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Gmrernment Budget : ~leaning and Conipone·nts 
A. bnd-~et is an annual ·rinan~i:tl srate-m:~ !lt of s -2.ovemm ent.. It 21,.,es out det:ails of t"otal reie-.ein:s ~ - ... and total expenditure foI' a. -year_ ~tore gc~~eT2.!~-. 

in India .. budget of ,the Union Go,-ernn:en1 (koo""-n -as the Union Budget) is presented on the last 
working day of the month of F~bn1ary. 

A1ong with the budget for the next coming 
year the set of figures relating to. g0Ye-mo-1ent 
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r~ceipts and, expenditure relating to the precee­
dmg two years are also presented . 

Thus , the budget for 20 l 0-11 presented on 
28 -02.2011 contains data relatino to the following 

0 years: 

• Actual accounts for the year 2008-09. 
• Revised estimates for the year 2009-10 
• Budget estimates of the year 20 l 0-11. 

Components of the Union Budget 
The various components of a budget can be 

divided in two parts, viz., 
(i) revenue budget, and 
(ii) capital budget. 

A revenue budget contains the details of 
revenue expenditure and revenue receipts of the 
government. These are in the nature of current 
expenditure and current income of the govern­
ment. 

A capital budget is a statement of capital 
receipts and capital expenditure of the govern­
ment. 

The sum total of the revenue budget and the 
capital budget constitutes the overall budget of the 
government. 

Thus, the sum of revenue receipts and capital 
receipts constitutes the total receipts of the govern­
ment. The sum of revenue expenditure and capital 
expenditure constitutes the total expenditure of the 
government. 

Classification of Receipts and Expen­
diture 

Normally, government receipts are classified 
in two groups, viz., (i) revenue receipts and (ii) 
capital receipts. 

Government expenditure is normally classi­
fied in different categories. Some of these are (i) 
revenue expenditure and capital expenditure, (ii) 
developmental expenditure and non-developmen­
tal expenditure, and (iii) plan expenditure and 
non-plan expenditure. 

Sources of Receipts in Union Budget 
A government can mobilise resources through 

various sources, to raise revenue receipts and 
capital receipts. The various sources, with 
corresponding data from the Union Budget for the 
vear, are tabulated as follows : 

-
__ s_o_u_rc_e_o_if_R_e--:-c_e,_·p_ts ___ < R~ 

~ 0 A. Revenue Receipts "" 
A 

I 
Tax Revenue 

(a) Corporation Tax 

(b) Income Tax 
(c) Customs 

(d) Union Excise Duties 

A
2 

Non-tax Revenue 

(a) Interest receipts 

(b) Dividends and Pro­
fits 
( c) External grants 

B. Capital Receipts 

(a) Recoveries of loans 

(b) Market borrowings and other Ions 

( c) External assistance 

( d) Disinvestment of PSU equity 

' · ,,, 

. , .. 

... , 

.. ,. 

' ••,, 

· •· , ,, 

C. Overall Receipts ( = A + B) 4,38,79) 

Revenue receipts are those sources of inf1
0
~

1 
of money which do not create any liabilil',' 

0
: 

repayment on government. · · 

For example, government collects revenue b, 
way of taxes. Revenue so raised is not to ~ 
returned ever to the tax-payers. Similarly, govem 
ment owns many production enterprises. 

The profits earned by these enterprises forn 
part of the income of the government. These an 

not to be returned to PSUs. 

Capital receipts, on the other hand, constitut 
those sources of money for the government whk' 
involve either of the following two: 

• a liability of repayment is created for th 

government. 
· to b • an asset owned by the government 15 

sold. 
t raise 

For example, when a gove~nmen liabilit 
money by way of loans and borr~w1_ngs, a when 
of repayment of loans arises. S1milarl~,. ·nveil 
government raises money by ':'ay of 

0
;~ out 1 

ment, assets in the form of eqmty gets 
private enterprise. enu 

h the rev Revenue surplus obtains w en h rt of t~ 
expenditure of the government falls s 0 

revenue receipts. 
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Non-plan Expenditure 

p.. Revenue Expenditure 
A1 
(a) Interest payments 

(b) Defence 

(c) Subsidies 

( d) Economic, social and other 

services 

Az Capital Expendture 

(a) Defence capital 

(b) Non-plan capital outlay 

(c) Loans to 

(i) public enterprises 

(ii) states 

(iii) foreign governments 

B. Plan Expenditure 

BI Revenue Expenditure 

(a) Central plan 

Cb) Central assistance to states 

B2 Capital Expenditure 

(a) Capital plan 

(b) Central assistance to states 

C. Overall Expenditure (= A+ B) 

C1 Revenue Expenditure (A 1 

C2 Capital Expenditure (= A2 

form Revenue expenditure of go~e , 

d. of consumption expend1tu , 
trect1y 

create any capital asset for 
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. / tus is used to finance: the exp surP h . ·1 en-
1 file building up t e capita assets in the 
1 ·rure 011 To that extent, the need for fresh 

d1 
110J11Y · i·s reduced. 

·O ·JlgS e• ovl' . . h h ti0ff nue deficit occurs w en t e revenue 
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·ptS O • recet expenditure. 

e,,ue · t b b·1 · · fC" e deficit IS me ~ mo 1 1s1~g capital 
fb T that extent, capital expenditure in th 

receiP15 • f~lls short of the capital receipts. e 
conorl1Y • 

e d of Expenditure 
sea s 

budget, government expenditure is 
In ~ under different heads as follows : 

II ~ (R 

~ an Expenditure 
A-

Ai Revenue Expenditure 

(a) Interest payments 

(b) Defence 

(c) Subsidies 

s. In Crores) 

I ( d) Economic, social and other 
/ services 

, A
2 

Capital Expendture 

/ (a) Defence capital 

(b) Non-plan capital outlay 

(c) Loans to 

(i) public enterprises 

(ii) states 

(iii) foreign governments 

B. Plan Expenditure 

B 1 Revenue Expenditure 

(a) Central plan 

(b) Central assistance to states 

B2 Capital Expenditure 

(a) Capital plan 

(b) Central assistance to states 

C. Overall Expenditure ( = A + B) 

Cr Revenue Expenditure ( A 
1 

+ B 1) 

~ 2 Capital Expenditure ( = A2 + B z) 

fu Revenue expenditure of government is in the 
d. rm of consumption expenditure . It does not 
irecuvc my · reate any capital asset for the econo · · 

Economics (NET) I 41.90 

For exam le . 
lable to do P . ' LPG cylmders arc made avai -
l mest,c consum . . . h . ess than th · . . en; at a price wh ,c · JR 
cylinder. Th~ d·% unit c?st of productjon of a 
ment, and . , k I erence 1s bom e by the govern ­
subsidies . is nown a.~ a subsidy. Expenditure on 
It d 18 a part of the government expenditure . oes not lead 1 • 0 creatJon of any ac:,~et. 

The maJ·or ' t . in 1 ems on which a govern ment 
curs revenue expenditure include : 

• subsidies 

• interest on government loans , 
• public administration 

' 
• defence, and 

• other services 

0 Capital expenditure is in the form of 
investment expenditure . It results in 
creation of assets in the economy. More 
the capital expenditure , larger the quantity 
of assets that are created. For example , 
construction of roads, dams, bridges, 
flyovers, hospitals , schools, canals, etc . 
involves government expenditure. The 
expenditure creates more assets. Ours is a 
planned economy. Developmental progra­
mmes are formulated and implemented as 
a part of each five-year plan . On each of 
these programmes and schemes govern­
ment expenditure is incurred . A provision 
for this expenditure is made each year in 
the budget for the year. 

Such expenditure as is incurred on the 
programmes and schemes included in each five­
year plan is known as ' plan expenditure'. There 
are certain programmes and schemes which are 
formulated and implemented by the government. 
These programmes do not form part of a five-year 
plan. Expenditure incurred on these programmes 
is called non-plan expenditure . 

Further, plans provide for creation of some 
assets, for example, canals. Some expenditure wil1 
be incurred on the construction of canals during a 
plan period. Such expenditure is ~no:1n as plan 
expenditure . But after the plan penod 1s over and 
the canals have been constructed, canals need be 
regularly maintained . lt involves expenditure. 
Expenditure incurred on the _maintenance of canals 
constitutes non-plan expenditure. 
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Plan expenditure may be on revenue account; 
it can also be on capita] account . 

SimiJarly, non-plan expenditure may be on 
revenue account; it can al so be on capital account. 

Developmental Expenditure and 
Non-developmental Expenditure 

Deve1opmental expenditure includes expen­
diture incurred under such beads as social and 
community services and economic services. 

Non-developmental expenditure is incurred 
under such heads as defence , interest payments , 
subsidies, public administration, etc . 

Further, it should be noted that the develop­
mental schemes are included in both revenue and 
capital budget. 

Non-plan expenditure is a generic term. It 
includes both developmental and non-develop­
mental expenditure. Expenditure on schemes and 
programmes included in a plan is called plan 
expenditure . Whereas any expenditure outside the 
plan, irrespective of the head under which it has 
been incurred, constitutes non-plan expenditure. 

Balanced Budget, Surplus Budget 
and Deficit Budget 

A budget is an annual financial statement of 
government receipts and expenditure. During a 
year, government's receipts may be equal to, less 
than, or more than government's expenditure. 

• If receipts are equal to expenditure, we call it 
a balanced budget. 

• If receipts are more than expenditure, we call 
it a surplus budget. 

• If receipts are less than expenditure, we call it 
a deficit budget. 

We know, receipts and expenditure are of two 
forms, viz., (i) revenue, and (ii) capital. 

Therefore , we have different concepts of 
deficits (and surplus) in government budget. 
Among these concepts, more important are as 
folJows: (i) revenue deficit , (ii) budgetary deficit 
(iii) fiscal deficit, and (iv) primary deficit. 

Revenue deficit obtains when the revenue 
expenditure of the government exceeds the 
revenue receipts. 

For example. in the Union Budget, we have 

• Revenue Receipts 
• Revenue Expenditure 

Revenue Deficit 

Budget deficit will be obtain 
overall expenditure of the governinCd ~hell 
expenditure+ capital ~xpenditure) ex ent fre,.,~ 
receipts (revenue receipts + capita] r~8 01rer:-t 

For example, in the Union Buctg t 
1
PtsJ ~ 

e, we ha 

--------~ ! 
• Revenue Receipts ~ t\J 

+ • Capital Receipts 
= 0 Total Receipts 

• Revenue Expenditure 
+ • Capital Expenditure 
= 0 Total Expenditure 

..... 
'• ,, , __ 

.,., 

' ••,,,_ 

'• •· ·· 

It would be seen that in the Uni~ 
overall expenditure is equal to overall rece~gei, 
is balanced budget in this sense. Fiscal der.· h 
calculated as follows : cit I! 

Revenue Expenditure 
+ Capital Expenditure 
- Revenue Receipts 

(Rs. In CroresJ 

----
- Recoveries of loans by the Govern-

ment 
- Non-debt creating Capital Recepts 

In other words, 

Fiscal deficit = (Revenue Expenditure + 

Capital Expenditure) - (Revenue receipts + 

Reveries of loans by the Government + Non-de~ 
Creating Capital Receipts) . 

Fiscal deficit as defined above is known ai 

gross fiscal deficit. The net fiscal deficit is ilie 

difference between gross fiscal deficit and net 
lending by the government (net lending= gross 

· reco· loans extended by the government mmus · 
veries of loans). 

The gross primary deficit is the di~eren; 
between the gross fiscal deficit and inter 

payments made by the government. fiscal 
The net primary deficit denotes ne~ tertS' 

deficit minus net interest payments (net JJl 
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Vjs1J1f , 
, Disinvestment we mean the sale by the 

BY nt of equity of public, sector under-
ernflle h' . h 

go~ 
5 

BY selling t 1s eqmty t e government 
1akl0~ · money to meet its own expenditure 
mobihses 
requirements. f d. . 

1 

The receipts by_ wa~ o 1smvestment are 

d as capital receipts m a budget. 
rreate 

Disinvestment helps a gov~rnment_ to increase 

el·pts and to that extent-it helps m reducing 
its rec , . 
the fiscal deficit. 

But disinvestment cannot be recommended as 

measure of resource1 mobilisation. It amounts to 

' ~e fact that the family is selling its jewels to meet 

' its current consumption requirements. 

But in case proceeds from disinvestment are 

1 
used to finance capital outlays, there may not be 

1 much objection to the use of this method. 

Interal Debt and External Debt 

The outstanding sum of the loans contracted 

by the government at any point of tim~ from 

within the economy constitutes its internal debt. 

On the other hand, the outstanding value of the 

loans contracted outside the country constitutes 

the external debt of the government. 

Finance of Fiscal Deficit 

Fiscal deficit obtains when the revenue 

receipts plus non-debt creating capital receipts of 

tbe government fall short of its overall expendi­
ture. 

from The deficit is met by raising capital receipts 

<'11 • sources like loans disinvestment . of PSU 
"'tUity tc ~ . . t 
hyPti~ ~ · If any shortfall still persists, it 1s me 

ting of new currency . 
Monti· f' I 

deficit · e_ se~ deficit is that part of the 1sca 
Whtch is met by printing of new currency · 

Monetised d f • 
undertake e e ici~ enables an economy to 
programm xp~nditure on such schemes and 
capability _es which would otherwise be beyond its 

th Monetised deficit adds to the money stock of 
e economy A . . 

· n mcrease m supply of money 
results in an · · 

. Increase m the demand for goods and 
services. Unless this increased demand is matched 

by an increase in the supply of goods and services 
there emerge pressure on the general price level. 
Infl t· a Ion adversely affects the investment and 
production activity. 

Taxation is an important source of resource 

mobilisation. But there are clear limitations on this 

instrument. If the tax rates are raised beyond the 

taxable capacity of the people, these adversely 

affect the ability and willingness to save and 
invest. 

Two important limitations of borrowing are as 
follows: 

One, borrowings involve debt servicing that 

include payment of interest and return of principal 

amount. Large borrowings may impose unbear­

able burden. 

Two, more important is the use to which the 

resources are put to. If these are diverted to 

nonproductive purposes, they fail to generate own 

means of repayment. 

Objectives of Government Budget 

Budget is an important instrument at the 

disposal of a government. Budget is used to 

achieve many objectives in every economy. 

Among the various objectives, more important -· 

ones can be identified as : (i) mobilisation of 

resources, (ii) acceleration of economic growth , 

(iii) minimisation of inequalities of income and 

wealth, (iv) creation of employment opportunities . 

Economic growth implies a sustained 

increase in real gross domestic product of an 

economy, i.e., an increase in the volume of goods 

and services. A budget can be an effective in­

strument of economic growth in following ways : 

• By providing tax re?ates and_ other incen_tives, 

it can stimulate savmgs and mvestment m the 

economy. 
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• G01.e-.rnn.k"m e- \ pc-ndin1re gentTillt':-. ~krn:.:,nd 
fo:r d.ift~re-m ~~ '-".! gO\-xis and ~"'n 1~~ Thi~ 
nu~ " ork as a sumulant fox pT{'..i'lh.~~ iu the 
pn v1:r- SiOC{or 
B~ balan~ res:.10.nal ~rowth \\c' me.u-1 that dJfkrli'nl re-gioo; of the ~l'\.)llll{f\ sh0u.ld R"\.'tu-d 
erono.mi-c growth\ simultanwush' . h ,, ould reqmre that the mte r1f e~onomi~ ~wth in 
brl7-\~~Fd regioos should be faster than in the 
d~veloped region._~. 
A budg,et is an 1.mpormm m~trument to 
pmmcte this pattern of growth: 

e, Ta..x c-onc-e,s.ions. reb.nes and othe-r iis.cal 
iocent1ws can boe pro\id.xi for iI1Yestmems in 
bad(\\·ard regions in the C'OUD.i0 . 

• SubSldie-s can be provided ou inputs and outputs of the production units set-up in backward regions. 

• Public expenruture on build.mg up of infrn­
stru.cture in backward regions will promote 
gTO\\ th m such regions , This will facili tate 
mobilisation of goods. senices and capital . 
Equalities .in income distribution primarih 
require that the rate of growth of real incom~ 
of the low-income sections of the societv 
should be faster than the rate of growth of th~ 
high-income sections of the society . 
A budget can be a useful instrument to 
achieYe this goal . 

• Tax 1.:oncessions. excise rebates and similar 
concessions and inc~nrjves can be granted for 
production of goods of mass consumption~ 
these could be a, Jibb le to poorer se-ctions at 
lo\\ er pnce'i . 

I Pro~res,ive ta~ation of income and \\ ealth \\ dl. help the go, emment to mobilise more 
re-)c\lti rce-~ The-~ resources can be sent on the 
~onal vei:tor in the economy . Free educat~on, 
,,. t<lK'a] faoht1es. drmk.Jng water. ~rutat10n, 

•· 
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l 
. h' l , . ~l\t ti RC ue,·e t ,s ,1 )_Jc"~h\'c' . l 

The ~m·emmenl cirn d rnngc:- tht t11,, ""t , 1 "" . ~ ., •h~'s ll response to the nerd~ n1 thl' l\.'onoiny F 
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\ e-xmnpk ' Hll i n~rc"OSt.' in incnme l•" ' '. or , .,., intc, I wouhi reduce the dt sposnhle tlh.'oml'. this 1 

se.n 1res. rmd thus prove nnti-inflntionmy 

• 
wou~d c-ut down the demnnd for gl)Od~ and \ 

Similn.rly. the trtx rntrs on w mmoditie~ nthl 
sen ices cnn n.lso be chnngcd in rtspon~c 1l, 

• 
tht' netcts of the economy. · 
~ublic expendjnm.' l t\O nlst, Sl'\'\'~ ns nn 
~n~trume~t to bring price stability. An mcreas~ m public expenditure pw11ps in 1Mre 
money m t_he economy while public c.xpendi, ture sue.ks m more money . Either wuy t.hc. ~iz.c of economic nrtivity. nnd mnn." thr g~nernl price level gets affect\!d , .. 
Budget is a forceful instmment of cronomk 
grow1;11 . ~ut n bud~e-t · s uhility to give pmh and direct10n to economv orowth is limitrd h, u number of factors . ~ ;:- · 

• The most severe constraint arises due to 
inability of the government to mobilise 
financial resources . This may he primnril~ 
due to the factors like : 

• Tax rates cannot be mised be, ond n point 
High tax rates ha\'e ad\"a~c eflcl'ts on pn,­
duction, con~umption , saving, and investment 

• High tax rates may also distort produl.'.Lll111 

structure ~ production of high va.lue--nddcd 
goods that cater to high income groups ,no\ 
come to replace the produC' tion of rn~~ 
consumption goods. 
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