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Question 11:

Explain the relation between government deficit and government debt.
ANSWER:

The relation between government deficit and government debt can be explained through
the following points.

1. Government deficit is the excess of total expenditure over total receipt of the
government; whereas, government debt is the amount of liability, owed by the
government to the public, foreign and other institutions.

2. The term government deficit implies increase in the debt of the government. In other
words, if the government continues to borrow to finance deficit, it leads to additional debt.

Question 12:
Does public debt impose a burden? Explain.
ANSWER:

Government debt or public debt refers to the amount or money that a central government
owes. This amount may be borrowings of the government from banks, public financial
institutions and from other external and internal sources. Public debt definitely imposes
a burden on the economy as a whole, which is described through the following points.
1. Adverse effect on productivity and investment

A government may impose taxes or get money printed to repay the debt. This however
reduces the peoples’ ability to work, save and invest, thus hampering the development
of a country.

2. Burden on younger generations

The government transfers the burden of reduced consumption on future generations.
Higher government borrowings in the present leads to higher taxes levied in future in
order to repay the past obligations. The government imposes taxes on the younger
generations, lowering their consumption, savings and investments. Hence, higher public
debt has negative effect on the welfare of the younger generations.

3. Lowers the private investment

The government attracts more investment by raising rates of interests on bonds and
securities. As a result, a major part of savings of citizens goes in the hands of the
government, thus crowding out private investments.



4. Leads to the drain of National wealth

The wealth of the country is drained out at the time of repaying loans taken from foreign
countries and institutions

Question 13:

Are fiscal deficits inflationary?

ANSWER:

Fiscal deficits are not necessarily inflationary; though, they are generally regarded as
inflationary. When the government expenditure increases and tax reduces, there is a
government deficit and there will be a corresponding increase in the aggregate demand.

However, the firms might not be able to meet the growing demands, forcing the price to
rise. Hence fiscal deficits are inflationary in this sense.

But on the other hand, initially if the resources are underutilised (due to insufficient
demand) and output is below full employment level, then with the increase in government
expenditure, more factor resources will be employed to cater to the increasing demand
without exerting much pressure on price to rise. In this situation, a high fiscal deficit is
accompanied by high demand, greater output level and lesser inflationary situation.
Hence, whether the fiscal deficits are inflationary or not depends on how close is the
original output level to the full employment level.

Question 14:

Discuss the issue of deficit reduction.

ANSWER:

The ways of government budget deficit reduction are the following:
(i) Decreasing expenditure

(ii) Increasing revenue

(i) Decreasing expenditure

a) The expenditure of government should be decreased by making government activities
more planned and effective.

b) The government can encourage private sector to undertake capital projects.
(ii) Increasing revenue

a) Higher taxes imply higher income earned by the government. Also, new taxes may
add to the revenues of the government.

b) The government can sell shares of Public Sector Undertakings (PSU disinvestment)
to increase its revenue.

Question 15:

What do you understand by G.S.T? How good is the system of G.S.T as compared to
the old tax system? State its categories.



ANSWER:

“Goods and services tax means any tax on supply of goods, or services or both except
taxes on the supply of the alcoholic liquor for human consumption.”. It is an indirect tax
which has integrated various taxes like Sales tax, excise tax, VAT, etc., into one single
tax for the entire nation. By replacing the various archaic tax structures, GST is levied at
every stage of the supply chain of the goods or services from production to the last retalil
level.

The system of G.S.T is good as compared to the old tax system in the following ways:

1. Abolition of different tax structures- Service Tax, Union Excise Duty, Central Sales
Tax (collected by states), Customs Duty etc. being imposed by central government and
Value Added Tax, Entry Tax, Octroi, Luxury Tax etc. being imposed by state
governments have been abolished with the introduction of GST. Levy of cess, resale tax,
additional tax, turnover tax etc. have also been nullified.

2. Widening of tax bases- GST has increased the tax bases for the governments. This
has reduced the administrative cost of governments.

3. The benefit of Input tax credit-Levy of GST is applicable at every stage whether it is
manufacturer, intermediary or the end user. Side by side the assessee is given the
advantage of input tax credit which means he needs to pay a difference of Output tax
and Input tax only. So, following the lines of VAT; GST has removed the cascading effect
of the tax.

5. Neutralization to process, business models, structure and location-GST is supposed
to boost the economic growth, efficiency and sustainability because of its neutral feature
of the tax regime.

6. GST may lead to the enhancement of the export because of the reduced effect of
duties on many items which will provide an edge to the exporters over the competition
being faced by them in the international market.

7. Increased demand and production of goods and services-GST due to reduced cost of
production would lead to an expansion of manufacturing units and an increase in

demand for goods and services.

GST is categorized in three ways i.e. Central GST, State GST and Integrated GST.

Central GST- CGST is levied on intra-state supply of goods and services by the central



government. It is collected by the central government which is 50% of the applicable tax
rate. CGST is further classified into:

1.0utputCGST
2. Input CGST

State GST- SGST is levied on intra-state supplies of goods and services by the state
governments. It is collected by state governments being 50% of the applicable tax rate.
SGST is further classified into:

1. Output SGST
2. InputSGST

Integrated GST- IGST is levied on interstate supplies of goods and services by the

central government. It is collected by the central government only. IGST is further
classified into:

1. Output IGST
2. Input IGST
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