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The economy of India is a developingmixed economy. It is the world's fifth-largest 
economy by nominal GDP and the third-largest by purchasing power parity (PPP). The 
country ranks 139thin per capita GDP (nominal) with $2,134 and 122nd in per capita GDP 
(PPP) with $7,783 as of 2018. After 1991 economic liberalisation, India achieved 6-7% 
average GDP growth annually. In FY 2015 and 2018 India's economy became the world's 
fastest growing major economy, surpassing China. 

The long-term growth prospective of the Indian economy is positive due to its young 
population, corresponding low dependency ratio, healthy savings and investment rates, 
and increasing integration into the global economy. India has one of the fastest growing 
service sectors in the world with an annual growth rate above 9% since 2001, which 
contributed to 57% of GDP in 2012–13. India has become a major exporter of IT 
services, Business Process Outsourcing (BPO) services, and software services with $154 
billion revenue in FY 2017 this is the fastest-growing part of the economy. The 
agricultural sector is the largest employer in India's economy but contributes to a 
declining share of its GDP (17% in 2013–14). India ranks second worldwide in farm 
output. The industry (manufacturing) sector has held a steady share of its economic 
contribution (26% of GDP in 2013–14). The Indian automobile industry is one of the 
largest in the world with an annual production of 21.48 million vehicles (mostly two and 
three-wheelers) in 2013–14. India had $600 billion worth of retail market in 2015 and 
one of world's fastest growing e-commerce markets. The figure shows the rosy picture of 
India. And we may feel that soon the India becomes the developed country in the world 
but the dark side is, though economic growth has improved living standards, India, which 
has the largest number of poor in the world, is still struggling to lift its 1.2 billion 
population out of poverty.The reliability of India’s GDP numbers has been questioned, 
and concerns remain about jobs, which have not kept pace with economic growth. Up to 
70% of Indians live in rural areas, 58% of whom depend on agriculture as their primary 
source of income. The simple meaning is that we are getting income tax from remaining 
figure only. The dichotomy in the overall scenario is perturbing and hassled to the 
genesis of this research paper. 

History told us that in the era of Chandragupta the economy was sound and the budget 
was not deficit but surplus. It is stated in the Granth “Kautily’s Arthshastra”.  What was 
public finance policy in those days? Can implementation is possible in current status. 
What is need of hour to strengthen the Indian public finance policy and tax structure?  
This paper is presented to find the answer of this questions.  
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society, Prosperity with Morality 
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1.1 Introduction: 

 The economy of India is a developingmixed economy. It is the world's fifth-largest 
economy by nominal GDP and the third-largest by purchasing power parity (PPP). The 
country ranks 139thin per capita GDP (nominal) with $2,134 and 122nd in per capita GDP 
(PPP) with $7,783 as of 2018. After 1991 economic liberalisation, India achieved 6-7% 
average GDP growth annually. In FY 2015 and 2018 India's economy became the world's 
fastest growing major economy, surpassing China. 

The long-term growth prospective of the Indian economy is positive due to its young 
population, corresponding low dependency ratio, healthy savings and investment rates, 
and increasing integration into the global economy. India has one of the fastest growing 
service sectors in the world with an annual growth rate above 9% since 2001, which 
contributed to 57% of GDP in 2012–13.India has become a major exporter of IT services, 
Business Process Outsourcing (BPO) services, and software services with $154 billion 
revenue in FY 2017 this is the fastest-growing part of the economy. The agricultural 
sector is the largest employer in India's economy but contributes to a declining share of 
its GDP (17% in 2013–14). India ranks second worldwide in farm output. The industry 
(manufacturing) sector has held a steady share of its economic contribution (26% of GDP 
in 2013–14). The Indian automobile industry is one of the largest in the world with an 
annual production of 21.48 million vehicles (mostly two and three-wheelers) in 2013–14. 
India had $600 billion worth of retail market in 2015 and one of world's fastest growing 
e-commerce markets. The figure shows the rosy picture of India. And we may feel that 
soon the India becomes the developed country in the world but the dark side is, though 
economic growth has improved living standards, India, which has the largest number of 
poor in the world, is still struggling to lift its 1.2 billion population out of 
poverty.Thereliability of India’s GDP numbers has been questioned, and concerns remain 
about jobs, which have not kept pace with economic growth. Up to 70% of Indians live in 
rural areas, 58% of whom depend on agriculture as their primary source of income. The 
simple meaning is that we are getting income tax from remaining figure only.The 
dichotomy in the overall scenario is perturbing and hassled to the genesis of this research 
paper. 

History told us that in the era of Chandragupta the economy was sound and the budget 
was not deficit but surplus. It is stated in the Granth“Kautily’s Arthshastra”.  What was 
public finance policy in those days? Can implementation is possible in current status. 
What is need of hour to strengthen the Indian public finance policy and tax structure? 
This paper is presented to find the answer of this questions. 

1.2 Objectives: 
1. To study the public Finance structure in the Era of Samrat Chandragupta 
2. To study the present Structure of Public Finance and Tax policy in India in 
21stcentury 
3. To study similarity and differences in both policies and to give 
suggestions to improve the current tax policy in present India’s Policy. 

1.3 Research Methodology: 
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This paper is based on the “Kautily’s Arthshastra” with the help of secondary data 
collection. The secondary data is gathered from various 

PublishedJournals, Books Internet(websites) and research papers. 

1.4 Kautily’s Public Finance and Tax Policy:  

Kautily’s Arthshastra was written over a long period around 3000 B.C. In the last stage of 
his life he wrote “Kautily’s Arthshastra to guide future generation.In Kautily’s 
Arthshastra he had advocated the need of elf less active king as a chief of state and 
economy to attain the goal of welfare state. He wrote this book by considering the 
thoughts of previous scholars and economists, Veda and Upnishida are the origin of the 
study of arthshastra.   

A) Economic policy and Measures advocated by Kautilya  
� Self-sufficient Village 
� Trade commerce, Forestry, Cattle, Tending  
� Different Industries 
� State Owned Industries 
� Currency System 
� Defense 
� Statistics 
� Economic Policy and Economic Development 
� Social Security customer-oriented thoughts. 

B) Public Finance Policy 

� Tax policy 
� Octroi Policy 

Public finance is the core topic of Kautily’s Arthshastra. It lies on the boundary of 
politics and economics and it is related to rights and duties of the govt. to attain the goal 
of welfare state and implementation by govt. machinery. Kautilya had strongly advocated 
public finance policy and Octroipolicy to attain the goal of welfare(state).For the Chiefof 
economy and stated the need of active,selfless i.e. ideal king.He had given the importance 
of prosperous govt.treasury and prosperity of state because wealth determines every 
wider range thing.Public Finance policy and tax policy were the strong base of Kautily’s 
economic policy. Wider range of his public finance policy which includes audit,accounts 
of govt. offices, measures to prevent the misuse of funds,corruption, malpractices by 
govt. machinery recovery of income from govt.servant etc. 

 

Tax Policy: 

Kautilya had advocated progressive tax policy to attain the goals of rich and prosperous 
govt. treasury. We find strong base of tax structure, much more direct taxes, tax on 
agriculture, just taxation, modern tax principles, different canons of tax, different tax 
categories, ability to pay the tax in tax policy of Kautilya, Krishi, Vanijy and Pashupalan 
were the main sources of collection of tax, Head of the dept. of finance had responsibility 
to collect the taxes and to attain the goal of rich and prosperous govt. treasury. Strong 
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base for tax structure was provided both direct taxes and indirect taxes were included 
16% tax on agriculture income was imposed. Tax, on various goods and services were 
imposed e.g.tax on transport, custom duty excise, sales tax, income tax, professional tax 
etc.  Relief in taxes was given during the period of famine and floods to the farmers. He 
had strongly advocated that taxes should be collected without harassing people. 

Kautilya had advocated conditional taxation instead of compulsory taxation.According to 
Kautilya king should collect the tax perform the duties to attain wellbeing of people. Tax 
is the rewarded to provide various services to the people by king. Kautilya had given 
prime importance to effective implementation of tax policy and economic policy. 
Kautilya had given prime importance to effective implementation of tax policy and 
economic policy. For this purpose he had advocated the need for honest, sincere, selfless 
govt. machinery and also emphasized the need of supervision on govt. machinery to 
prevent corruption, misuse of public fund, economy in public expenditure and optimum 
use of public expenditure. 

Octroi: To collect Octroi and to punish the dishonest traders etc., were the functions of 
chief of Octroi department, Tax policy and Octroi policy- public finance inKautily’s 
Arthshastra is noble contribution and it is relevant and applicable in present economic 
condition of our country. 

1.5The Present Structure of Public Finance and Tax policy in India. 

The prime objective of Public Finance is to maximize the welfare of the society, by 
ensuring rational allocation of resources in conformity with the Economy’s priorities. The 
development of a nation to a large extent depends upon the mobilization of revenue and 
its spending. India is a federation. A salient characteristic of a federal government is 
legislative autonomy and financial independence. This principle has enshrined in the 
constitution of India. Taxes are levied by governments on their citizens to generate 
income for undertaking projects to boost the economy of the country and to raise the 
standard of living of its citizens. 

Types of Taxes:  

Taxes are of two distinct types, direct and indirect taxes. The difference comes in the way 
these taxes are implemented. Some are paid directly by assesse such as  income tax, 
wealth tax, corporate tax etc. while others are indirect taxes, such as the value added tax, 
service tax, sales tax, etc. 

1. Direct Taxes 
2. Indirect Taxes  

But, besides these two conventional taxes, there are also other taxes that have 
been brought into effect by the Central Government to serve 
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There are some similarities  and differences in both policies. Here is   an attempt made to 
study Kautily’s public finance and public finance of govt, India in comparative sense.And  
to give suggestions to improve the current tax policy in present India’s Policy.  

1.6 Similarities in Kautily’s public finance and Public finance of Govt. of India: 

� In  both policies the progressive taxation system is advocated 
� In both policies  steps are taken  for the Welfare of the citizen/Public 
� In both Policies there are penaltiesfor nonpaying taxes.About 40 types of 
misuse of public funds and corruption and long list of punishments for different 
crimes in “Kautily’s Arthshastra”.In present policy,each type of tax has its own 
penalties associated with it. These penalties can range from fines to imprisonment 
depending on the severity of the crime.  

1.7 Differences in Kautily’s Public finance and Public finance of Govt. of 
India 

� Public finance is backbone of Kantilla’s economic policy. It is based on 
ancient economic thoughts.Rich and prosperous govt. treasury, King should 
collect taxes without harassing people, surplus budget and goal of ideal state etc. 
On the other hand, public finance of govt. of India’s one important aspect of 
general economic policy to attain the objectives of economic planning.Deficit 
budget is an important feature of public finance in India and it was accepted to 
attain economic development and social justice. 
� According to Kautilya to attain the goal of public finance policy 
effectively and efficiently there is need of selfless active and efficient and honest 
govt. machinery.And it was successfully adopted in the Era of   Samrat  
Chandragupta. 
On the other hand India has accepted the principles of democracy but in practice, 
after independence, India has never got ideal-selfless active political leadership  
honest, efficient govt. and govt. machinery. So public finance can’t be adopted 
efficiently and effectively tax policy  
� Kautily’s tax policy was development and welfare oriented. He had 
advocated that taxes should be  collected without harassing people and he also 
advocated several measures of collection tax.The special feature of his tax policy 
is ,Just taxation, conditional taxation, tax on agriculture, modern tax principles 
,ability to pay the tax, Strong base of structure, more different taxes and indirect 
taxes.  

On the other hand tax policy of Indian govt. is defective because there is 
extremely small number of tax payers, (See the graph below) compulsory taxation 
instead of conditional taxation, no tax on agriculture, growth of black money, 
corrupt dishonest and inefficient govt. machinery. Ultimately it affects adversely 
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has to face critical condition and public debt is growing rapidly. In short govt. is 
not able to prevent corruption, growth of black money and misuse of funds.   

� Kautilya has not advocated public debt in his finance but public debt has 
got vital importance in public finance of our country.At present India has to face 
excess and heavy burden of external and internal debt. Some figures are like this -
--In 2016 India public debtwas 1,566,680 million dollars, has increased 104,430 
million since 2015.The debt in 2016 reached 68.89% of India GDP, a 0.67 
percentage point fall from 2015, when it was 69.56% of GDP. 

1.8 Suggestions: 

• The need of supervision on govt. Machinery to prevent the misuse of 
funds,corruption,and unfair activities 
• Agriculture is the strength of Indian,industrial development should be 
complimentary to agriculture development 
• Committee on agriculture taxation was set up under the chairmanship of 
Prof.K.N.Raj to study the issue of tax on agriculture income. The experts suggest 
the tax on Agriculture income. But govt, hasno courageto impose the tax on 
agriculture. 

• The Agriculture tax should be on production and not on land holding. It 
was also the suggestion of Bharatratna  Dr. Babasaheb Ambedkar  
•  Heavy Penalty and punishment on non -payment of tax. 
• Effort to lessen the deficit balance of Budget. 
• Taxation should be just and conditional 

1.9  Conclusion: 

Kautily’s Arthshastra gives the importance to Arth Purusharth, It means economic 
prosperity with morality. He stated that there should be relationship among 
Dharm, Arth and Kaam. Arth is very important because it is the base for 
development of nation. In short Kautily’s Arthshastra guide us How we can attain 
Prosperity with Morality 
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