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Public	Financial	Management	(PFM)	is	a	crucial	aspect	of	how	governments	manage	public	resources	and	finances,	encompassing	the	laws,	organizations,	systems,	and	procedures	necessary	for	effective	fiscal	policy	implementation.	This	document	explores	the	importance	of	PFM	in	supporting	fiscal	policy	goals,	highlights	its	role	in	ensuring
accountability	and	sustainability	of	governmental	resource	use,	and	discusses	how	PFM	is	essential	across	various	income	countries	in	achieving	sustainable	development	and	managing	unexpected	challenges.	Furthermore,	it	emphasizes	the	intersection	of	economic	policies	and	political	factors	in	facilitating	efficient	and	transparent	financial
governance.	Study	of	the	role	of	government	within	the	economy	"Public	Finance"	redirects	here.	For	the	magazine,	see	Public	Finance	(magazine).	This	article	needs	additional	citations	for	verification.	Please	help	improve	this	article	by	adding	citations	to	reliable	sources.	Unsourced	material	may	be	challenged	and	removed.Find	sources:	"Public
finance"	–	news	·	newspapers	·	books	·	scholar	·	JSTOR	(July	2008)	(Learn	how	and	when	to	remove	this	message)	Public	finance	Policies	Agricultural	Economic	Energy	Industrial	Investment	Social	Trade	Fiscal	Monetary	Policy	mix	Fiscal	policy	Budget	policy	Debt	internal	Deficit	/	surplus	Finance	ministry	Fiscal	union	Revenue	Spending	deficit	Tax
Monetary	policy	Bank	reserves	requirements	Discount	window	Gold	reserves	Interest	rate	Monetary	authority	central	bank	currency	board	Monetary	base	Monetary	(currency)	union	Money	supply	Trade	policy	Balance	of	trade	Free	trade	Gains	from	trade	Non-tariff	barrier	Protectionism	Tariff	Trade	bloc	Trade	creation	Trade	diversion	Trade	/
commerce	ministry	RevenueSpending	Non-tax	revenue	Tax	revenue	Discretionary	spending	Mandatory	spending	Optimum	Balanced	budget	amendment	Economic	growth	Fiscal	illusion	Price	stability	Reform	Fiscal	adjustment	Monetary	reform	Portalvte	Part	of	a	series	onFinance	Markets	Assets	Asset	(economics)	Bond	Asset	growth	Capital	asset
Commodity	Derivatives	Domains	Equity	Foreign	exchange	[	[Money	market	Participants	Angel	investor	Bull	(stock	market	speculator)	Financial	planner	Investor	institutional	Retail	Speculator	Locations	Financial	centres	Offshore	financial	centres	Conduit	and	sink	OFCs	Instruments	Bond	Cash	Collateralised	debt	obligation	Credit	default	swap	Time
deposit	(certificate	of	deposit)	Credit	line	Deposit	Derivative	Futures	contract	Indemnity	Insurance	Letter	of	credit	Loan	Mortgage	Option	(callexoticput)	Performance	bonds	Repurchase	agreement	Stock	Security	Syndicated	loan	Synthetic	CDO	Corporate	General	Accounting	Audit	Capital	budgeting	Capital	structure	Corporate	finance	Credit	rating
agency	Enterprise	risk	management	Enterprise	value	Risk	management	Financial	statements	Transactions	Leveraged	buyout	Mergers	and	acquisitions	Structured	finance	Venture	capital	Taxation	Base	erosion	and	profit	shifting	(BEPS)	Corporate	tax	haven	Tax	inversion	Tax	haven	Transfer	pricing	Personal	Credit	/	Debt	Employment	contract
Financial	planning	RetirementStudent	loan	Public	Government	spending	Final	consumption	expenditure	OperationsRedistribution	Transfer	payment	Government	revenue	TaxationDeficit	spending	Budget	(balance)Debt	Non-tax	revenue	Warrant	of	payment	Banking	Central	bank	Deposit	account	Fractional-reserve	Full-reserve	Investment	banking
Loan	Money	supply	Lists	of	banks	Bank	regulation	Banking	license	Basel	Accords	Bank	for	International	Settlements	Financial	Stability	Board	Deposit	insurance	Separation	of	investment	and	retail	banking	Regulation	·	Financial	law	International	Financial	Reporting	Standards	ISO	31000	Professional	certification	Fund	governance	Economic	history
Private	equity	and	venture	capital	Recession	Stock	market	bubble	Stock	market	crash	Accounting	scandals	Outline	Business	and	Economics	portal	Money	portalvte	Part	of	a	series	on	financial	servicesBanking	Types	of	banks	Advising	Banq	Bulge	bracket	Central	Commercial	Community	development	Cooperative	Credit	union	Custodian	Depository
Development	Direct	Export	credit	agency	Investment	Industrial	Merchant	Middle	market	Money	center	Mutual	savings	Neobank	Offshore	Participation	Payments	Postal	savings	Private	Public	Retail	Savings	Savings	and	loan	Universal	Wholesale	Bank	holding	company	Lists	of	banks	Accounts	·	Cards	Accounts	Christmas	club	Deposit	Interest	rate
Money-market	Savings	Time	deposit	(Bond)	Transaction	(checking	/	current)	Cards	ATM	Credit	Debit	Prepaid	Funds	transfer	Cheque	Card	Electronic	Bill	payment	Instant	payment	Mobile	Wire	RTGS	NS	Direct	debit	ACH	Giro	SWIFT	Correspondent	account	CLS	CIPS	SPFS	BRICS	PAY	Terms	Asset	allocation	management	Automated	teller	machine
Bad	debt	Bank	rate	Bank	regulation	Bank	secrecy	Asset	growth	Capital	asset	Cash	Climate	finance	Corporate	finance	Disinvestment	Diversification	(finance)	Eco-investing	Economic	bubble	Economic	expansion	Enterprise	value	Enterprise	risk	management	Environmental	finance	ESG	Ethical	banking	Financial	analysis	analyst	asset	economics
engineering	forecast	plan	planner	services	Fractional-reserve	banking	Full-reserve	banking	Fundamental	analysis	Growth	investing	Hedge	(finance)	Impact	investing	Investment	advisory	Investment	management	Islamic	banking	Loan	Mathematical	finance	Mobile	banking	Money	creation	Pension	fund	Private	banking	Sustainability	Sustainable
finance	Speculation	Statistical	finance	Strategic	financial	management	Stress	test	(financial)	Structured	finance	Structured	product	Toxic	asset	Related	topics	Asset	pricing	Bond	(finance)	Capital	structure	Corporate	finance	Cost	of	capital	Equity	(finance)	Ethical	banking	Exchange-traded	fund	Financial	law	market	participants	regulation	risk	system
History	of	banking	List	of	banks	Market	risk	Personal	finance	Public	finance	Security	(finance)	Shares	Sustainable	Development	Goals	Systematic	risk	Systemic	risk	Time	value	of	money	Too	big	to	fail	Too	connected	to	fail	Watered	stock	Category	Commons	Portalvte	Public	finance	refers	to	the	monetary	resources	available	to	governments	and	also	to
the	study	of	finance	within	government	and	role	of	the	government	in	the	economy.[1]	Within	academic	settings,	public	finance	is	a	widely	studied	subject	in	many	branches	of	political	science,	political	economy	and	public	economics.	Research	assesses	the	government	revenue	and	government	expenditure	of	the	public	authorities	and	the	adjustment
of	one	or	the	other	to	achieve	desirable	effects	and	avoid	undesirable	ones.[2]	The	purview	of	public	finance	is	considered	to	be	threefold,	consisting	of	governmental	effects	on:[3]	The	efficient	allocation	of	available	resources;	The	distribution	of	income	among	citizens;	and	The	stability	of	the	economy.	American	public	policy	advisor	and	economist
Jonathan	Gruber	put	forth	a	framework	to	assess	the	broad	field	of	public	finance	in	2010:[4]	When	should	the	government	intervene	in	the	economy?	To	which	there	are	two	central	motivations	for	government	intervention,	market	failure	and	redistribution	of	income	and	wealth.[4]	How	might	the	government	intervene?	Once	the	decision	is	made	to
intervene	the	government	must	choose	the	specific	tool	or	policy	choice	to	carry	out	the	intervention	(for	example	public	provision,	taxation,	or	subsidization).[5]	What	is	the	effect	of	those	interventions	on	economic	outcomes?	A	question	to	assess	the	empirical	direct	and	indirect	effects	of	specific	government	intervention.[6]	And	finally,	why	do
governments	choose	to	intervene	in	the	way	that	they	do?	This	question	is	centrally	concerned	with	the	study	of	political	economy,	theorizing	how	governments	make	public	policy.[7]	One	of	the	more	traditional	subfields	of	economics,	public	finance	emphasizes	the	function	and	role	of	government	in	the	economy.	A	region's	inhabitants	established	a
formal	or	informal	entity	known	as	the	government	to	carry	out	a	variety	of	tasks,	including	providing	for	social	requirements	like	education	and	healthcare	as	well	as	protecting	the	populace's	private	property	from	outside	threats.	The	proper	role	of	government	provides	a	starting	point	for	the	analysis	of	public	finance.	In	theory,	under	certain
circumstances,	private	markets	will	allocate	goods	and	services	among	individuals	efficiently	(in	the	sense	that	no	waste	occurs	and	that	individual	tastes	are	matching	with	the	economy's	productive	abilities).	If	private	markets	were	able	to	provide	efficient	outcomes	and	if	the	distribution	of	income	were	socially	acceptable,	then	there	would	be	little
or	no	scope	for	government.	In	many	cases,	however,	conditions	for	private	market	efficiency	are	violated.	For	example,	if	many	people	can	enjoy	the	same	good	(the	moment	that	good	was	produced	and	sold,	it	starts	to	give	its	utility	to	every	one	for	free)	at	the	same	time	(non-rival,	non-excludable	consumption),	then	private	markets	may	supply	too
little	of	that	good.	National	defense	is	one	example	of	non-rival	consumption,	or	of	a	public	good.[8]	"Market	failure"	occurs	when	private	markets	do	not	allocate	goods	or	services	efficiently.	The	existence	of	market	failure	provides	an	efficiency-based	rationale	for	collective	or	governmental	provision	of	goods	and	services.[9]	Externalities,	public
goods,	informational	advantages,	strong	economies	of	scale,	and	network	effects	can	cause	market	failures.	Public	provision	via	a	government	or	a	voluntary	association,	however,	is	subject	to	other	inefficiencies,	termed	"government	failure."	Under	broad	assumptions,	government	decisions	about	the	efficient	scope	and	level	of	activities	can	be
efficiently	separated	from	decisions	about	the	design	of	taxation	systems	(Diamond-Mirrlees	separation).	In	this	view,	public	sector	programs	should	be	designed	to	maximize	social	benefits	minus	costs	(cost-benefit	analysis),	and	then	revenues	needed	to	pay	for	those	expenditures	should	be	raised	through	a	taxation	system	that	creates	the	fewest
efficiency	losses	caused	by	distortion	of	economic	activity	as	possible.	In	practice,	government	budgeting	or	public	budgeting	is	substantially	more	complicated	and	often	results	in	inefficient	practices.	Government	can	pay	for	spending	by	borrowing	(for	example,	with	government	bonds),	although	borrowing	is	a	method	of	distributing	tax	burdens
through	time	rather	than	a	replacement	for	taxes.	A	deficit	is	the	difference	between	government	spending	and	revenues.	The	accumulation	of	deficits	over	time	is	the	total	public	debt.	Deficit	finance	allows	governments	to	smooth	tax	burdens	over	time	and	gives	governments	an	important	fiscal	policy	tool.	Deficits	can	also	narrow	the	options	of
successor	governments.	There	is	also	a	difference	between	public	and	private	finance,	in	public	finance	the	source	of	income	is	indirect,	e.g.,	various	taxes	(specific	taxes,	value	added	taxes),	but	in	private	finance	sources	of	income	is	direct.[10]	Although	public	finance	only	began	to	be	viewed	as	a	body	of	knowledge	no	more	than	a	century	and	a	half
ago,	there	is	evidence	of	principles	common	to	public	finance	as	early	as	the	bible	with	discussions	of	Sunday-trade,	slavery	regulations,	and	compassion	for	the	poor.	Public	finance,	although	not	explicitly	named,	is	often	the	subject	of	much	of	political	philosophy.	These	concepts	can	be	seen	in	ancient	greece	as	well,	although	it	was	split	into	two
categories	there:	on	one	hand	the	government	was	to	provide	for	a	theater	in	every	city	and	works	of	art	in	the	country	side.	On	the	other	hand,	the	government	was	to	provide	financing	for	war.	Unemployment	in	ancient	Greece	was	virtually	non-existent	as	Greek	economic	rule	equated	heavily	to	slavery.	Greek	economic	development	as	per	the
governmental	duties	extended	to	growth,	equity,	and	employment.	The	Romans	later	popularized	systemic	bodies	of	law.	They	guaranteed	freedom	of	contract	and	property,	as	well	as	reasonable	price	and	value.	They	also	developed	a	well-maintained	system	of	roads	and	colonies	which	led	to	one	of	the	first	real	tax	systems.	Their	system	was	based
on	two	types	of	taxes:	tributa	and	vectigalia.	The	former	included	the	land	tax	and	a	poll	tax,	while	the	latter	was	made	up	of	another	poll	tax,	an	inheritance	tax,	a	sales	tax,	and	a	postage	tax.	Other	taxes	depended	entirely	on	the	city	and	were	usually	temporary.	These	taxes	were	used	among	other	things	to	fund	the	military,	establish	trade	routes,
and	fund	the	cursus	publicum.	Each	region	had	a	set	amount	to	pay	which	would	be	collected	by	aristocrats.	Who	paid	taxes	was	determined	by	local	officials.	The	Romans	employed	a	regressive	tax	system	wherein	the	lower	income	levels	paid	higher	taxes	and	the	wealthier	enjoyed	reduced	taxation.[11]	During	feudalism	lacking	communication	led
to	issues	with	pre-existing	tax	systems.	Taxation	was	organized	based	on	what	"men	spend"	in	hopes	of	encouraging	investment	and	savings.	Since	the	government	was	meant	to	take	care	of	those	who	would	otherwise	turn	to	charity	or	crime	by	means	of	an	allowance	provided	by	a	public	tax,	it	is	one	of	the	first	concepts	of	what	could	be	considered
a	negative	income	tax.	Additionally,	in	England	at	the	time,	the	main	taxes	paid	were	land	taxes,	a	tax	that	was	collected	in	order	to	pay	for	mercenaries.	The	first	mention	of	a	tax	in	Anglo-Saxon	England	dates	back	to	the	7th	century	where	it's	specified	that	fines	resulting	from	judicial	cases	should	be	paid	to	the	king.	Later	something	known	as	food
rent	was	introduced,	wherein	regions	would	pay	a	certain	amount	of	their	foodstuffs	to	the	king	periodically.	This	food	rent	was	not	too	dissimilar	from	the	taxes	imposed	on	serfs	in	Russia	in	the	Middle	Ages	wherein	they	were	to	pay	most	of	their	produce	and	goods	to	the	local	lord.	In	1550	serfs	were	instructed	to	pay	another	tax	called	za	povoz,
which	was	imposed	on	those	who	refused	to	deliver	the	harvest	from	their	fields	to	their	master.	Later	in	the	eighteenth	and	nineteenth	century	lords	began	having	to	pay	a	per	capita	tax	for	each	of	their	peasants	and	were	responsible	for	their	well-being	during	times	of	famine.	Toward	this	time,	public	finance	and	interest	in	how	governments	were
to	utilize	the	money	earned	from	taxes	as	well	as	how	to	provide	for	their	state	became	increasingly	common.	The	laissez-faire	approach	first	became	popular	toward	the	middle	of	the	17th	century,	popularized	especially	by	Charles	Davenant.	The	laissez-faire	attitude	was	especially	common	with	Physiocrats	in	France	(as	opposed	to	the	classical
school	in	Britain).	They	maintained	a	"laissez-faire,	laisser-passer"	attitude,	with	one	of	the	central	ideas	being	that	the	government's	central	role	should	be	to	guarantee	private	property,	and	the	maintenance	of	one	single	tax,	namely	the	produit	net,	which	encompassed	the	farmer's	surplus.	Adam	Smith	also	advocated	for	the	laissez-faire	attitude,
but	also	claimed	that	the	government	would	need	to	take	a	more	proactive	role	in	protection,	justice,	and	public	works.	He	first	proposed	the	idea	of	a	public	good,	as	he	believed	that	a	good	could	provide	a	value	to	society	as	whole	that	would	exceed	the	value	it	would	provide	to	only	one	individual.	Adam	Smith	also	maintained	that	a	government
should	maintain	a	properly	regulated	money	flow	and	banking	system,	patents	as	well	as	copyrights,		and	provide	public	education	and	transport.	For	him	public	projects	always	needed	to	yield	a	profit	that	would	be	greater	to	society	than	the	individual.	One	of	the	most	pivotal	works	on	taxation,	Adam	Smith's	Canons	of	Taxation	gave	further	criteria
for	taxation,	namely	equality,	certainty,	convenience,	and	economy.	Following	Adam	Smith,	several	economists	expanded	on	his	ideas,	or	transformed	them	as	in	the	case	of	Thomas	Robert	Malthus,	who	believed	that	tax-financed	public	works	would	be	most	effective,	so	long	as	it	created	greater	demand	for	labor	and	commodities.	Public	finance	as	a
field	began	becoming	more	well-known	and	independently	recognized	around	this	time,	with	John	Ramsay	McCulloch	writing	many	pivotal	works	in	the	field.[12]	Collection	of	sufficient	resources	from	the	economy	in	an	appropriate	manner	along	with	allocating	and	use	of	these	resources	efficiently	and	effectively	constitute	good	financial
management.	Resource	generation,	resource	allocation,	and	expenditure	management	(resource	utilization)	are	the	essential	components	of	a	public	financial	management	system.	The	following	subdivisions	form	the	subject	matter	of	public	finance.	Public	expenditure	Public	revenue	Public	debt	Financial	administration	Federal	finance	Fiscal	policy
Main	article:	Government	spending	Economists	classify	government	expenditures	into	three	main	types.	Government	purchases	of	goods	and	services	for	current	use	are	classed	as	government	consumption.	Government	purchases	of	goods	and	services	intended	to	create	future	benefits	–	such	as	infrastructure	investment	or	research	spending	–	are
classed	as	government	investment.	Government	expenditures	that	are	not	purchases	of	goods	and	services,	and	instead	just	represent	transfers	of	money	–	such	as	social	security	payments	–	are	called	transfer	payments.[13]	Main	article:	Government	operations	Government	operations	are	those	activities	involved	in	the	running	of	a	state	or	a
functional	equivalent	of	a	state	(for	example,	tribes,	secessionist	movements	or	revolutionary	movements)	for	the	purpose	of	producing	value	for	the	citizens.	Government	operations	have	the	power	to	make,	and	the	authority	to	enforce	rules	and	laws	within	a	civil,	corporate,	religious,	academic,	or	other	organization	or	group.[14]	Main	article:
Income	distribution	See	also:	Redistribution	(economics)	Income	distribution	–	Some	forms	of	government	expenditure	are	specifically	intended	to	transfer	income	from	some	groups	to	others.	For	example,	governments	sometimes	transfer	income	to	people	that	have	suffered	a	loss	due	to	natural	disaster.	Likewise,	public	pension	programs	transfer
wealth	from	the	young	to	the	old.	Other	forms	of	government	expenditure	that	represent	purchases	of	goods	and	services	also	have	the	effect	of	changing	the	income	distribution.	For	example,	engaging	in	a	war	may	transfer	wealth	to	certain	sectors	of	society.	Public	education	transfers	wealth	to	families	with	children	in	these	schools.	Public	road
construction	transfers	wealth	from	people	that	do	not	use	the	roads	to	those	people	that	do	(and	to	those	that	build	the	roads).	Income	Security	Employment	insurance	Health	Care	Public	financing	of	campaigns	Budgeted	revenues	of	governments	in	2006.	Main	article:	Government	revenue	Government	expenditures	are	financed	primarily	in	three
ways:	Government	revenue	Taxes	Non-tax	revenue	(revenue	from	government-owned	corporations,	sovereign	wealth	funds,	sales	of	assets,	or	seigniorage)	Government	borrowing	Money	creation	How	a	government	chooses	to	finance	its	activities	can	have	important	effects	on	the	distribution	of	income	and	wealth	(income	redistribution)	and	on	the
efficiency	of	markets	(effect	of	taxes	on	market	prices	and	efficiency).	The	issue	of	how	taxes	affect	income	distribution	is	closely	related	to	tax	incidence,	which	examines	the	distribution	of	tax	burdens	after	market	adjustments	are	taken	into	account.	Public	finance	research	also	analyzes	effects	of	the	various	types	of	taxes	and	types	of	borrowing	as
well	as	administrative	concerns,	such	as	tax	enforcement.	Main	articles:	Tax	and	Fiscal	capacity	Taxation	is	the	central	part	of	modern	public	finance.	Its	significance	arises	not	only	from	the	fact	that	it	is	by	far	the	most	important	of	all	revenues	but	also	because	of	the	gravity	of	the	problems	created	by	the	present	day	tax	burden.[15]	The	main
objective	of	taxation	is	raising	revenue.	A	high	level	of	taxation	is	necessary	in	a	welfare	State	to	fulfill	its	obligations.	Taxation	is	used	as	an	instrument	of	attaining	certain	social	objectives,	i.e.,	as	a	means	of	redistribution	of	wealth	and	thereby	reducing	inequalities.	Taxation	in	a	modern	government	is	thus	needed	not	merely	to	raise	the	revenue
required	to	meet	its	expenditure	on	administration	and	social	services,	but	also	to	reduce	the	inequalities	of	income	and	wealth.	Taxation	might	also	be	needed	to	draw	away	money	that	would	otherwise	go	into	consumption	and	cause	inflation	to	rise.[16]	A	tax	is	a	financial	charge	or	other	levy	imposed	on	an	individual	or	a	legal	entity	by	a	state	or	a
functional	equivalent	of	a	state	(for	example,	tribes,	secessionist	movements	or	revolutionary	movements).	Taxes	could	also	be	imposed	by	a	subnational	entity.	Taxes	consist	of	direct	tax	or	indirect	tax,	and	may	be	paid	in	money	or	as	corvée	labor.	A	tax	may	be	defined	as	a	"pecuniary	burden	laid	upon	individuals	or	property	to	support	the
government	[	.	.	.]	a	payment	exacted	by	legislative	authority."[17]	A	tax	"is	not	a	voluntary	payment	or	donation,	but	an	enforced	contribution,	exacted	pursuant	to	legislative	authority"	and	is	"any	contribution	imposed	by	government	[	.	.	.]	whether	under	the	name	of	toll,	tribute,	tallage,	gabel,	impost,	duty,	custom,	excise,	subsidy,	aid,	supply,	or
other	name."[18]	There	are	various	types	of	taxes,	broadly	divided	into	two	heads	–	direct	(which	is	proportional)	and	indirect	tax	(which	is	differential	in	nature):	Stamp	duty,	levied	on	documents	Excise	tax	(tax	levied	on	production	for	sale,	or	sale,	of	a	certain	good)	Sales	tax	(tax	on	business	transactions,	especially	the	sale	of	goods	and	services)
Value	added	tax	(VAT)	is	a	type	of	sales	tax	Services	taxes	on	specific	services	Road	tax;	Vehicle	excise	duty	(UK),	Registration	Fee	(US),	Regco	(Australia),	Vehicle	Licensing	Fee	(Brazil)	etc.	Gift	tax	Duties	(taxes	on	importation,	levied	at	customs)	Corporate	income	tax	on	corporations	(incorporated	entities)	Wealth	tax	Personal	income	tax	(may	be
levied	on	individuals,	families	such	as	the	Hindu	joint	family	in	India,	unincorporated	associations,	etc.)	Main	article:	Government	debt	Governments,	like	any	other	legal	entity,	can	take	out	loans,	issue	bonds,	and	make	financial	investments.	Government	debt	(also	known	as	public	debt	or	national	debt)	is	money	(or	credit)	owed	by	any	level	of
government;	either	central	or	federal	government,	municipal	government,	or	local	government.	Some	local	governments	issue	bonds	based	on	their	taxing	authority,	such	as	tax	increment	bonds	or	revenue	bonds.	As	the	government	represents	the	people,	government	debt	can	be	seen	as	an	indirect	debt	of	the	taxpayers.	Government	debt	can	be
categorized	as	internal	debt,	owed	to	lenders	within	the	country,	and	external	debt,	owed	to	foreign	lenders.	Governments	usually	borrow	by	issuing	securities	such	as	government	bonds	and	bills.	Less	creditworthy	countries	sometimes	borrow	directly	from	commercial	banks	or	international	institutions	such	as	the	International	Monetary	Fund	or	the
World	Bank.	Most	government	budgets	are	calculated	on	a	cash	basis,	meaning	that	revenues	are	recognized	when	collected	and	outlays	are	recognized	when	paid.	Some	consider	all	government	liabilities,	including	future	pension	payments	and	payments	for	goods	and	services	the	government	has	contracted	for	but	not	yet	paid,	as	government	debt.
This	approach	is	called	accrual	accounting,	meaning	that	obligations	are	recognized	when	they	are	acquired,	or	accrued,	rather	than	when	they	are	paid.	This	constitutes	public	debt.	Main	article:	Seigniorage	Seigniorage	is	the	net	revenue	derived	from	the	issuing	of	currency.	It	arises	from	the	difference	between	the	face	value	of	a	coin	or	banknote
and	the	cost	of	producing,	distributing	and	eventually	retiring	it	from	circulation.	Seigniorage	is	an	important	source	of	revenue	for	some	national	banks,	although	it	provides	a	very	small	proportion	of	revenue	for	advanced	industrial	countries.[19]	Public	finance	in	centrally	planned	economies	has	differed	in	fundamental	ways	from	that	in	market
economies.	Some	state-owned	enterprises	generated	profits	that	helped	finance	government	activities..	In	various	mixed	economies,	the	revenue	generated	by	state-owned	enterprises	is	used	for	various	state	endeavors;	typically	the	revenue	generated	by	state	and	government	agencies.	Macroeconomic	data	to	support	public	finance	economics	are
generally	referred	to	as	fiscal	or	government	finance	statistics	(GFS).	The	Government	Finance	Statistics	Manual	2001	(GFSM	2001)	is	the	internationally	accepted	methodology	for	compiling	fiscal	data.	It	is	consistent	with	regionally	accepted	methodologies	such	as	the	European	System	of	Accounts	1995	and	consistent	with	the	methodology	of	the
System	of	National	Accounts	(SNA1993)	and	broadly	in	line	with	its	most	recent	update,	the	SNA2008.	The	size	of	governments,	their	institutional	composition	and	complexity,	their	ability	to	carry	out	large	and	sophisticated	operations,	and	their	impact	on	the	other	sectors	of	the	economy	warrant	a	well-articulated	system	to	measure	government
economic	operations.	The	GFSM	2001	addresses	the	institutional	complexity	of	government	by	defining	various	levels	of	government.	The	main	focus	of	the	GFSM	2001	is	the	general	government	sector	defined	as	the	group	of	entities	capable	of	implementing	public	policy	through	the	provision	of	primarily	non	market	goods	and	services	and	the
redistribution	of	income	and	wealth,	with	both	activities	supported	mainly	by	compulsory	levies	on	other	sectors.	The	GFSM	2001	disaggregates	the	general	government	into	subsectors:	central	government,	state	government,	and	local	government	(See	Figure	1).	The	concept	of	general	government	does	not	include	public	corporations.	The	general
government	plus	the	public	corporations	comprise	the	public	sector	(See	Figure	2).	Figure	1:	General	Government	(IMF	Government	Finance	Statistics	Manual	2001(Washington,	2001)	pp.13	Figure	2:	Public	Sector(IMF	Government	Finance	Statistics	Manual	2001(Washington,	2001)	pp.15	The	general	government	sector	of	a	nation	includes	all	non-
private	sector	institutions,	organisations	and	activities.	The	general	government	sector,	by	convention,	includes	all	the	public	corporations	that	are	not	able	to	cover	at	least	50%	of	their	costs	by	sales,	and,	therefore,	are	considered	non-market	producers.[20]	In	the	European	System	of	Accounts,[21]	the	sector	"general	government"	has	been	defined
as	containing:	"All	institutional	units	which	are	other	non-market	producers	whose	output	is	intended	for	individual	and	collective	consumption,	and	mainly	financed	by	compulsory	payments	made	by	units	belonging	to	other	sectors,	and/or	all	institutional	units	principally	engaged	in	the	redistribution	of	national	income	and	wealth".[20]	Therefore,
the	main	functions	of	general	government	units	are	:	to	organize	or	redirect	the	flows	of	money,	goods	and	services,	or	other	assets	among	corporations,	among	households,	and	between	corporations	and	households;	in	the	purpose	of	social	justice,	increased	efficiency	or	other	aims	legitimized	by	the	citizens—examples	are	the	redistribution	of
national	income	and	wealth,	the	corporate	income	tax	paid	by	companies	to	finance	unemployment	benefits,	the	social	contributions	paid	by	employees	to	finance	the	pension	systems;	to	produce	goods	and	services	to	satisfy	households'	needs	(e.g.,	state	health	care)	or	to	collectively	meet	the	needs	of	the	whole	community	(e.g.	defense,	public	order,
and	safety).[20]	The	general	government	sector,	in	the	European	System	of	Accounts,	has	four	sub-sectors:	central	government	state	government	local	government	social	security	funds	"Central	government"[22]	consists	of	all	administrative	departments	of	the	state	and	other	central	agencies	whose	responsibilities	cover	the	whole	economic	territory
of	a	country,	except	for	the	administration	of	social	security	funds.	"State	government"[23]	is	defined	as	the	separate	institutional	units	that	exercise	some	government	functions	below	those	units	at	central	government	level	and	above	those	units	at	local	government	level,	excluding	the	administration	of	social	security	funds.	"Local	government"[24]
consists	of	all	types	of	public	administration	whose	responsibility	covers	only	a	local	part	of	the	economic	territory,	apart	from	local	agencies	of	social	security	funds.	"Social	security	fund"[25]	is	a	central,	state	or	local	institutional	unit	whose	main	activity	is	to	provide	social	benefits.	It	fulfils	the	two	following	criteria:	by	law	or	regulation	(except
those	about	government	employees),	certain	population	groups	must	take	part	in	the	scheme	and	have	to	pay	contributions;	general	government	is	responsible	for	the	management	of	the	institutional	unit,	for	the	payment	or	approval	of	the	level	of	the	contributions	and	of	the	benefits,	independent	of	its	role	as	a	supervisory	body	or	employer.	The
GFSM	2001	framework	is	similar	to	the	financial	accounting	of	businesses.	For	example,	it	recommends	that	governments	produce	a	full	set	of	financial	statements	including	the	statement	of	government	operations	(akin	to	the	income	statement),	the	balance	sheet,	and	a	cash	flow	statement.	Two	other	similarities	between	the	GFSM	2001	and
business	financial	accounting	are	the	recommended	use	of	accrual	accounting	as	the	basis	of	recording	and	the	presentations	of	stocks	of	assets	and	liabilities	at	market	value.	It	is	an	improvement	on	the	prior	methodology	–	Government	Finance	Statistics	Manual	1986	–	based	on	cash	flows	and	without	a	balance	sheet	statement.	The	GFSM	2001
recommends	standard	tables	including	standard	fiscal	indicators	that	meet	a	broad	group	of	users	including	policy	makers,	researchers,	and	investors	in	sovereign	debt.	Government	finance	statistics	should	offer	data	for	topics	such	as	the	fiscal	architecture,	the	measurement	of	the	efficiency	and	effectiveness	of	government	expenditures,	the
economics	of	taxation,	and	the	structure	of	public	financing.	The	GFSM	2001	provides	a	blueprint	for	the	compilation,	recording,	and	presentation	of	revenues,	expenditures,	stocks	of	assets,	and	stocks	of	liabilities.	The	GFSM	2001	also	defines	some	indicators	of	effectiveness	in	government's	expenditures,	for	example	the	compensation	of	employees
as	a	percentage	of	expense.	The	GFSM	2001	includes	a	functional	classification	of	expense	as	defined	by	the	Classification	of	Functions	of	Government	(COFOG)	.	This	functional	classification	allows	policy	makers	to	analyze	expenditures	on	categories	such	as	health,	education,	social	protection,	and	environmental	protection.	The	financial	statements
can	provide	investors	with	the	necessary	information	to	assess	the	capacity	of	a	government	to	service	and	repay	its	debt,	a	key	element	determining	sovereign	risk,	and	risk	premia.	Like	the	risk	of	default	of	a	private	corporation,	sovereign	risk	is	a	function	of	the	level	of	debt,	its	ratio	to	liquid	assets,	revenues	and	expenditures,	the	expected	growth
and	volatility	of	these	revenues	and	expenditures,	and	the	cost	of	servicing	the	debt.	The	government's	financial	statements	contain	the	relevant	information	for	this	analysis.	The	government's	balance	sheet	presents	the	level	of	the	debt;	that	is	the	government's	liabilities.	The	memorandum	items	of	the	balance	sheet	provide	additional	information	on
the	debt	including	its	maturity	and	whether	it	is	owed	to	domestic	or	external	residents.	The	balance	sheet	also	presents	a	disaggregated	classification	of	financial	and	non-financial	assets.	These	data	help	estimate	the	resources	a	government	can	potentially	access	to	repay	its	debt.	The	statement	of	operations	("income	statement")	contains	the
revenue	and	expense	accounts	of	the	government.	The	revenue	accounts	are	divided	into	subaccounts,	including	the	different	types	of	taxes,	social	contributions,	dividends	from	the	public	sector,	and	royalties	from	natural	resources.	Finally,	the	interest	expense	account	is	one	of	the	necessary	inputs	to	estimate	the	cost	of	servicing	the	debt.	GFS	can
be	accessible	through	several	sources.	The	International	Monetary	Fund	publishes	GFS	in	two	publications:	International	Financial	Statistics	and	the	Government	Finance	Statistics	Yearbook.	The	World	Bank	gathers	information	on	external	debt.	On	a	regional	level,	the	Organization	for	Economic	Co-operation	and	Development	(Dibidami	)	compiles
general	government	account	data	for	its	members,	and	Eurostat,	following	a	methodology	compatible	with	the	GFSM	2001,	compiles	GFS	for	the	members	of	the	European	Union.	Social	equality	is	the	equivalent	treatment	of	and	opportunity	for	members	of	different	groups	within	society	regardless	of	individual	distinctions	of	race,	ethnicity,	gender,
age,	social	class,	socioeconomic	status,	sexual	orientation,	or	other	characteristics	or	circumstances.[26]	Social	fairness	includes	the	equal	access	of	the	various	groups	forming	society	to	the	financial	resources	and	opportunities	in	all	areas.	This	concept	is	ensuring	that	every	individual,	despite	their	socioeconomic	condition,	race,	gender,	and	other
qualities,	get	equal	opportunities	to	benefit	from	public	services	that	relate	to	health,	education,	and	social	welfare.	The	core	tenets	of	promoting	social	equality	through	public	finance	include:[27]	Equitable	taxation:	The	taxing	system	is	set	to	be	equitable	and	not	to	burden	the	poor	while	providing	enough	revenue	to	fund	the	government
expenditures.	Mostly,	this	will	involve	progressive	taxations	in	which	higher	earners	pay	a	higher	rate.	Uniform	resource	distribution:	It	ensures	that	public	services	across	regions	are	of	high	quality	and	equal,	including	those	from	the	less	wealthy	areas.	This	approach	helps	to	mitigate	regional	disparities	in	access	to	government	services.	Universal
access	to	services:	These	policies	are	put	in	place	to	make	sure	that	all	citizens	have	access	to	some	of	the	essential	public	services.	For	example,	among	the	services	ensuring	the	well-being	and	economic	productivity	of	people	are	primary	education,	healthcare,	and	public	safety.	Anti-discrimination	measures:	To	enforce	policies	meant	for	the
prevention	of	discrimination	in	the	distribution	of	services	and	employment	within	the	government	sector.	That	is	necessary	in	a	society	where	people	have	an	equal	chance	to	succeed.	To	achieve	social	equality,	governments	employ	a	variety	of	strategies,	including:	Policy	evaluation	and	adjustment:	Evaluation	of	the	influence	behind	fiscal	policies	on
the	different	demographic	groups.	Implemented	to	guarantee	that	said	policies	are	effective.	Public	engagement:	In	this	way,	the	process	includes	diverse	community	stakeholders	to	ensure	they	contribute	and	their	needs	are	also	addressed	in	the	policies.	Legislative	reforms:	Laws	that	support	equitable	access	to	resources	and	protect	against
discrimination	in	public	service	delivery.[28]	The	challenges	of	a	political	nature	and	budget	constraints	are	among	many,	which	could	prevent	integration	of	social	equality	into	public	finance.	There	has	to	be	constant	review	and	fine-tuning	of	the	policies	with	full	commitment	to	fairness	in	the	distribution	of	public	finance.	These	principles	and
strategies	might	very	well	make	public	finance	one	of	the	strongest	allies	for	social	equality—one	where	everyone	has,	under	any	circumstance,	fair	chances	for	success	and	participation	in	the	benefits	provided	by	society.	Social	equity	is	the	fair,	just	and	equitable	management	of	all	institutions	serving	the	public	directly	or	by	contract;	and	the	fair
and	equitable	distribution	of	public	services,	and	implementation	of	public	policy;	and	the	commitment	to	promote	fairness,	justice	and	equity	in	the	formation	of	public	policy.[29]	Social	equity	in	public	finance	underlies	the	principles	and	practices	that	work	toward	fair	distribution	of	public	resources,	especially	geared	towards	reducing	inequalities
between	different	social	groups.	This	idea	is	very	relevant	for	designing	and	implementing	public	policies,	notably	towards	issues	such	as	taxation,	budget	allocations,	and	public	spending.	Social	equity	requires	formulating	fiscal	policies	that	are	not	only	fair	but	also	inclusive	across	all	groups	of	society.	In	more	cases	than	not,	this	calls	for	a
progressive	tax	system,	where	people	of	higher	income	bring	in	a	higher	percentage	of	their	incomes,	which	helps	in	redistributing	the	resources	toward	communities	that	are	under-served.	This	underpins	the	importance	for	local	governments	to	consider	social	equity	in	their	strategic	planning	and	budgeting	process.	This	achieved	through
techniques	such	as	the	"veil	of	ignorance,"	which	would	be	applied	to	make	sure	that	policy	makers	design	systems	without	any	bias	based	on	their	personal	characteristics,	such	as	race,	income,	or	place	of	residence.	Under	this	experiment,	decision-makers	would	ideally	create	systems	that	they	would	deem	fair	regardless	of	their	status	in	society.
[30]	In	practice,	successful	involvement	of	social	equity	in	public	finance	often	requires	a	focus	on	specific	demographic	groups	most	affected	by	disparities,	such	as	those	differentiated	by	race,	socio-economic	status,	or	geographic	location.	Local	governments	may,	in	this	way,	bring	equity	by	being	able	to	customize	public	services	and	even
distribution	of	resources	to	those	groups,	effectively	dealing	with	the	systemic	inequalities.	Achieving	social	equity	is	challenged	by	limited	resources,	political	resistance,	and	economic	disparities,	respectively.	Overcoming	them	calls	for	transparent	policymaking,	antidiscrimination	laws,	and	region-specific	policies.	Success,	on	the	other	hand,	calls
for	involvement	from	the	stakeholders	and	effective	governance	that	takes	into	account	long-term	planning	and	sustainability.[31]	Clear	goals	have	to	be	set	with	regard	to	measuring	social	equity	and	also	relevant	metrics.	Common	measures	include	accessibility	to	quality	education,	health	outcomes	from	healthcare,	and	walkability	of	neighborhoods.
Local	governments	can	measure	through	such	indicators	the	efficiency	of	their	efforts	and	performance	in	the	allocation	of	resources	from	the	budget	to	take	care	of	the	social	disparities.[32]	In	so	doing,	public	finance	may	appear	as	a	very	strong	lever	that	guarantees	social	equity	based	on	the	ability	of	all	members	of	the	community	to	gain
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