justice are compromised. 

Food subsidy is a pan of the system of food security for the poorer and weaker 
sections of the population and is a basic element in the social policy. This is being 
continued. Fertiliser subsidy has become the largest single subsidy in the fiscal 
system. There is no doubt that fertiliser is an essential ingredient for agricultural 

* production. Agricultural development is vital not only for economic growth in 
general, but also to ensure rising levels of income and employment in rural areas. In 
1980-81, fertiliser subsidy was just 12 per cent of the total allocation in the Central 
and State Plans taken together, for Agricultural Rural Development Special Area 
Programmes and Irrigation and Flood Control. It increased to 33 per cent in 1991- 
92. Measures for better targeting and containing it are under investigation. For the 
present, this is being continued. 

Thus ends of social justice and equity are being served by the fiscal policy. Once the 
economy goes through the macro-economic stabilisation and structural reforms come 
to fruition, it should be possible to do much more in programmes of poverty 
alleviation, employment generation, public distribution systems, etc. 

peck Your Progress 2 

I 
'Note : i) Use the space given below for your answers. 

ii) Check your answers with those given. at the end of the unit. 
I 

riefly describe the contribution made by fiscal policy in defusing the recent 
balance of payments crisis in India. 
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......................................................................................... 

......................................................................................... 

......................................................................................... 

......................................................................................... 

2) How has fiscal policy helped in reducing inequalities of income? 

......................................................................................... 

......................................................................................... 

......................................................................................... 

6.6 LET US SUM UP 

Fiscal policy is concerned withi(l) raising financial resources and spending them and 
(2) public debt operations to influence the economic activities of the community in 
desired ways. It is also concerned with the allocation of resources between the public 
and private sectors and their use in accordance with national objectives and 
priorities. The objectives of fiscal policy are (i) to increase the rate of capital 
formation for promoting and sustaining a high rate of growth; (ii) reduction in 
economic inequalities of income and wealth through poverty alleviation programmes, 
generation of employment opportunities, a progressive tax structure and a system of 
subsidies which benefit the poor; (iii) balanced growth; (iv) provision of economic 
and social overheads; (v) control of inflation; and (vi) a progressive tax structure. 

How has fiscal policy contributed to the attainment of the objectives it is credited 
with? As we have discussed in the unit, three of the most important aspects are: 
control of inflation, balance of payments and reduction in public expenditure. The 
economy is an integrated whole. The best contribution that fiscal policy has made is 
in helping to pull the country away from the brink of an economic disaster. 

The balance of payments crisis could be defused through a series of policy measures 
which included fiscal corrections, trade policy reforms and industrial policy reforms. 
The excess demand pressures in the economy were generated by expansionary fiscal 
policies of central and state governments. The government had to cut down on its 
fiscal deficit. The reckless increase in the fiscal deficit had spilled over to the external 
sector and triggered the balance of payments crisis. Several measures were, therefore, 
taken to introduce fiscal discipline in the country. A serious effort was made to 
(i) contain nonplan expenditure; (ii) undertake disinvestment in the public enterprises; 
(iii) increase some administered prices to generate revenues; (iv) bring about 
devaluation of the rupee so that exports could be encouraged; and (v) introduce 
structural reforms in trade. industrial policy, public sector etc. In order to tide over 
the crisis, massive credits were negotiated with the International Monetary Fund and 
the World Bank. The crisis has blown over. But fiscal discipline will need to be 
observed for many years before the economy can turn the corner. 

6.7 KEY WORDS 

Budget Deficit : I t  is the difference between all receipts and expenditure, both 
revenue and capital. This difference is met by the net addition to the treasury bills 
issued by the central government and drawing down of cash balances kept with the 
Reserve Bank of India. . 

Cost-Push Inflation : It is a situation in which consumer and industrial prices keep 
rising owing to a cantinuing demand for higher wages. 
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Gross Domestic Product : The total value of goods and services that are produced 
within a country over a specified period. usually one year, excluding all those goods 
and services used during that period to produce further goods and-services. 

G n a ~  FLpd Dclldt : It refers to the total resource gap in terms of excess of total 
government expenditure over revenue receipts and grants. This concept fully reflects 
the indebtedness of the government. 

Integrated Runl  Development Programme (IRDP) : This is an antipoverty 
programme introduced in the sixth five year plan period during 1978-79 with the 
objective of bringing about economic, social and cultural transformation of rural. 
sector by generating additional employment opportunities and reducing the number 
of those living below the poverty line. The programme aimed at raising income and 
employment opportunities of landless, marginal farmers, poor rural artisans, 
scheduled castes and tribes through agricultural, and animal husbandry practices, 
village craft and services etc. 

J a m b  Rozgar Yojam : This is an employment programme announced during the 
seventh five year plan in 1989. The earlier existing two rural wage employment 
programmes i.e. NREP and RLEGP got merged into this scheme. The intention of 
this scheme is to provide employment to atleast one person in every family living below 
the poverty line in rural area for atleast 50-100 days in a year. 

' Market Economy : An economic system in which the question of what to produce, 
how much to produce and for whom to produce are decided in an open market 
through the free operation of supply and demand. 

Monethcd Deficit : It is the increase in the net Reserve Bank of India credit to the 
central government. It is the part of fiscal deficit which leads to an increase in money 
supply. 

N a t i o d  Run l  Employment P r q n m m e  (NREP) : This was started in 1980, with 
the objective of generating additional employment opportunities for the rural people, 
particularly to that segment which is without assets. 

Natiolul Renewal Fund : It was set up by the government recently with the aim of 
taking care of workers, who go out of employment by the proposed closure of 
terminally sick public sector units in the country. It will be used to provide a safety 
net to workers in sick enterprises and to finance their retraining and redeployment. 

Revenue Ddidt  : It denotes the difference between revenue receipts and revenue 
expenditure. 

Rrkhmn's Law : This gives Cyril Northcote Parkinson's satirical view of the 
effectiveness of human beings and their organisations. The law holds that 'work 
expands so as to fill the time available for its completion'. It was then formulated to 
apply to government redtape and bureaucratic inefficiency in Britain. 

Runl  Landless Employment Guuantee Programme (RLEGP) : This was initiated in 
1983 with the objective of providing gainful employment for the rural landless 
labourers by creation of productive assets, strengthening rural socioeconomic 
infrastructure and thereby improving the overall quality of life in the rural areas. 
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ANSWERS TO CHECK YOUR PROGRESS 
EXERCISES 

Check Your Progress 1 
I )  Your answer should include the following points : 

Fiscal policy is concerned with (I) raising financial resources and spending them 
and (2) public debt operations to influence the economic activities of the 
community in desired ways. It is also concerned with the allocation of resouras 
between the public and private sectors and their use in accordance with national 
objectives and priorities. It aims at using its three major instruments-taxes, 
public expenditure and public debt as balancing factors in the development of 
the economy. 

2) Your answer should include the following points : 

The important objectives of fiscal policy include'the following : 

To increase the rate of capital formation. 

reduction in economic inequalities of income and wealth. 

help in achieving balanced growth. 

emphasise on the provision of economic and social overheads. 

guidance in designing d progressive tax structure. 

Check Your Progras 2 
I) Your answer should include the following points : 

Fiscal deficit had to be reduced substantially so that the primary cause of 
inflation could be eliminated. 

Balance of payments crisis had to be defused through several policy measures 
including fiscal corrections. 

A significant reduction in total government expenditure was achieved through 
a series of measures. 

2) Your answer should include the following points : 

Poverty alleviation programmes such as rural development programmes, rural 
implement generation schemes etc., have been financed by the government. 

Pressures on prices in respect of essential commodities have been softened 
through public distribution system. 

System of taxes and subsidieu which benefit the poor has been put in place. 
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