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ABSTRACT

The Government of India to achieve certain objectives frames the Fiscal Polices. It
mainly deals with the taxation structure, public expenditure, public debt and surplus
and deficit budget. The main objective of fiscal policy is to achieve economic stability
and growth. In times of inflation and deflation fiscal policy plays a vital role in
stabilizing the economy. Government through its taxation policies and borrowing
carries out its public expenditure, which is important for the development of the

country. Developing countries like India should be careful in framing fiscal polies as

it can also adversely affect the economy that is do more harm than good. This paper

seeks to study fiscal policy in detail and understand the objectives and instruments of

fiscal policy.

Keywords: Fiscal Policy, Public Expenditure, Taxation, Economic Stability, Growth

INTRODUCTION

The Government of India frames various policies for the smooth functioning of the
economy. Monetary and fiscal policies are two such macroeconomic stabilization
tools implemented by the government of India. Monetary policy deals with money
supply in the economy whereas fiscal policy deals with the taxation and public
expenditure of the economy. Fiscal policy can be expansionary or contractionary.
Government opts of an expansionary fiscal policy when there is a downfall in the
economy, where taxes are reduced and government spending is increased. On the
other hand, contractionary fiscal is aimed at reducing the inflation rate of the economy

by increase in tax and decrease in government spending. Fiscal policy and monetary

policy go hand in hand to achieve higher economic growth of the nation.
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According to the fiscal policy, the government decides how much should be the tax
rate to earn enough revenue for its developmental and other purposes and what should
be the amount spent as public expenditure. If the revenue collected is more than the
public expenditure, the government has a surplus account whereas if the expenditure
of the government is more than its revenue then it runs a deficit. In case of deficit,
government has to borrow domestically or overseas. Alternatively, government can
also print new currency to meet its current demand. The primary objectives of fiscal
policy in India are (a) to achieve a higher rate of economic growth (b) to attain a
stable price level (c) to achieve full employment in the economy. Fiscal policy plays a
vital role in increasing the rate of capital formation in both public and private sectors.
It helps in mobilizing its resources for financing the government developmental
projects. A proper taxation policy stimulates the savings of the people and also

provides incentives to the private sector to expand its output. Fiscal policy tries to

minimize the income and wealth inequalities existing in the country.

Objective of the Study

This paper seeks to study the relationship between fiscal policy and economic
stability. The paper also tries to understand the different instruments used by the

government to stabilize the economy and the objectives behind framing the fiscal

policies.

LITERATURE REVIEW

According to Ahuja (2007), fiscal policy aims at managing the aggregate demand for
goods and services in the economy. Expansionary fiscal policy is implemented to cure
recession and to curb inflation, contraction fiscal policy is adopted. He states that
- fiscal policy is a policy of demand management.

_ f M (2008) says that fiscal policy mainly concerns itself with the flow of funds in the
my. Underdeveloped countries use fiscal policy to step up the rate of economic

Taxation policy transfers funds from the economy to the public whereas
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Accordi i . -
ding to Chaturvedi (2005), Government can influence the level of economic
activities through fiscal policies. Government uses its expenditure and revenue
programmes to produce desirable outcomes and avoid undesirable outcomes on

national income, production and employment.

RESEARCH METHODOLOGY

The data collected on the various aspects of fiscal policy are mostly in the textual
form and data is collected from various secondary sources like books, research papers,

articles etc.

INSTRUMENTS OF FISCAL POLICY
(1) Taxation

Tax is a compulsory payment, which is paid by the people to the government. In
India, the Central government and the State governments levy tax. The tax structure
should be such that it raises enough revenue for the government’s developmental
activities as well as non-developmental activities. The taxation structure in India is
divided into two parts, direct and indirect tax. Direct tax is imposed on the income of
the individuals and corporate bodies. Indirect tax is levied on sale of goods and
services. Tax is an important source of revenue to the government and is also a
measure of minimizing the economic disparity, which prevails in the economy.
During an upswing in the economy when the inflation rate is high, government
imposes a higher tax rate and can even impose new taxes. This is done to reduce the
aggregate demand of the economy. Imposing higher tax will reduce the money supply
in the economy and will aid in controlling the inflationary gap. During downswing, or
deflation, government reduces the tax rate and also cuts down some taxes for the time
being. This step would increase the money supply, giving the necessary boost
required to increase the aggregate demand of the economy. Tax is government’s way
of earning revenue, which is then used to meet the budgetary demands. Tax is a
necessary tool of the economy because government can fund this money back to the
economy in the form of developmental activities. The tax paid by the public to the
government goes to funding healthcare services like social healthcare, medical
research etc. It is also used to improve and maintain the public education system. In

the case of an underdeveloped or developing nation, government cannot rely much on
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the income tax for generating revenue, as the per capita income of such countries is
less. In fact if high tax rate is imposed on low-income group people, it will adversely
affect the people’s willingness to work and save. But if tax is imposed on luxury
goods, it diverts resources from non-essential consumer goods to the essential goods.
Therefore the government should be very careful before imposing taxes, as some

taxes can be fruitful but some will adversely affect the economy.

(2) Government Expenditure

Government expenditure is the spending by the government as a part of
developmental activities of the country. The aim of the government is to increase
infrastructure investment and also spending on research and development.
Government expenditure can be classified into three categories:

(a) Current expenditures- it is where government spends on goods and services for
immediate use which is to cater to the needs of the public

(b) Capital expenditures- it is the fixed capital formation where the government aims

to create future benefits, such as investment in infrastructure, roads, railways, health,

proper sewage systems, communication, research spending etc.

(c) Transfer payments- it is the expenditure on social security payments, pensions and

unemployment benefits. It does not involve transaction of good and services.

During inflation, government cuts down on its spending on public welfare which

results in fall of aggregate demand. On the other hand, during the time of deflation,

government increases its spending, which increases the money supply and aggregate

demand in the economy. This in turn reduces unemployment and also the deflationary

gap. Expenditure on defense, police, and other such activities are considered

unproductive, as it does not help in the economic growth of the country, whereas
Mﬁl’e on the development of infrastructure is a productive expenditure as it
assists in the growth and development of industries and other sectors of the economy.

n policy fails to mobilize sufficient resources in the developing countries
er capita income, it resorts to public borrowing. Public debt refers to the
which includes loans from market, borrowing from
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within the country or from abroad, from private individuals or from banking and non
banking financial institutions. Public debt is an important source of funding of the
government to finance its public expenditures and fill up the deficit budget. Public
debt wen calculated as a part of GDP (Gross Domestic Product) indicates the ability
of the government to meet its future obligations. The six major forms of public debt
are (a) Internal and External debt (b) Productive and Unproductive debt (c)
Compulsory and Voluntary debt (d) Redeemable and Irredeemable debt (d) Short
term, medium term and long term debt (e) Funded and Unfunded debt. Public
borrowing can be successful when debts from the idle balances from the people are
collected. If borrowing results in fall in the current consumption level or is financed

through decreasing investment, it may not give the desired results.

(4) Budgetary Surplus and Deficit

A government is said to have a surplus budget when the revenue earned by the
government is more than its expenditure. This excess amount is utilized by the
government to repay its outstanding loans or keeps it as reserves for future
contingency purposes. This surplus is also utilized for developmental purposes.
Budget deficit on the other hand is when the expenditure is more than the income.
During this situation, government decreases its public expenditure and opts for a

higher taxation scheme. It is a signal that government is not working efficiently and it

should take measures to minimize its deficit.

OBJECTIVES OF FISCAL POLICY IN DEVELOPING COUNTRIES

1. Mobilization of Resources: Savings are an integral part of resources. Government
resorts to voluntary and compulsory savings in order to increase the level of savings,
which can be converted into investment. For financing developmental activities
through public debt and taxation, resources are required to be mobilized. But the issue
with developing countries is that duc to low per capita income, the savings is also

low.
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3. Edoardo Chiarotti and Nathalie Monnet in “Hit them in the Wallet! An
Analysis of the Indian Demonetization as a Counter-Insurgency Policy.”conclude that
demonetization has had an unexpected and welcome the effect in the form of
significant and positive impact on surrenders of Maoist extremists. However, the

increase in the number of surrenders in the districts where cash is still procurable from

mineral trade and public works contractors is not comparable with the higher increase

in districts that rely on subsistence agriculture. Thus the demonetization as a policy to

curb illicit cash flows to insurgents has had the desired impact on insurgents’ violent

activities.

To sum up, it is clear that the immediate negative impact of demonetization

wore away soon though the size of the operation was tremendous and all the

objectives of the operation were achieved to varying degrees. However, the negative

impacts such as on GDP cannot be clearly attributed to demonetization alone as there

| factors at play at the same time. The long-term positive impacts are now

increased use of digital money

were severa

being felt in the form of better tax compliance,

transactions, control on inflation, and lower terrorist activities. This was confirmed in

August 2018 by Economic Affairs Secretary Subhash Chandra Garg of Indian

government by stating  that «demonetization achieved objectives  quite

substantially.(Press Trust of India).
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stand the concepts of deterministic machine 1, casy
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represent DFA by digraphs which is also called stae
transition diagram. In this digraph the vertices zre
denoted by single circles of a transition diagram which
represent the states of the DFA and the arcs are lsheled
with an input symbol correspond to the transitions. We
representaccepting states by double circles.

Efficient leaming of DFA is a challenging research
problem in grammatical inference. It is known that both
exact and approximate (in the PAC sense) identifiability
of DFA is hard.

Finite automata, regular grammar, and regular
expressions are (hree dissimilar representations for
regular languages. Regular grammar and regular
expressions generate regular languages, and finite
automata is a computation model of speech recognition
for regular languages [1]. Finite automata is widely usad
in arcas such as text processing (2], compilation [3.
pattern matching [4, 5], network intrusion dclecti@ and
protection (6, 7], image analysis and spatial dynaics [,
9). Finile automata mainly have two aliemauve
implementations: nondeterministic finite '“'mm‘.b

L iee finite automatons (DFAS).
(NFAs) and deterministic finite au

~ DFAs are used widely because they have predictable and
. acceptable memory bandwidth

requirements. Regular
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in practical applications. In this paper, we
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]

focus on the inimization

(he copversion from regular expressions or regular

nmar to DFA.
3 It has boen proven theoretically that a DFA has a

unique minimal formalization, but only up to
| jsomorphism [3). This means that the minimal DFA 1s

.

unique, and has the least number of states needed to
recognize a language represented by regular CXpressions
or regulsr grammar. The minimization of a DFA is
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- partiton on the state set. A typical method is mentioned in
[12] and has mmmpk-nly O(n2). Hopcroft's and
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algorithm and has a worst-case time of O(n log n) [13].
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