
SPECIMEN PAPER 4 (With Solutlon) 

ITime: 3 Houra] Maximum Marta:
Note: 
(1) All questions are compulsory. 
(2) Draw tables/diagrams wherever necessary. 

(3) Figures to the right indicate full marks.

(4) Write answers to all question on new pages. 

Q.1 (A) Complete the following atatements. 
(1) Commercial banks acts as intermediate in the financial system to 

(a) make profits

(b) accelerate the country's economic growth

(c) mobilize the savings and allocating them to various sectors of the economu 

(d) control the credit 

(2) The relationship between demand for a good and price of its substitute is 
(a) direct (b) inverse 

(c) no effect (d) can be direct and inverse 

(3) When supply curve is upward sloping, its slope is 

(a) positive (b) negative
c) first positive then negative (d) zero 

ices 
(4) When estimating national income, we include only value of final goods and services 

in order to 
-

(a) make computing easy 

b) avoid double counting

(c) maximize national welfare of the people 

(d) vahuate the total economic performance of a nation 

(5) Money market faces shortage of funds due to . 

(a) inadequate savings (b} growing demand for cash 
(c) presence of unrecognized sector (d) financial management 

Ans. (1) (c) (2) (a) (3) (a) (4) (b) (5) (a) 

Marking Scheme: 1 mark for each correct answer
Q.1 (B) Give economic terms.

(1) Graphical representation of demand schedule. 
(2) Cost incurred per unit of output.
(3) Charging different prices to different consumers for the same product or services. 
(4) Ramesh has registered all his import and export transactions. 
(5) Elasticity resulting from infiinte change in quantity demanded. 

(05) 

Ans. (1) Demand curve (2) Average cost (3) Price discrimination 
(4) Foreign trade (5) Perfect elasticity 

|Marking Scheme: 1 mark for each correct answer 



1 /C) 
Choose the correct optlon. 

pecimen Pape 

(05) 

0Concepts studied under micro-economics. 

la) National Income

(c) Factor Prnicing

Options: ) b and c 

b) General Price Level

(d) Product pricing

(i) b, c and d (ii) a, b andc iv) c and d 

A rightward shift in supply curve shows: 

(a) contraction of supply 

c) expansion of supply 

Options: () only a 

(b) decrease in supply 

(d) increase in supply 

(ii) only b (ii) only d fiv) only c 

(3) Under perfect competition, sellers are: 

(a) Price makers (b) Price takers 

(c) Price discriminators (d) None of these 

Options: (i) only a ii) only b ftii) only d iv) only c 

(4) Demand curve is parallel to Y-axis, in case of: 

(a) perfectly elastic demand (b) perfectly inelastic demand 

(c) relatively elastic demand

(i) b 

(d) relatively inelastic demand 

iv) (it) c d Options: () a 

(5) Statements that highlight the significance of index number:

(a) Index numbers are useful for making future predictions. 

(b) Index numbers help in the measurement of inflation. 

(c) Index number heips to frame suitable policies. 

(d) Index number can be misused.

Options: (i) b, cand d i) a, cand d (ii) a, b and d iv) a, band c 

(4) () 
Marking Scheme:1 mark for each correctanswer

Ans. (1) (iv) (2) (iv) 3) i) (5) (iv) 

Q.1 (D) Complete the correlation. 

(1) Micro economics: Tree:: Macro economics 
(05) 

:Central Bank:: SBI: : Commercial Bank. 
: Income method: Factorcost.

(2) 
(3) Output method:.
(4) Single price: Perfect competition :: Discriminated price : 
(5) Total cost: TFC + TVC:: Average cost 

(2) RBI (3) Product method (4) Monopoly (5) TC Ans. (1 Forest 

TO 

Marking Scheme: 1 mark for each correctanswer

(06) Q.2 (A) Identify and explain the concepts (Any three).
1) Ramesh decided to take all decisions related to production such as what and 

how to produce. 

Ans. Free market economy.
A free market economy is that economy where the economic decisions regarding 

product of goods, as What to produce ? How much to produce? How to produce? 

etc. are taken at individual levels. 



(2) Nllesh purchased ornaments for hls sister.

Ans. Possession ulitily.

peron 
Possession utility refers to the ownership of goods is transferred from one, 

e 
to other. 

(3) 70% fall in prlce of a commodity leade to 50% rlse in quantity demand. 

Ans. Relatively inelastic demand.

When a percentage change in price leads to less than proportionate change in 
quantity demanded it is called relatively inelastic demand.

(4) Devraj and his group companies fx the prlce of his own product. 

Ans. Monopoly. 

n the 

Monopoly is a market in which there is only seller who controls the entire mar. 

supply for a product which has no close substitute. rket 

(5) Raghu's father regularly invests his money in stock and bonds. 

Ans. Financial instruments. 

Financial instruments are monetary contracts between parties. They can be 
created, traded, modified and settled. They can be cash, evidence of an ownership 

interest in an entity or a contractual rights to receive or deliver.

Marking Scheme:1 mark for concept and 1 mark for explanation Total = 2 marks each 
Q.2 (B) Distinguish between (Any three). 

(1) Direct demand and Indirect demand.
(06 

Direct Demand Indirect Demand
Ans. 

)It is the demand by the consumer

for goods which satisfy their wants

directly. 

(4It is refereed to the demand for 
goods which are needed for further

production. 

(i) E.g. Clothes, shelter,food etc. (ii) E.g. All factors of production. 

(2) Relatively elastic and relatively inelastic. 

Ans. Relatively Elastic Relatively Inelastic 

(i When the proportionate change in the 

price of a commodity brings about 

greater than proportionate change in 

its quantity demanded, the demand is 

said to be relatively elastic.

(4) When the proportionate change in the 

price of a commodity brings about 
lesser than proportionate change in 

its quantity demanded, the demand is 

said to be relatively inelastic. 

(d1) Formula: 
Relatively inelastic demand, Ed<1 

(ii) Formula:

Relatively elastic demand, Ed 1 

(ii) (4ii) Y Relatively inelastic demand 

D 
YARelatively elasticdemand

D 

P Ed< 1 

Ed> 1 

P D Ph 

X X 
Q0 

Quantity Demanded Quantity Demanded
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nopoly competition and Monopolistle competition Monopoly Competitlon 
Monopolistle Competitlon Monopoly is a market in which there is | Monopolintic competition ina only one seller who controls the entire market supply for a product which has no close substitute. 

(1) Monopolistic competition is a 

Competition anong a large number of sellers producing close not perfertsubstitute. (u) Price maker. 

(i) Monopoly competition has no sellingcost. 

|(9) Price Maker 
(l11) Monopolistic competition has sellingcost (iv) Only one producer
(iv) Group concept.

4)Gross domestic product and Net domestic product
Ans. Gross Domestic Product (GDP) Net Domestie Produet (MDI)( GDP is the gross market value of all 

final goods and services producedwithin the domestic territory of a 
country, during a period of time. 

(1) NDP is the net market value of all final 
goods and services produced within
a territorial boundaries of a country
during a period of time. 

(i) NDP= GDP - Depreciation (ii) GDP = C+I+ G + (X -M) 
(5) Time deposit and Demand deposit

Ans. Time deposit
Demand deposit() Deposit that are repayable after a 

certain period of time. () Deposit that are withdrawable on 
| demand.

(ii) E.g. Current account and Savings
account.

(i) E.g. Recurring deposit and Fixed 
deposit.

Marking Scheme: 1 mark each for correct point. Any two points. Total = 2 marks each Q.3 Answer the following (Any three).
(1) Explain any four features of composition of India's foreign trade.Ans. (i) Increasing share of Gross National Income: In 1990-91, share of India'sforeign trade (import-export) in gross national income was 17.55%. It increased to 25% during 2006-07 and to 48.8% during 2016-17. 
(l) Increase in volume and value of trade: Since 1990-91, the volume and value of India's foreign trade has gone up. India now exports and imports goods which are several times more in value and volume.

(12) 

(ii) Change in composition of exports: Since independence, the composition of export trade of India has undergone a change. Prior to independence, India used to export primary products like jute, cotton, tea, oil- seeds, leather, foodgrains, cashew nuts and mineral products. With the passage of time, manufactured items like readymade garments, gems and jewellery, electronic goods, especially computer hardware and software occupy a prime place in India's exports.(1v) Change in composition of imports: Prior to independence, India used to import consumer goods like medicines, cloth, motor vehicles, electrical goods etc. Apart from petrol and petroleum, India is now importing mainly capital goods like high-tech machinery chemicals, fertilizers, steel etc. 
Oceanic trade: Most of India's trade is by sea. India has trade relations with its neighbouring countries like Nepal, Afghanistan, Myanmar, Sri Lanka etc. The share 

of India's oceanic trade is around 68%. 



'apers ol iolution(2) Baxplaln the role of capital market in India. 

for investmen funds by industrial organizatior and the government. But the avail 
helps to mobilize long term savings from arious section of the populatior 

Ans. (i) Mobllises long term avingo: There is an increasing demand f. 

tal marke 
financial resources is insufficient to meet this growing demand. cability

n throughthe sale of securities. 

(il Provides equlty capital: Capital market provides equity capital or shar. to entrepreneurs which could be used to purchase assets as well as fund pital operations. 
iil Operntional efflciency: Capital market helps to achieve operational te. by lowering the transaction costs, simplifying transaction procedures. loency settlement timings in purchase and sale of stocks. 
(iv) Quick valuation: Capital market helps to determine a fair and quick vatue of . equity (shares) and debt (bonds, debentures) instruments. 
()Integration: Capital market leads to integration among real and financial ser equity and debt instruments, government and private sector, domestic and exte funds etc. 

business

lowering
i both 

ernal 
(3) Explain the features of Oligopoly. 

Ans. The term Oligopoly is derived from the Greek words Oligo' which means few poly' which means sellers. It is that market where there are a few firms in t market producing either a homogeneous product or a differentiated product.() Few firms or Sellers: Under Oligopoly market there are few firms or sellers. Thesefew firms dominate the market and enjoy a considerate control over the price of a product.
(ii) Interdependence: The seller has to be cautious with respect to any action taken by the competing firms. Since there are few sellers in the market, if any firm makes the change in the price, all other firms in the industry also try to follow the same to remain in the competition. 

(i) Advertising : Advertising is a powerful instrument in the hands of oligopolist. A firm under oligopoly can start an aggressive and attractive advertising campaign with the intention of capturing a large part of market.

(iv) Entry barriers: The firm can easily exit from the industry whenever it wants. But 
has to face certain entry barriers such as Government license, patents, etc. 

(v) Lack of Uniformity: There is a lack of uniformity among the firms in terms of their 
size. Some firms may be small while others may be of bigger size. 

(vi) Uncertainty: There is a considerable element of uncertainty in this type of mark 
due to different behaviour patterns. Rivals may join hands and co-operate or may 
try to fight each other. 

and 
the 

Ans. () Form Utility: When utility is created due to change in the shape or structure 
an existing material, it is called Form Utility. For Example, toys made of clay, 

Furniture from wood etc. 

(4) Explain types of utility.

(i) Place Utility: When utility of a commodity increases due to a change in its place 
it is called Place utilities e.g. Woolen clothes have more utility at cold places thanat 
warm places. Transport creates place utility.

ii Service Utility: Service Utility arises when personal services are rendered by 
various professionals, e.g. Services of doctors, teachers, lawyers, etc. 

iv) Knowledge Utility: When a consumer acquires knowledge about a particular 
product, it is called knowledge utility. E.g. Utility of a mobile phone or a computer
increases when a person knows about its various functions. 
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Lsjon Utlty: Possession utility arises when the ownership of goods is 
rupo 

Possession 

the buyers.

ime Utilty: When the utility of a commodity increases with a change in its time 

f utilization, it is called time utility e.g. a student has more utility for textbooks 

during examinations than in the vacations. Time Utility is also observed when goods

are stored and used at the time of scarcity e.g. Blood Bank.

transferre 

from one perso to another. E.g. Transfer of goods from the sellers to 

Explain the assumptions of law of supply.

() Constant cost of production: It is assumed that there is no change in the cost of 

product. A change in cost of production will affect the profits of the seller. Therefore 

less quantity will be supplied at the same price. 

) Constant technique of production: It is also assumed that technique of production 

does not change. Improved technique of production may lead an increase in 

production. This is turn may lead to an increase in the supply at the same price. 

ii) No change in weather conditions: It is assumed that there is no change in the 

weather conditions. Natural Calamities like foods, earthquakes, etc may decrease

supply.
iv) No change in Government Policy: It is also assumed that government policies like 

taxation policy, trade policy etc. Remain unchanged. 

(v) No change in Transport cost: It is assumed that there is no change in the condition 

of transport facilities and transport cost. For example, better transport facility

increases supply at the same price. 

vi) Prices of other goods remain constant: Prices of other goods are assumed to 

remain constant. If they change, the law of supply may not hold true because

producer may transfer resources to other products. 

No future expectations: The law also assumes that the sellers do not expect future 
changes in the price of the product.

Marking Scheme:1 mark each for correct point. Any four points.Total 4 marks eachJ 
4 State with reasons whether you agree or disagree with the following 

statements (Any three).
1) Obligatory function is the only function of the government. 

8. No, I disagree with the statement 

Reasons: Public finance is one of the old branches of economic which highlights 
the role and functions of the government in an economy. Government is a formal 
or informal institution created by the people in a specific region to perform various
functions such as protection from external attacks, protection of private property of 
the people, generation of employment, maintaining internal law and order, provision 
of social needs like education, health, etc. 

(12) 

12) RBI is Banker's Bank.

as. Yes, I agree with the statement. 
Reasons: RBI exercises statutory control over the commercial banks. All Scheduled 
banks are compulsorily required to maintain a certain minimum of cash reserves
with the RBI against their demand and time liabilities. RBI provides financial 
assistance to banks in the form of discounting of eligible bills loans and advances

are also provided against approved securities. 

13) Perfectly Inelastic Demand curve is parallel to the Y-axis.
ans. Yes, I agree with the statement. 

easons: (1) A percentage change in price has no effect on the quantity demanded

of a commodity it is called Perfectly Inelastic Demand.



cs Papers S Papers Solaa omics (i) Therefore, the demand curve is a vertical straight line parallel to the v perfectly inelastie demand eY-axtn, ind D (iii) 

P 

|E 0 

Q 
Quantity Demanded (in kgs.) 

(Microeconomics deals ith the study of whole economy.
Ane. No, I disagree with the statement. 

Reasons: (i) Micro means a small part of a thing. Microeconomics thss 
a small part of the national economy.

(ii) It studies the economic actions and behaviour of individual units n individual consumer, individual producer or a firm, the price of a commodity or a factor, etc. 
So, I disagree with the statement. 

s deale 

parte
(5) When price of Giffen goods fall, the demand for it increases. 

Ans. No, I disagree with the statement. 
Reasons: (i) Sir Robert Giffen from England noticed that in the case of ind. quality products (giffen goods) the Law of Demand does not hold good, Whe price of Giffen Goods falls buyer's real income gets increased. As its effect t demand more of superior quality goods.

(ii) When the price of vanaspati ghee falls, the demand for pure ghee rises. 
(iii) Thus, fall in prices of Giffen goods leads to fall in their demand. Therefore, Gitn goods are considered as exception to the law of demand. This phenomenon is knom as Giffen's paradoX. 

(iv) Thus, when price of Giffen goods falls, the demand for it does not increase but decreases. 

they 

Marking Scheme: 1 mark for writing correct agree or disagree; 3 marks for giving any three correct reasons Total = 4 marks each 
Q.5 Study the following and answer the questions given below it (Any two). (A) Observe the following table and answer the following questions. 

Quantity Demanded
Market Demand (in k 

A+B+C 

Price per kg 

(n) Consumer A Consumer BConsumer C 
25 16 15 12 

30 12 11 10 

35 10 09 08 
40 08 06 04 



(1) 
Completethe market demand schedule. 

Quantity Demanded
Ans. 

Price per y Prdce per Consumer A Consumer B | Consumer C Market Demand (in k (in A+B C 
25 16 5 12 43 
30 12 11 10 33 
35 10 09 08 27 
40 08 06 04 18 

(2) Draw market demand curve based on above market demand schedule. 
Ans. Y 

50 

D 
40-

30 

d 
20 D 

10 

10 20 30 40 
X 

50 

Quantity Demanded (in kgs.) 
(B) Calculate Laaspeyre's Price Index number from the given data 

Commodity Base Year Current Year 
Pr ce 

40 
Quantity Price QuantityA 

15 70 20 B 10 12 60 22 C 50 10 90 18 D 20 14 100 16 E 30 13 40 15 
Ans. Commodity Base Year Current Year 

Price Quantity Price Quantity
Po P 

A P9 Polo 40 15 70 20 2800 600 B 10 12 60 22 600 120 D 50 10 90 18 4500 500 
E 20 14 100 16 2000 280 

30 13 40 .5 1200 390 

Steps: 11100 1890 

4) Find out the product of the different commodities. 

Find out the product p, g of the different commodities. 

Add all the products p, 9, obtained to derive 2p, 9o 



tution (v) Add all the products po o obtained to derive Ep, 40 

(v) Apply the given formula: Po P4o 100 11100
1890 100 587.3015

Thus, Laaspeyre's index Poi - 587.30 

Marking Scheme: 1 mark each for correct answer Total 4 marks each 
(C) Read the given passage.

If all goes as planned, state run insurers and pension funds may get the no invest in govemment backed start up focused funds of funds. 
Cuently, talks are on between various government agencies, such ash Department for Promotion of Industry and Internal Trade and industry recmulneincluding the Insurance regulatory and Department Authority of India and securties exchange board of lIndia to make this a reality.
The move comes at a time when there is a pressing need to create large pode domestic capital, given recent changes to India's foreign direct instrument norms, whichare anticipated to severely restrict Chinese origin funding into the country's start 

nod to 

and 

p ecosystem. 
"There is a critical need to replace that anticipated short fall in capital. The government needs to get Indian investors to start investing. There is now a clarion calltostart relying more on India's domestic financial institutions or domestic pools of capitaland ensure they participate in a significant manner otherwise actions don't follow the words." a person with knowledge of the development said. 

Answer the questions based on above passage(1) (a) Which government authorities are involved in the talk. 
Ans. Department for Promotion of Industry and Internal trade, Development Authority of India and Security and Exchange board of India. 

(b) Highlight the critical need given in the passage.
Ans. The critical need highlighted in the passage is to replace the anticipated shortfall in capital.

(2) Explain the motive of the above given passage.
Ans. The passage highlights the fundamental changes where in there are opportunities to invest in government backed start up focused funds. It also mentions to restrictthe Chinese origin funding into the country's start up ecosystem as well focuses on the need to get Indian investors to start investing. 

Marking Scheme: 2 marks each for correct answer Total = 4 marks each 

(16) 
Q.6 Answer in detail (Any two).

(1) State and explain the Law of Demand with exception. Ans. The Law of Demand was introduced by Prof. Alfred Marshall in his book, Principle of Economics', which was published in 1890. The law explains the functional relationship between price and quantity demanded. 
Statement of the Law: According to Prof. Alfred Marshall, "Other things being equal, higher the price of a commodity, smaller is the quantity demanded ana Ower the price of a commodity, larger is the quantity demanded". Symbolically, the 

functional relationship between demand and price is expressed as: 
Dx f(Px, 

where D = Demand for a commodity, 
f Function, 

x = Commodity, 

Px = Price of a commodity 



pecim 

he lw of demand ia explained with the help of the following demand sehedule
The 

law of demane 

and dlagram.

Demand 8ohedule

Price of commodity 'x' (in ) Quantity demanded of commodity '*' (in kg 
50 1 

40 2 

30 3 

20 4 

10 5 

As shown in the table, when price of commodity 'x' is 50, quantity demanded is 
1 kg. When price falls from ?50 to ?40, quantity demanded rises from 1 kg to 2 kgs. Similarly, at price R30, quantity demanded is 3 kgs and when price falls from ?20 
to 10, quantity demanded rises from 4 kgs to 5 kgs. 
Thus, as the price of a commodity falls, quantity demanded rises and when price 

ot commodity rises, quantity demanded falls. This shows an inverse relationship 
between price and quantity demanded. 

Y D 

60 

X-axis represents the demand for the 
commodity and Y- axis represents the 
price of commodity x. DD is the demand 
curve which slopes downward from left 
to right due to an inverse relationship 
between price and quantity demanded. 

50 Demand Curve 

40 

30 -

20 
10 

D 

>X 
6 2 3 4 5 

Quantity Demanded (in kgs.) 
Exceptions to the Law of Demand 
There are certain exceptions to the law of demand. It means that under exceptional circumstances, consumer buys more when the price of commodity rises and buys less when price of commodity falls. In such cases, demand curve slopes upwardsfrom left to right. i.e. the demand curve has a positive slope as shown in the adjacentdiagram.
Following are the exceptions to the law of demand:

i) Giffen's paradox: Inferior goods or low quality goods are those goods whose demand 
does not rise even if their price falls. At times, demand decreases when the price of such commodities fall. Sir Robot Giffen observed this behaviour in England in 
relation to bread. He noted that, when the price of bread declined, people did not 
buy more because of an increase in their real income or purchasing power. They 

preferred to buy superior good like meat. This is known as Giftens paradox.() Prestige Goods: Expensive goods like diamond, gold etc. are status symbol. So rich 

people buy more of it, even when their prices are high. 
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ect 

(ii Speeulatlon: The law of demand does not hold true when people exne 
have risen today, consur ricen 

to rise still further. In this case, although the prices 
mers 

will demand more in anticipation of further rise in price. For example, prices of oil, 
a high 

sugar etc. tend to rise before Diwali. So people go on purchasing more at price as they anticipate that prices may rise during Diwali.

better 
(iv) Price llusion : Consumers have an illusion that high priced goods are of a bes. 

their 
quality. Therefore, the demand for such goods tend to increase with a rise in 

at 

prices. For example, branded products which are expensive are demanded even n 
a high price. 

at 

(v Ignorance: Sometimes, due to ignorance people buy more of a commodity 
hat 

high price. This may happen when consumer is ignorant about the price of h commodity at other places.
(vi) Habitual goods: Due to habit of consumption, certain goods like tea is purchased in required quantities even at a higher price. 

Marking Scheme: 1 mark for introduction, 2 marks for statement, 1 mark for schedule, 1 mark for diagram, 3 marks for exceptions = Total 8 marks. 
(2) Explain the methods of measurements of national income.Ans. Output Method:

This method of measuring national income is also known as product method or inventory method.
According to this method, the economy is divided into different sectors, such as agriculture, mining, manufacturing, small enterprises, commerce, transport, communication and other services. The output or product method is followed eitherby valuing all the final goods and services, produced during a year, at their market price or by adding up all the values at each higher stage of production, until these products are turned into final products. 

While using this method utmost care must be taken to avoid multiple or double 
counting. To avoid double counting this method suggests two alternative approaches 
for the measurement of GNP. 

(i) Final Goods Approach/The Final Product Approach
(ii) Value Added Approach/The Value Added Method.

Income Method 
This method of measuring national income is also known as factor cost method.

This method estimates national income from the distribution side.

According to this method, the income payments received by all citizens of a country
in a particular year, are added up, that is, incomes that accrue to all factors c 

production by way of rents, wages, interest and profits are all added together, bu 
income received in the form of transfer payments are ignored. 

The data pertaining to income are obtained from different sources, for instance
from income tax returns, reports, books of accounts, as well as estimates for sma 

income. GNP can be treated as the sum of factor incomes, earned as a result 
undertaking economic activity, on the part of resource owners and reflected in th 

production of the total output of goods and services during any given time period.

Thus, GNP, according to income method, is calculated as follows: 
NI = Rent+ Wages + Interest + Profit + Mixed Income + Net income from abroad.
NI = R +W+ I + P + MI + (X - M) 



rapu. 

Sxpenditure Method. 

rding to this method, the total expenditure incurred by the society, in a 

articular year, is added together. 
income can be spent either on consumer goods or on capital goods.

Thus, we can get national income by summing up all consumption expenditure and 

investment expenditure made by all individuals, firms as well as the government of 

a country during a year. 

Thus, gross national product is found by adding up NI = C + I+G+ (X-M) + (R-P) 

ecmer, 

is method of measurin national income is also known as Outlay Method 

Marking Scheme: 8 marks for correctanswer.

)Explain the main source of Public Revenue.

ns. Public revenue means the aggregate collection of income with the government 

through various sources. Public revenue holds the permanent position in the study 

of Public finance which is a part of study of economics. 

The main sources of Public Revenue are as follows:

(A) Taxes (B) Non-Tax Revenue

(A) Taxes: According to Prof. Seligman, "A tax is a compulsory contribution from the 

person to the government without reference to special benefits conferred." 

A tax possesses following essential characteristics: 

(i) It is a compulsory contribution to the government and every citizen of the country

is legally bound to pay the tax imposed upon him. It is a major source of revenue

to the government. If any person does not pay a tax, he can be punished by the 

government. 

(i Tax is paid by a taxpayer to enable government to incur expenses in the common 

interests of the society.

ii) The payment of a tax by a person does not entitle him to receive any direct and 

proportionate benefits or services from the government in return for the tax. 

iv) Tax is imposed on income, property or commodities and services. 

Types of Taxes
la Direct Tax: It is paid by the taxpayer on his income and property. The burden of 

tax is borne by the person on whom it is levied. As he cannot transfer the burden of 

the tax to others, impact and incidence of direct tax falls on the same person. For 

example: personal income tax, wealth tax etc. 
(b) Indirect Tax: It is levied on goods or services. It is paid at the time of production or 

sale and purchase of a commodity or a service. The burden of an indirect tax can be 
shifted by the taxpayer (producers) to other persons. Hence,impact and incidence 
of tax are on different heads. For example, newly implemented Goods and Services

Tax (GST] in India has replaced almost all indirect taxes, custom duty.

B) Non-Tax Revenue Sources: Public revenue received by the government 

administration, public enterprises, gifts and grants etc. are called as non-tax 

revenue. These sources are different than the taxes. A brief information about these 

sOurces are as follows:

rees: A tax is paid compulsorily without any return service whereas, fee is paid 
n return for certain specific services rendered by the government. For example

education fee, registration fee, etc. 



types o (ii) Prices of public goode and services: Modern governments sell various tn 

citizena
ailway 

commodities and services to the citizens. A price is a payment made by the cis 
to the government for the goods and services sold to them. For example- rai 

fares. postal charges etc. 

(iii) Special Assessment: The payment made by the citizens of a particular loca 
in exchange for certain special facilities given to them by the authorities is ko 
as 'special assessment.' For cxample : local bodies can levy a special tax on 

residents of a particular area where extra special facilities of roads, energy, wate e 

supply etc. are provided. 

ho 
violate the laws of the country. The objective« of the imposition of fines and penalties 
is not to earn income, but to discourage the citizens from violating the laws framed 

(iv Fines and Penalties: The government imposes fines and penalties on those whe 

and penalties 

ed 
he 

by the Government. For example, fines for violating trafic rules. However, the 

income from this source is smal. 
() Gifts, Grants and Donations: The government may also earn some income in the 

form of gifts by the citizens and others. The government may also receive grants

from the foreign governments and institutions for general and specific purposes, 

Foreign aid has become an important source of development finance for a developing 

country like India. However, this source of revenue is uncertain in nature.

(vi) Special Levies: This is levied on those commodities, the consumption of which 
is harmful to the health and well-being of the citizens. Like fines and penalties, 
the objective is not to earn income, but to discourage the consumption of harmful
commodities by the citizens. For example : duties levied on wine, opium and other 

(vii) Borrowings: The government can borrow from the people in the form of deposits, 
bonds etc. It also gets loans from foreign governments and organizations such as 
IMF, World Bank etc. Loans are becoming more and more popular source of revenue
for the governments in the modern times. 

intoxicants. 

Marking Scheme: 8 marks for correct ansuwer.


