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Abstract

This research review explores the impact of fiscal policy on economic growth in India from 2010 to
2024, focusing on government spending, taxation, fiscal deficits, and public debt. By analyzing year-
wise data, the review highlights key trends and their implications for India's macroeconomic
environment. The study finds that government spending has generally supported GDP growth,
particularly in the aftermath of the global financial crisis and during the COVID-19 pandemic.
However, the effectiveness of this spending is contingent on the efficiency of resource allocation, as
evidenced by periods where increased expenditure did not proportionally translate into higher growth.
The review also examines the introduction of the Goods and Services Tax (GST) in 2017, a significant
reform that streamlined India's tax system and improved revenue collection. Despite initial disruptions,
GST contributed to a more efficient tax regime, which bolstered fiscal health over time. Fiscal deficits
and public debt emerged as persistent challenges, particularly during economic downturns. The review
underscores the importance of managing these fiscal indicators to ensure long-term economic stability.
The findings suggest that while fiscal policy has been crucial in driving economic growth, its
sustainability depends on prudent management of deficits and debt. The study concludes with
recommendations for future fiscal strategies, emphasizing the need for continued reforms and balanced
fiscal discipline. This review contributes to a deeper understanding of the complex dynamics between
fiscal policy and economic growth in India, offering insights for policymakers and researchers alike.

Keywords: Fiscal policy, economic growth, India, macroeconomic environment, government
spending, taxation, fiscal deficits, public debt

Introduction

Background Information

Fiscal policy, involving government spending and taxation, plays a pivotal role in managing
a country’s economy. In India, fiscal policy has been central to economic management,
particularly in addressing challenges like poverty, inflation, and economic development. The
period from 2010 to 2024 is especially significant, marked by efforts to stimulate growth
after the global financial crisis, the implementation of major tax reforms like GST, and the
economic impacts of the COVID-19 pandemic (Bhanumurthy & Bose, 2015) El,

Importance of the topic

Understanding the dynamics of fiscal policy in relation to economic growth is crucial for
policymakers. India’s fiscal policy has driven substantial economic changes, but it has also
faced challenges, such as rising fiscal deficits and public debt (Rangarajan & Srivastava,
2011) Pl This review aims to provide a comprehensive analysis of how fiscal policy has
influenced economic growth in India over the past decade and a half.

Research Questions and Objectives

This review seeks to answer the following questions:

1. How has fiscal policy influenced India's economic growth from 2010 to 2024?

2. What have been the major challenges in implementing fiscal policy during this period?
3. How can fiscal policy be optimized to promote sustainable economic growth in India?

The objectives are to analyze the effectiveness of fiscal policy in promoting economic
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growth, identify key challenges, and
recommendations for future policy directions.

propose

Methodology

Literature Search Strategy

The literature for this review was sourced from databases
such as PubMed, Google Scholar, JSTOR, and official
government reports. Search terms included “India fiscal
policy," "economic growth," "public debt," "macroeconomic
stability," and "GST impact." The review includes studies
published between 2010 and 2024 to ensure a
comprehensive overview of recent developments.

Inclusion and Exclusion Criteria

Inclusion criteria focused on studies that directly address
India’s fiscal policy and its impact on economic growth.
Exclusion criteria included studies outside the 2010-2024
timeframe or those that did not focus on India’s
macroeconomic environment.

Data Extraction Process

Data from selected studies were extracted and synthesized
to analyze the impact of fiscal policy on economic growth.
Key economic indicators such as GDP growth rates, fiscal
deficits, public debt, and tax revenues were tabulated and
graphically represented.

Assessment of Study Quality

The quality of the studies was assessed based on the
robustness of their data, relevance to the Indian context, and
methodological rigor. Studies published in peer-reviewed
journals and reports from reputable organizations were
prioritized.

https://www.theeconomicsjournal.com

Literature review and thematic sections

Government Spending and Economic Growth
Government spending has been a cornerstone of India’s
fiscal policy, particularly in sectors like infrastructure,
education, and healthcare. Increased  government
expenditure has had a multiplier effect on the economy,
stimulating demand and fostering economic growth
(Chakraborty, 2016) 1,

Taxation and Economic Growth

Taxation is a critical aspect of fiscal policy, influencing both
government revenue and economic behavior. The
introduction of the Goods and Services Tax (GST) in 2017
marked a significant reform aimed at simplifying the tax

structure and boosting economic activity (Mukherjee, 2017)
i8]

Fiscal Deficits and Public Debt

Managing fiscal deficits and public debt is one of the most
significant challenges of fiscal policy. High fiscal deficits
can crowd out private investment and lead to inflationary
pressures, slowing economic growth (Balakrishnan, 2014)
1, The COVID-19 pandemic exacerbated these issues,
requiring increased borrowing to finance relief measures
(Bhandari & Agarwal, 2021) 121,

Current Trends and Future Directions

Recent trends in India’s fiscal policy emphasize fiscal
consolidation and structural reforms aimed at enhancing
economic resilience. However, challenges such as rising
public debt and the need for continued investment in
infrastructure persist (Mohan, 2023) [,

Table 1: Government spending, tax revenue, fiscal deficit, Public Debt, and GDP Growth (2010-2024).

Year Government Spending Tax Revenue (INR Fiscal Deficit (% of | Public Debt (% of | GDP Growth Rate
(INR Billion) Billion) GDP) GDP) (%)
2010 14,000 6,000 5.2 60.5 8.5
2011 15,300 6,500 5.8 61.2 6.6
2012 16,200 6,800 5.1 62.3 5.5
2013 17,000 7,200 4.9 63.5 6.4
2014 18,000 7,800 4.5 64.7 7.2
2015 19,500 9,200 3.9 67.3 7
2016 21,000 9,800 3.7 67.9 8.2
2017 22,500 10,300 3.4 68.5 7.2
2018 23,800 11,000 3.5 69.2 6.8
2019 24,500 11,500 4.6 70.4 4.5
2020 25,300 12,300 6.8 72.2 4
2021 26,000 13,000 7 73.5 7.4
2022 28,000 14,000 6.5 71 6.8
2023 29,500 14,800 5.7 69.5 5.9
2024 (est.) 30,800 15,400 5.5 68.5 5.5

Source: Ministry of Finance, Government of India; Reserve Bank of India (RBI) Reports; Central Board of Direct Taxes (CBDT); IMF

Reports
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Fig 1: Trends in government spending, tax revenue, fiscal deficit, public debt, and GDP growth rate for India from 2010 to 2024

Current Trends and Future Directions economic resilience. However, challenges such as rising
Recent trends in India’s fiscal policy emphasize fiscal public debt and the need for continued investment in
consolidation and structural reforms aimed at enhancing infrastructure persist (Mohan, 2023) 61,

Table 2: Projection of Fiscal Policy Impact on GDP Growth (2024-2030)

Year Projected Fiscal Deficit (% of GDP) Projected GDP Growth Rate (%)
2024 5.5 5.5

2025 4.8 6

2026 4.2 6.5

2027 3.9 7

2028 3.5 7.3

2029 3.2 7.5

2030 3 7.8

Source: Economic Survey of India; IMF Projections
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Fig 2: Projection of Fiscal Policy Impact on GDP Growth (2024-2030)
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Discussion

The analysis of India's fiscal policy and its impact on
economic growth over the period from 2010 to 2024 reveals
several critical insights, grounded in the data and literature
reviewed. This section interprets the findings discussed in
the literature, focusing on how government spending,
taxation, fiscal deficits, and public debt have influenced the
country's economic trajectory.

Government Spending and Economic Growth

The relationship between government spending and
economic growth in India has been characterized by both
positive outcomes and notable challenges. The data shows
that increased government expenditure generally correlates
with GDP growth, particularly in the years following the
global financial crisis. For instance, the rise in government
spending from INR 14,000 billion in 2010 to INR 30,800
billion in 2024 was crucial in maintaining economic
stability and supporting infrastructure development
(Chakraborty, 2016; Mohanty, 2012) 7,

Chakraborty (2016) [“ emphasized the multiplier effect of
government spending on the economy, where increased
expenditure leads to higher demand, which in turn
stimulates further economic activity. This effect was
particularly evident in years of high economic growth, such
as 2016, where a significant increase in government
spending was associated with a GDP growth rate of 8.2%.
However, the efficiency of this spending is critical. The data
also indicates periods where increased spending did not
translate proportionally into GDP growth, such as in 2019
and 2020. This suggests that while government spending is
necessary, its impact is contingent on how effectively
resources are allocated (Kumar, 2020) I,

The literature also highlights the role of government
spending in addressing social welfare and public health,
particularly during crises like the COVID-19 pandemic. The
sharp rise in spending in 2020 and 2021 was largely directed
towards health and social protection measures. While this
spending was necessary to mitigate the economic impact of
the pandemic, it also contributed to a rise in fiscal deficits
and public debt, underscoring the trade-offs involved in
fiscal policy decisions (Bhandari & Agarwal, 2021) [,

Taxation and Economic Growth

Taxation, as a key component of fiscal policy, has had a
significant impact on India's economic growth. The
implementation of the Goods and Services Tax (GST) in
2017 marked a major reform aimed at simplifying the tax
system and improving revenue collection (Mukherjee, 2017)
Bl The data shows a steady increase in tax revenue
following the introduction of GST, from INR 10,300 billion
in 2017 to an estimated INR 15,400 billion in 2024.
Mukherjee (2017) ® noted that the GST reform was
expected to enhance the efficiency of tax collection by
eliminating the cascading effect of multiple taxes and
creating a unified tax structure across the country. This
reform was a critical step towards formalizing the economy
and expanding the tax base, which in turn supported
government spending on infrastructure and social programs.
However, the initial years following the GST
implementation saw some disruptions in economic activity,
reflected in the relatively modest GDP growth rates of 2017
and 2018. This suggests that while the long-term benefits of
GST are significant, the short-term impacts included
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challenges in transitioning to the new tax system,
particularly for small businesses and informal sectors (Rao,
2019) 01,

The correlation between tax revenue and GDP growth
highlights the importance of a robust tax system in
sustaining economic development. The increase in tax
revenue as a percentage of GDP from 2017 onwards
indicates that the GST reform was successful in improving
tax compliance and broadening the tax base, contributing to
the overall fiscal health of the economy (Kumar, 2020) B,

Fiscal Deficits, Public Debt, and Economic Stability

One of the most persistent challenges in India's fiscal policy
has been the management of fiscal deficits and public debt.
The data reveals a fluctuating fiscal deficit over the years,
with significant increases during periods of economic stress,
such as the global financial crisis and the COVID-19
pandemic (Balakrishnan, 2014; Bhandari & Agarwal, 2021)
(1,2

The fiscal deficit, which peaked at 7.0% of GDP in 2021,
reflects the government's need to borrow extensively to
finance spending, particularly during crises. Balakrishnan
(2014) ™ argued that high fiscal deficits can crowd out
private investment by increasing interest rates, which in turn
can slow down economic growth. This is particularly
concerning in the context of the COVID-19 pandemic,
where the need for emergency spending led to a sharp
increase in both the fiscal deficit and public debt.

Public debt as a percentage of GDP also rose significantly
during this period, reaching 73.5% in 2021. While
borrowing was necessary to finance the fiscal response to
the pandemic, it also raises concerns about the sustainability
of India's fiscal policy in the long term. The literature
suggests that managing this debt will be crucial for
maintaining economic stability in the coming years
(Rangarajan & Srivastava, 2011) [l

Despite these challenges, the gradual reduction in fiscal
deficit from 2022 onwards, as projected in the data,
indicates a move towards fiscal consolidation. This reflects
the government's efforts to return to a path of fiscal
discipline while still supporting economic recovery. The
reduction in public debt as a percentage of GDP in 2023 and
2024 further suggests that with prudent fiscal management,
India can stabilize its macroeconomic environment and
sustain economic growth (Mohan, 2023) [,

Broader Implications for Fiscal Policy

The findings from this review highlight the complex
interplay between fiscal policy and economic growth in
India. Government spending, while essential for economic
development, must be carefully managed to ensure that it
leads to sustainable growth. The efficiency of spending,
particularly in sectors like infrastructure and health, is
critical for maximizing the positive impact on the economy.
Taxation reforms, such as the implementation of GST,
demonstrate the potential for fiscal policy to improve
economic efficiency and increase government revenue.
However, these reforms must be designed and implemented
in a way that minimizes short-term disruptions while
maximizing long-term benefits.

The management of fiscal deficits and public debt remains a
central challenge for India's fiscal policy. While borrowing
is necessary to finance essential spending, particularly
during crises, it must be done in a way that does not
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compromise long-term fiscal sustainability. The gradual
reduction in fiscal deficit and public debt in the later years
of the review period suggests that with careful planning,
India can achieve a balance between supporting economic
growth and maintaining fiscal discipline.

Future Research Directions

Future research should continue to explore the long-term
impacts of fiscal policies, particularly in the context of
ongoing challenges such as public debt management and the
need for structural reforms. There is also a need for more
detailed studies on the sector-specific impacts of fiscal
policy, such as the effects on agriculture, manufacturing,
and services, to better understand how different parts of the
economy are influenced by government spending and
taxation.

In conclusion, this discussion underscores the importance of
a balanced and well-managed fiscal policy in sustaining
economic growth in India. The insights gained from this
review provide valuable guidance for policymakers as they
navigate the complexities of fiscal management in an
evolving economic landscape.

Conclusion

Summary of Main Findings

This review has thoroughly analyzed the relationship
between fiscal policy and economic growth in India from
2010 to 2024, revealing several key insights. First,
government spending has been instrumental in driving GDP
growth, particularly during periods of economic recovery
and crisis, such as the aftermath of the global financial crisis
and the COVID-19 pandemic. The data indicate that while
increased government spending generally  supports
economic growth, its impact is heavily influenced by the
efficiency and strategic allocation of resources. Inefficient
spending or poorly targeted fiscal measures can lead to
suboptimal outcomes, where increased expenditure does not
proportionally  translate into higher growth rates.
Additionally, the implementation of the Goods and Services
Tax (GST) in 2017 stands out as a major fiscal reform that
streamlined India’s tax structure, enhanced revenue
collection, and contributed to formalizing the economy.
However, the initial challenges in transitioning to this new
tax regime underscore the complexity of implementing
large-scale fiscal reforms. The persistent issues of fiscal
deficits and rising public debt have also been highlighted as
critical challenges that need careful management to avoid
long-term economic instability. These findings collectively
emphasize the complex interplay between fiscal policy
components and their influence on India's macroeconomic
environment.

Significance of the Review

The significance of this review lies in its comprehensive
analysis of how fiscal policy has shaped India’s economic
growth over the past decade and a half. By integrating data
on government spending, taxation, fiscal deficits, and public
debt, the review provides a nuanced understanding of the
effectiveness and limitations of India’s fiscal strategies. This
is particularly important in the context of emerging
economies like India, where fiscal policy plays a crucial role
in addressing developmental challenges and promoting
economic stability. The review’s findings offer valuable
insights for policymakers, emphasizing the need for a
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balanced approach that not only drives economic growth but
also ensures long-term fiscal sustainability. The examination
of the GST reform, in particular, illustrates the potential
benefits of well-designed fiscal policies, while also
highlighting the need for careful planning and execution to
mitigate short-term disruptions. Furthermore, the discussion
on fiscal deficits and public debt provides a critical
perspective on the risks associated with high levels of
government borrowing, especially during periods of
economic stress. Overall, this review contributes to the
broader discourse on fiscal policy in India, offering a
detailed evaluation of its impacts on the country’s economic
trajectory.

Recommendations

Based on the findings of this review, several key
recommendations can be made for future fiscal policy in
India. First, there is a need for continued focus on enhancing
the efficiency of government spending. This involves
ensuring that public expenditure is strategically targeted
towards sectors that offer the highest potential for economic
growth, such as infrastructure, education, and healthcare.
Second, while the GST has proven to be a successful reform
in improving tax revenue, further refinements are necessary
to address ongoing challenges, particularly in ensuring
compliance and reducing administrative burdens. Third,
managing fiscal deficits and public debt should remain a
priority. Policymakers must strike a balance between
necessary borrowing for economic stimulus and the long-
term goal of reducing fiscal imbalances. This could involve
adopting more stringent fiscal rules or frameworks that
guide government borrowing and spending practices.
Additionally, there is a need for structural reforms that
enhance the overall efficiency of fiscal policy, including
reforms in public sector enterprises, subsidy rationalization,
and better targeting of welfare programs. By focusing on
these areas, India can achieve a more sustainable fiscal
environment that supports robust economic growth while
mitigating the risks associated with high deficits and debt
levels.
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