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The success of fiscal consolidation in India highlights the importance of this approach for sustainable improvement of
government finances leveraging revenue and expenditure reforms and debt-mix adjustment process. The study investigates
the intricacies of policy consolidation in India with focus on the underlying structural, macroeconomic and institutional
dimensions. The research findings listed several hurdles such as fiscal discipline, budget deficits, public debt, and space
for productive public investments. The authors emphasize the need to find the right equilibrium between strengthening
investor confidence, aiding in long-term economic growth, curtailing fiscal imbalances, and stimulating broad-based
growth within the context of fiscal sustainability. A paper examining the policy challenges around improving fiscal
balances, the paper assesses ways to reducing deficits, stabilising debt-to-GDP ratios and achieving fiscal sustainability. It
discusses challenges in achieving macro stability, efficiency in the use of resources, sustainable debt levels and economic
sustainability, in the Indian economic environment. In addition, the research highlights how important it is to have an agile
policy-making capacity to respond to economic challenges and deploy counter-cyclical policies that help to facilitate
economic recovery and build resilience. The narrative in India thus suggests that fiscal consolidation, although necessary
for fiscal discipline and economic stability — and a precursor for sustainable growth — is difficult to achieve and needs
the benefit of doubt to protect the health and immunity of the Indian economy.
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1. INTRODUCTION

Structural fiscal adjustment, or fiscal consolidation,

economic growth. The Indian economy through
successful consolidation the ultimate secularism

refers to improving the health of government balance
sheets by raising revenues, streamlining expenses, or
managing debt. This cycle is critical to economic
stabilization and phenomenon of sustainable growth.
Among these, realising fiscal consolidation has proved
difficult for a long time in the Indian context, as it
involves a complex set of structural, macroeconomic,
and institutional factors. In India, effective fiscal
consolidation is essential for sustaining fiscal
discipline, lowering budget deficits, keeping public
debt from rising to dangerous levels, and freeing up
room for high-value public investment. Consolidation
efforts can lead to macroeconomic stability by
promoting fiscal sustainability which in turn fosters
investor confidence and helps facilitate long-term

=

bottoming the fiscal imbalances, high levels of
inclusivity growth. Long run fiscal sustainability
ensures macroeconomic stability by balancing
government revenues and expenditures over time and
preventing excessive deficits, which can remain in
place for only so long before the risk of inflation,
higher interest rates, and macroeconomic instability
looms on the horizon.

Efficient Debt Management and Sustainable fiscal
policies are crucial for the effective management of
debt, which lowers the probability of debt crises,
contributes to increased investor confidence and fewer
vulnerabilities in financial markets. They signal strong
financial management practices to investors and
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financial markets, which attracts crucial investment
capital needed for economic growth. Deepening and
sustaining fiscal space means that governments can
have more automatic stabilisers to deal with adverse
external economic shocks, execute growth-boosting
programmes, pursue sustainable growth lead to higher
long-term government fiscal space. It also helps to
build social cohesion, lift people out of poverty,
contribute to inclusive growth, and ultimately improve
social welfare and well-being. Governments must, for
this reason, turn to sustainable fiscal policies as the
basis of an economic foundation that provides
stability, growth, and prosperity to residents in both
the present and coming generations.

2. FISCAL CONSOLIDATION
SIGNIFICANCE IN ECONOMIC POLICY
Fiscal consolidation are measures taken by
governments to reduce their fiscal deficits, which
leads to reduced public debt levels. A very
fundamental element of economic policy which
addresses the issues of fiscal sustainability,
macroeconomic stability, and long-term economic
growth.

Significance of Fiscal Consolidation in Economic
Policy

» Macroeconomic Stability: It contributes to
macroeconomic stability by avoiding the
likelihood of fiscal crises, inflationary tensions,
and excessive public debt levels. Stabilizes the
economy: Fiscal consolidation  ensures
alignment between government revenues and
expenditures, which plays a key role in
stabilizing the economy and strengthening the
economic structure for external shocks.

» Investor Confidence: Effective fiscal policies
and consolidation initiatives lead to higher
levels of investor confidencé on the economy.
Government credibility in markets and
evidenced by fiscal discipline inspires
confidence and is a catalyst for the investments
which the economy requires to grow and
develop.

» Efficient Fund Utilisation: A successful fiscal
consolidation avoids wastage of resources and
makes sure of optimum allocation of public
funds to the essential sectors, be it infrastructure,
health care or social welfare programs. It will
usher in productivity and inclusive growth —
not by halving government spending, but by
leveraging it better through consolidation.

> Debt Management: Fiscal consolidation is
meant to combat budget deficits and mitigate
public debt levels. Managing public debt in
prudent manner helps governments to lower
borrowing costs, reduce debt servicing burden
and create fiscal space for future investment and
uncertainties.

=

> long-term economic sustainability:
Sustainable fiscal policies are key for long-term
economic  sustainability. = Hence, fiscal

consolidation measures enable governments to
fulfil financial commitments, correct structural
imbalances, and protect the economy from fiscal
imbalances that could result in loss of
momentum in growth prospects.
> Enhancing Policy Space: The strong fiscal
position that results from strong consolidation
efforts gives policy makers a broader room for
action when faced with exogeneous economic
challenges or crises. Consolidation and the
creation of fiscal space can enable
countercyclical policy creation, demand
demand/advent during downturns, and a boost
re: the recovery.
Fiscal consolidation is one of the pillars of a
comprehensive economic policy agenda aimed at
bolstering fiscal discipline, supporting economic
stabilization, and creating space for sustainable
growth. Fiscal policies that focus on reducing gaps in
the fiscal balance, enhancing the management of
public budgets, and promoting sound financial
behaviour are key to building a sound fiscal policy
springboard for sustainable economic and financial
soundness.

Fiscal measures for Consolidation

Making fiscal measures are cornerstone of
government stabilization plans this will make length
sustain and also strengthen fiscal stances.
Consolidation measures are focused on revenue
generation, expenditure rationalization & public debt
management Revenue enhancement measures include
raising income of the government via tax reforms,
increasing non-tax revenue and/or initiatives to grow
the economy. While tax base broadening and
rationalization leads to higher revenue collections and
non-tax revenue sources are fully exploited in the form
of fees and fines, economic growth is induced through
investment incentives. Rationalization of expenditure
focuses on optimizing the efficiency of expenditure by
undertaking detailed expenditure reviews, instituting
cuts in non-essential expenses and improving
operational efficiency without a service delivery
compromise. In addition, public debt management
strategies are essential for managing and limiting
government indebtedness to promote fiscal
sustainability. A coordinated mix of revenue raising
and expenditure restraint efforts, together with public
debt management strategies, can help governments to
meet their fiscal consolidation targets, build more
durable fiscal frameworks, and set the stage for
sustainable economic stability and growth in the
longer term. They are essential components of a
successful and sustainable strategy to strengthen fiscal
positions, reduce vulnerabilities, and achieve
economic growth and development in the longer term.
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3. STATEMENT OF THE PROBLEM

There are several challenges and issues that relate to
fiscal consolidation in India and most importantly,
they are interrelated. Structural bottlenecks in the form
of high subsidy burden, tax evasion, and low public
spending efficiency are major challenges for the fiscal
reforms. To top it all, macro-fiscal challenges
aggravated by economic slowdown, inflationary
pressures, and external vulnerable conditions make it
even more difficult to maintain fiscal discipline. In
addition to the abovementioned factors, institutional
weaknesses, fiscal  federalism-related  issues,
governance lapses and transparency gaps are
important impediments to healing debt distress and
this also stands true for fiscal consolidation.

4. OBJECTIVES OF THE STUDY
The study is based on the following objectives:
» To analyze the trends and dynamics of fiscal
deficit in India
» To identify the major challenges and issues
impeding successful fiscal consolidation in the
country.
» To offer policy suggestions and tactics to tackle
the associated challenges effectively.

5. METHODOLOGY

This is a study on the identification and analysis of
problems and challenges related to the fiscal
consolidation of the Indian economy. The study is only
based on secondary data sources from 2000 to 2023.
Data on fiscal indicators will be collected from
prominent databases, such as the Reserve Bank of
India (RBI), the Ministry of Finance, etc. This study
uses descriptive statistical tools as a methodology to
better comprehend fiscal development in India over
the longer run. This study attempts to provide an in-
depth analysis of the fiscal consolidation challenges in
the Indian economy through the examination of trends,
patterns, and dynamics within the fiscal sector, on the
above-mentioned statistical techniques employed in
this research.

6. OVERVIEW OF FISCAL POLICY AND
FISCAL SCENARIO IN INDIA

The course of fiscal policy in India can be split into
distinct phases, each representing a unique journey in
the evolution of the country's fiscal policy. The period
leading up to 1991 encapsulates an era of sweeping,
indeed grandiose, planned economic approaches,
marked by the creation of the Planning Commission in
1950. Fiscal policy in India between the 1950s and the
1980s was based on principles of self-reliance,
socially just growth and careful five-year planning to
ensure sustainable infrastructural growth. Amidst the
epistemological complexities of economic governance
in this period, the government retained a conservative
fiscal stance, focusing on fiscal prudence and balanced
budgets. Introduction The economic reforms of 1991

ushered in a paradigm change in India's fiscal
statement terrain last seen only during the severe
balance of payments crisis of that year which paved
the way for deep seated and transitions. The LPG
reforms set out to reduce the fiscal deficit, control
inflationary pressures, and create a path for sustainable
economic growth. With the country moving into new
economic paradigms in order to embrace global
realities, the narrative of fiscal policy started to focus
on a more flexible and market-oriented approach,
albeit being a break from the bygone era of planned
economy.

Now, the story of fiscal policy in India played out
through the 1990s and the 2000s culminating in the
epochal FRBM Act, which was legislated in 2003. The
fiscal responsibility and budget management (FRBM)
Act provided a legislative underpinning to the ethos of
fiscal discipline and brought about tight fiscal
management to reign in the fiscal deficit, strengthen
tax revenue bases, and control public debt levels. As
the nation moved towards a path of fiscal
consolidation and fiscal responsibility, the emphasis
remained on  strengthening the  economic
fundamentals and balancing the budget on a
sustainable basis. Landmark reforms like the Goods
and Services Tax (GST) in 2017 have reinforced the
Indian government's determination to modernize the
revenue base and increase sources of revenue.

Analysis of Recent Fiscal Trends
¢ Fiscal Deficit

%+ 2000-2010: The fiscal deficit during this
decade was close to 5-6% of GDP average
with class spending on social programs as
well as infrastructure.

% 2010-2020: Focus returned on the fiscal
deficit, which was then reduced to around 4-
5% of GDP temporarily. The Fiscal
Responsibility and Budget Management
(FRBM) Act was key in bringing about this
decline.

%+ 2020-Present : Due to shock of the corona
virus pandemic fiscal deficit went beyond 9%
of GDP in FY 2020-21. Conversions were
then made to reduce this deficit; for FY 2023-
24, the deficit peaks at ~5.9% of GDP.

< Revenue Deficit

% 2000-2010: High revenue deficit shows
revenue expenditure deficit vis-a-vis receipts
during this same time.

%+ 2010-2020 - The Revenue deficit continued
to narrow, indicating a gradual better
management of revenue expenditure.

%+ 2020-Present Due to the pandemic, the
revenue deficit has increased but the
government is taking steps to manage and
control it.

=/ 2024 EPRA JEBR | EPRA International Journal of Economic and Business Review | https://eprajournals.com/ 88



SJIF Impact Factor2024: 8.808 || DOI: 10.36713/epra2012 | Volume-12 | Issue-12 | December 2024 | e- ISSN: 2347-9671 | p- ISSN: 2349-0187

®,

+» Tax Revenue

+«+ 2000-2010: Tax revenues grew consistently
over the years and represented significant
share of GDP both in direct and indirect
taxes.

< 2010-20: Implementing GST 2017 the

primary goal of reforming indirect taxes was

to reduce the complexity of the tax structure

and facilitate revenue collection.

«+ 2020 and onwards: Tax revenue fluctuated
due to economic consequences of the
pandemic, but recent years has been able to
show recovery.

+» Public Debt
¢+ 2000-2010: From this period, the levels of

public debt increased due to high fiscal
deficits.
+«+ 2010-2020: Almost a decade of measures to
rein in public debt by means of fiscal
consolidation to manage the growth of debt.

«+ 2020-Now: Substantial increase in public
debt as the debt-to-GDP ratio would exceed
58.3% by 2024 driven by the effects of the
pandemic.

+ Subnational Fiscal Health

+«+ 2000-2010: States fared better or worse than
other states on fiscal health

«+ 2010-2020: The situation of fiscal health
across states started improving due to better
fiscal management practices aided in this
process with assistance from the central
government.

s+ 2020-Present: Throughout the pandemic,
state finances have come under increasing
strain but measures have been rolled out to
help support state measures, including a 50
year interest free loan.

7. CHALLENGES TO FISCAL
CONSOLIDATION IN INDIA

The economy, in India, is burdened with deep-seated
structural issues that are a roadblock to a sustained
growth and development, The challenges range from a
heavy subsidy burden to a burden of rampant tax
evasion practice and from wastage in public spending
to wastage in local level economy. The large subsidy
pressure especially within the context of food, fuel,
and fertilizers, important for providing purchase
support for the vulnerable sections and economic
activities over time, puts a heavy burden on
government finances, and contributes to inefficient
resource allocation. An attempt to classify the
challenges faced in India broadly would be as follows

A. Structural Challenges

In this respect, the story of the Indian economy is still
being a victim of structural challenges in several ways
crippling the nation towards sustainable growth and
development. These include something like a heavy

subsidy burden, widespread tax evasion, and
distortions in public spending, all of which have major
implications for the economy. Despite being essential
for protecting vulnerable sections of society and
stimulating economic activities, the huge subsidy
burden visible in sectors like food, fuel and fertilizers
affects government budgets and leads to inefficient
allocation of resources. A key policy challenge still
requiring collective effort is better subsidy
management and reforming practices to deliver
subsidies to intended beneficiaries in a way that
alleviates fiscal stress. Additionally, the runaway
menace of tax evasion in India deepens revenue gaps
and distorts the tax system while saddling compliant
taxpayers disproportionately. To strengthen revenue
collection and ensure a fairer tax system, it is
important to not only address tax evasion through
better enforcement, but also a broad tax reform to
simplify tax laws and strengthen tax compliance.
Further, poor public spending in essential sectors like
health, education and infrastructure, leads to less-than-
optimal outcomes hindering social and economic
progress. Public expenditure is illustrated as a sector
that needs to be highly like-consuming, therefore
improving public financial management,
strengthening transparency and accountability to
spending decisions, and ensuring public spending
stays focused on the priority sectors will further
strengthen the effectiveness and efficiency of public
expenditure. Addressing these structural challenges
will require broad policy reform, targeted policy
measures, and continued improvements in governance
to ensure relative fiscal responsibility, grow the
economy, and develop a more sustainable, inclusive
economic setting for India to achieve long-term
prosperity and development.

B. Macroeconomic Challenges

Yet, at the macroeconomic level, India is confronted
with powerful hurdles that will hamper sustainable
growth and stability. It requires fiscal and monetary
policies — which simulate demand and generate
activity to combat the economic slowdown, the
deceleration of growth that result in fewer jobs and
less consumption. At the same time, inflationary
pressures undermine the real value of income and
savings and disrupt macroeconomic stability, making
it necessary to use a combination of monetary and
supply-side measures to tackle price pressures while
ensuring sustainability. In addition, a number of
external vulnerabilities related to weaknesses due to
external shocks such as commodity price increases
and exchange rate instability require actions to
improve foreign exchange reserves, increase export
competitiveness, trade diversification to minimize risk
and strengthen resilience to external shocks. Tackling
these macroeconomic headwinds effectively thus
requires all policy interventions, structural reforms,
and proactive risk management strategies. The Indian
government should strengthen its macro fundamentals
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through carefully calibrated economic policies and
creating a pro-business environment which could
protect the economy from the effects of economic
slowdowns, rising inflationary pressures and external
vulnerabilities. While these challenges are extensive,
by strategically managing them, India can fortify its
sustainable growth, economic stability, and long-term
prosperity foundations, building resiliency against
external shocks and creating favourable conditions for
future economic development.

C. Institutional Challenges

In India, factors like fiscal federalism issues,
governance issues, and a lack of transparency are very
crucial for governance frameworks and for the role of
these frameworks in economic development (both
process and the final outcome,) process and the final
outcome of economic development). Imbalances
between the revenue capacity and resource
expenditure responsibilities of central and state
governments lead to numerous challenges of fiscal
federalism such as sluggish and inequitable
development; therefore, it necessitates simpler
processes of statutory revenue sharing, as well as clear
delineation of responsibilities within the fiscal federal
structure. Governance issues — characterized by
bureaucracy, corruption and poor service delivery —
call for measures to improve transparency,
accountability mechanisms and citizen participation in
responsive and inclusive governance. In addition, the
lack of transparency in various institutional processes
and decision-making is one of the principal challenges
to accountability and trust in governance systems.
Lack of transparency over costing, budgetary
allocations and processes for regulation both [weaken]
confidence in institutions and make it difficult for the
public to hold those institutions to account.
Transparent Systems: Access to Information, open
data and integrity initiatives are key areas that
contribute to building public confidence in political
systems and pass the message that governance
practices are held accountable. Confronting these
institutional hurdles requires substantive reforms,
institutional strengthening, and investment in ensuring
accountability, efficiency, and transparency in
governance processes. Thus, through emphasis on
cooperative federalism, strengthening of governance
structures, and  bringing transparency and
accountability, India can iron out the institutional
lacunae and pave the way for sustainable
development, inclusive growth, and use of governance
norms.

8. POLICY RECOMMENDATION AND
CONCLUSIONS

A more comprehensive approach is necessary to
strengthen  fiscal health. Improving revenue
mobilization depends on strong tax reforms and tax
compliance, strengthening tax collection. Expenditure
rationalisation demands efficient spending in the

€

public sector, and systematic reforms of the subsidy
regime to ensure that resources are used productively.
Ensuring fiscal sustainability through responsible
financing and repayment strategies is thus too
important to neglect in the face of adverse
developments, hence the need for strengthening public
debt management. Building fiscal management on
governance and transparency andare the important
pillars of public trust and accountability. Repairing
macroeconomic disequilibria and outside
vulnerability is important for the soundness of the
economic system. There we need to address risks
caused by external shocks and in terms of
macroeconomic equilibria. Collectively, these actions
are part of an integrated approach to sustain public
finances, promote economic resilience, and foster
long-lasting sustainable development. These areas can
be the basis of a foundation to create economic
stability and development through coordination.

We are glad to share a research paper with you that
comes with the overarching issues and challenges of
fiscal consolidation in India contributing to the
understanding of the complexity involved in fiscal
discipline and sustainability in Indian situation. The
goal of this study is to contribute to the current debate
on fiscal reforms and economic governance in India
by identifying the structural, macroeconomic, and
institutional ~ challenges along with  policy
recommendations.
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