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Key Terms 

1. Public Finance: The study of the role of government in the economy, including
how it collects revenue and allocates resources for public goods and services.

2. Government Budget: A financial plan outlining the government's expected
revenues and expenditures for a specific period, usually a fiscal year.

3. Fiscal Policy: The use of government spending and taxation to influence the
economy, typically to achieve macroeconomic goals such as economic growth,
price stability, and full employment.

4. Taxation: The process by which governments impose charges on individuals
and entities to finance public expenditures.

5. Public Expenditure: The money spent by governments on goods and services,
including infrastructure, education, healthcare, defense, and social welfare
programs.

6. Public Revenue: The funds collected by governments through taxation, fees,
fines, and other sources.

7. Budget Deficit: The amount by which government spending exceeds
government revenue in a given period, often leading to borrowing to cover the
shortfall.

8. Budget Surplus: The amount by which government revenue exceeds
government spending in a given period, resulting in savings or debt reduction.

9. Debt: The accumulation of past deficits, representing the total amount owed by
the government to its creditors.

10. Public Goods: Goods and services that are non-excludable and non-rivalrous,
meaning that consumption by one individual does not reduce the availability of
the good for others, and it is difficult to exclude anyone from enjoying its
benefits.
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Key Terms 

1. Public Expenditure: The spending by government authorities on goods and
services to meet the needs of the public and achieve policy objectives.

2. Capital Expenditure: Spending on assets that provide long-term benefits, such
as infrastructure projects, buildings, and equipment.

3. Current Expenditure: Spending on day-to-day operations and maintenance,
including salaries, supplies, and services.

4. Social Expenditure: Spending on social welfare programs and services aimed
at improving the well-being of citizens, such as healthcare, education, and
social security.

5. Defense Expenditure: Spending on national defense and military activities,
including personnel salaries, equipment procurement, and operational costs.

6. Transfer Payments: Payments made by the government to individuals or other
entities without receiving goods or services in return, such as social security
benefits, pensions, and subsidies.

7. Development Expenditure: Spending on programs and projects aimed at
promoting economic development, reducing poverty, and enhancing
infrastructure in developing countries.

8. Revenue Expenditure: Spending that is recurring and does not result in the
creation of assets, such as salaries, pensions, and interest payments on debt.

9. Discretionary Expenditure: Spending that is subject to annual budget decisions
and can be adjusted by policymakers, such as grants, subsidies, and
investments.

10. Non-Discretionary Expenditure: Spending that is mandated by law or
contractual obligations and cannot be easily adjusted, such as debt interest
payments and entitlement programs.

11. Fiscal Policy: The use of government spending and taxation to influence the
economy, including public expenditure decisions aimed at achieving economic
stability, growth, and equity.
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Key Terms 

1. Taxation: The process of levying taxes on individuals, businesses, and other entities by the

government to generate revenue.

2. Tax Revenue: The income collected by the government through various types of taxes, such

as income tax, sales tax, corporate tax, and property tax.

3. Direct Taxes: Taxes imposed directly on individuals or entities, such as income tax and

corporate tax.

4. Indirect Taxes: Taxes imposed on goods and services, where the burden of the tax can be

passed on to consumers, such as sales tax and value-added tax (VAT).

5. Progressive Taxation: A tax system in which the tax rate increases as the taxable amount

increases, aiming to impose a greater burden on higher-income individuals.

6. Regressive Taxation: A tax system in which the tax rate decreases as the taxable amount

increases, resulting in a higher burden on lower-income individuals.

7. Proportional Taxation: A tax system in which the tax rate remains constant regardless of

the taxpayer's income or wealth.

8. Tax Base: The value or quantity of goods, services, income, or wealth subject to taxation.

9. Tax Compliance: The degree to which taxpayers adhere to tax laws and regulations by

accurately reporting their income, deductions, and liabilities.

10. Tax Evasion: The illegal act of deliberately underreporting income, inflating deductions, or

hiding assets to reduce tax liability.

11. Tax Avoidance: The legal act of arranging one's affairs in a way that minimizes tax liability

within the bounds of the law.

12. User Charges: Fees or charges imposed by the government for the use of specific services or

facilities, such as tolls, parking fees, and entrance fees to national parks.

13. Customs Duties: Taxes imposed on goods imported or exported between countries, often

used to protect domestic industries or generate revenue.

14. Excise Taxes: Taxes imposed on specific goods, such as alcohol, tobacco, gasoline, and

luxury items.
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Key Terms 

Government Debt: The total amount of money owed by the government to creditors, 
accumulated through borrowing to finance budget deficits and other expenditures. 

Treasury Bonds: Long-term debt securities issued by governments to raise funds, typically with 
maturities ranging from 10 to 30 years. Bonds pay periodic interest to investors and return the 
principal amount at maturity. 

Treasury Bills (T-Bills): Short-term debt securities with maturities typically ranging from a few 
days to one year, issued by governments to raise short-term funds. T-bills are sold at a discount 
to face value and do not pay periodic interest; instead, investors earn a return by purchasing them 
at a discount and receiving the full face value at maturity. 

Government Securities: Financial instruments issued by governments to raise capital, including 
treasury bonds, treasury bills, and treasury notes. These securities are considered low-risk 
investments because they are backed by the creditworthiness of the government. 

Sovereign Debt: Debt obligations incurred by a national government, often denominated in its 
own currency but may also include foreign-denominated debt. Sovereign debt is typically backed 
by the government's ability to tax its citizens and its power to raise revenue. 

Debt Servicing: The process of repaying principal and interest on government debt. Debt 
servicing includes making regular interest payments and redeeming maturing debt securities. 

Credit Rating: An assessment of the creditworthiness of a government's debt securities, 
assigned by credit rating agencies based on factors such as economic stability, fiscal policies, and 
debt levels. Higher credit ratings indicate lower default risk and may result in lower borrowing 
costs for the government. 

Fiscal Deficit: The amount by which government expenditures exceed revenues in a given 
period, leading to the accumulation of debt. Fiscal deficits are often financed through borrowing. 

External Debt: Debt owed by a government to foreign creditors, denominated in foreign 
currencies. External debt exposes the government to risks associated with exchange rate 
fluctuations and foreign investor sentiment. 

Domestic Debt: Debt owed by a government to domestic creditors, typically denominated in the 
national currency. Domestic debt may include treasury bonds, treasury bills, and loans from 
domestic financial institutions. 
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Key Terms 

Budget: A budget is a financial plan that outlines an organization's or individual's 
expected income and expenditures over a specific period, typically one year. 

Revenue: Revenue refers to the income or funds generated by an organization or 
individual, often derived from sources such as sales, taxes, investments, or grants. 

Expenses: Expenses are the costs incurred by an organization or individual in the 
course of operations, including expenditures on salaries, supplies, utilities, rent, 
debt servicing, and other obligations. 

Fixed Expenses: Fixed expenses are costs that remain relatively constant over 
time and are typically essential for operations, such as rent, insurance premiums, 
and loan payments. 

Variable Expenses: Variable expenses are costs that fluctuate depending on 
factors such as production levels, sales volumes, or market conditions. Examples 
include raw materials, utilities, and advertising expenses. 

Capital Expenditures: Capital expenditures (CapEx) refer to investments in long-
term assets or capital assets that provide benefits over an extended period, such as 
equipment, buildings, machinery, or infrastructure. 

Operating Expenses: Operating expenses (OpEx) are ongoing costs associated 
with running a business or organization, including day-to-day expenses such as 
salaries, utilities, supplies, and maintenance. 

Budget Deficit: A budget deficit occurs when expenditures exceed revenue during 
a specific period, resulting in negative net cash flow and necessitating borrowing 
or drawing from reserves to cover the shortfall. 

Budget Surplus: A budget surplus occurs when revenue exceeds expenditures 
during a specific period, resulting in positive net cash flow and potentially 
allowing for savings, debt reduction, or investment. 
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Key Terms 

1. Government Spending: Government spending refers to the expenditure by the

government on goods and services, such as infrastructure, defense, education,

and healthcare. Changes in government spending can impact aggregate demand

and economic activity.

2. Taxation: Taxation is the process by which governments collect revenue from

individuals and businesses to fund public expenditure. Changes in tax rates, tax

credits, and deductions can influence disposable income, consumption, and

investment decisions.

3. Budget Deficit: A budget deficit occurs when government spending exceeds

government revenue (taxes and other sources of income) during a specific period.

Deficit spending may require borrowing through the issuance of government

bonds.

4. Budget Surplus: A budget surplus occurs when government revenue exceeds

government spending during a specific period. Surplus funds can be used to

reduce government debt, invest in infrastructure, or provide tax cuts.

5. Government Debt: Government debt, also known as public debt or national debt,

is the cumulative total of all past budget deficits minus surpluses. It represents

the amount of money owed by the government to creditors, typically in the form

of government bonds.

6. Expansionary Fiscal Policy: Expansionary fiscal policy involves increasing

government spending and/or reducing taxes to stimulate economic growth,

increase aggregate demand, and reduce unemployment during economic

downturns.

7. Contractionary Fiscal Policy: Contractionary fiscal policy involves decreasing

government spending and/or increasing taxes to reduce inflationary pressures,

cool down an overheating economy, and prevent excessive borrowing during

periods of economic expansion.
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8. Automatic Stabilizers: Automatic stabilizers are features of the tax and transfer

systems that automatically adjust government spending and taxation in response

to changes in economic conditions. Examples include unemployment benefits and

progressive income taxes, which increase during recessions and decrease during

expansions.

9. Discretionary Fiscal Policy: Discretionary fiscal policy refers to deliberate changes

in government spending and taxation enacted by policymakers to achieve specific

economic objectives, such as stimulating growth, reducing unemployment, or

stabilizing prices.

10. Crowding Out: Crowding out occurs when increased government borrowing to

finance budget deficits leads to higher interest rates, reducing private investment

and potentially offsetting the stimulative effects of fiscal policy.

11. Fiscal Multiplier: The fiscal multiplier measures the impact of changes in

government spending or taxation on aggregate demand and economic output. A

higher fiscal multiplier indicates that fiscal policy has a more significant impact on

GDP.

12. Laffer Curve: The Laffer Curve illustrates the relationship between tax rates and

tax revenue. It suggests that there is an optimal tax rate that maximizes revenue,

beyond which higher tax rates may lead to disincentives to work, invest, and

innovate, reducing tax revenue.
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Key Terms 

• Federalism: Federalism is a system of government in which power is divided
between a central authority (the federal or national government) and constituent
political units (such as states, provinces, or regions). Fiscal federalism focuses
specifically on the division of fiscal powers and responsibilities.

• Vertical Fiscal Imbalance: Vertical fiscal imbalance occurs when there is a
disparity between the revenue-raising powers and spending responsibilities of different
levels of government within a federal system. This can lead to issues such as
overreliance on transfers from the central government or inadequate resources
for subnational governments to fulfill their mandates.

• Revenue Assignment: Revenue assignment refers to the allocation of tax-
raising powers among different levels of government. It involves decisions
about which taxes are collected by the central government and which are
collected by subnational governments, as well as the sharing of revenue from
shared taxes.

• Tax Sharing: Tax sharing, also known as revenue sharing or tax assignment,
involves arrangements whereby revenue from certain taxes is shared between
the central government and subnational governments according to
predetermined formulas or agreements. This can help address vertical fiscal
imbalances and ensure that subnational governments have adequate resources to
finance their expenditures.

• Intergovernmental Transfers: Intergovernmental transfers are payments made
from one level of government to another to help finance expenditures or address
fiscal disparities. These transfers can take various forms, including
unconditional grants, conditional grants tied to specific purposes or policy
objectives, and equalization payments designed to reduce fiscal disparities
among subnational governments.

• Fiscal Decentralization: Fiscal decentralization refers to the devolution of
fiscal powers and responsibilities from the central government to subnational
governments. It can involve greater autonomy for subnational governments in
revenue raising, spending, borrowing, and fiscal management.

• Equalization: Equalization refers to mechanisms designed to redistribute fiscal
resources among subnational governments to ensure that all jurisdictions have
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