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Abstract 

Fiscal deficit measures the incremental amounts that governments are required to 

borrow in order to finance their budget shortfalls. The concept has gained significance in 

recent times with the IMF imposing strict restrictions and monitoring of the levels of fiscal 

deficit that economies can run if they have taken support or are going to request support from 

the IMF. India too started to monitor Fiscal Deficit after it had to solicit support from the 

IMF to resolve the balance of payment crisis of 1991. This study traces the major changes in 

the India’s fiscal policy since 1980-81 through the country’s balance of payments crisis of 

1991, the post economic liberalization and high growth period, the introduction of FRBM 

Act in 2003, adjustment to the global financial crisis of 2008 and the recent post-crisis 

changes to return to a path of fiscal consolidation. The study found that from 1980-81 to 

2002-03 the periods of crisis led to the burgeoning of the deficit to unsustainable levels and 

prompted the government to introduce and adopt economic reforms to ensure that the deficit 

stood at more reasonable levels. However since 2003-04 the government has been more 

proactive and has undertaken fiscal policy reforms to ensure a steady reduction in fiscal 

deficit as a percentage of GDP leading to a more resilient economy. 

Key Words: Fiscal Deficit, Revenue Deficit, Capital Expenditure 

I. Introduction 

To designate the deficit budget of the Government the usage of the term fiscal deficit 

has become very common. The term has been widely used to denote the financial strength of 

the economy and is actively monitored by economists and analysts. The government also 

considers this as one of the most important statistic and not only publishes this along with 

other budgetary numbers but also computes the expected fiscal deficit when it presents its 

annual budget and moreover provides guidance on what the expected level of fiscal deficit 

would be for the coming years. 
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To put simply, Fiscal deficit is an “economic phenomenon, where the Government's 

total expenditure surpasses the revenue generated. It is the difference between the 

government's total receipts (excluding borrowing) and total expenditure. Fiscal deficit 

presents a more comprehensive view of budgetary imbalances”  

1. Introduction of Fiscal Deficit Concept in India  

Until 1991-92, deciphering the fiscal deficit itself required some effort, if not 

research.  The Budget document of the Central Government also did not even report the 

fiscal deficit figure. What was reported was the 'budgeted' or uncovered deficit, which was 

the "excess of total expenditure (both revenue and capital) over total receipts (both 

revenue and capital). This gap is financed by the issue of 91-day Treasury Bills (including 

ad hoc Treasury Bills held by the RBI), and draw down of  cash  balances", as stated in 

Explanatory Note to Budget at a Glance, 1996-97, p.16, as cited in [2]. 

The Sukhamoy Chakravarty Committee (1982-1985) presented a report on the 

“Review of the Working of the Monetary System in India” and recommended that “the 

fiscal deficit rather than the uncovered deficit more accurately represented the 

Government's draft on credit available in the economy.” Six years later, fiscal deficit 

made its first appearance in the Economic Survey 1990-91, under the shadow of the 

impending IMF structural adjustment programme in 1991, by the then Finance Minister, Dr. 

Manmohan Singh and later its way into Central Government Budget documents ultimately 

in 1991-92. The Explanatory Note to the Budget at a Glance in 1991-92 stated: "From this 

year the document shows, apart from revenue deficit   and overall budgetary deficit, the 

fiscal deficit also. Fiscal deficit is the difference between the revenue receipts (plus 

certain non-debt capital receipts) on the one hand and the total expenditure including 

loans, net of repayments.” [2]. 

2. Meaning & Definition of Fiscal Deficit 

In layman terms, if the Government spends more than it earns we have a situation 

which is called fiscal deficit. Fiscal deficit measures the indebtedness of the government and 

throws light on the extent to which the government exceeds its means. Thus it is the sum of 

budgetary deficit together with government’s market borrowings and liabilities undertaken. 

To explain from a different perspective the government expenditure is financed 

partly from the receipts and for the balance the government may be required to borrow or 
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incur dis-savings. This portion of government expenditure which is financed by borrowings 

and drawing down of cash balances is referred to as the fiscal deficit. 

The size of a country’s fiscal deficit would depend upon the objectives that economy 

sets to achieve by undertaking the deficit. Thus for a meaningful comparison country’s fiscal 

deficit is usually communicated as a percentage of its gross domestic product (GDP). 

According to Das Gupta and De, 2011, as cited in[3], “The gross fiscal deficit 

(GFD) of government is the excess of its total expenditure, current and capital, including 

loans net of recovery, over revenue receipts (including external grants) and non-debt capital 

receipts.” The net fiscal deficit is the gross fiscal deficit reduced by net lending by 

government. 

3. Formula and Measurement of Fiscal Deficit 

While we have seen the definition of Fiscal Deficit, let us now see its component 

wise break down. The same can be better understood in terms of a mathematical equation, 

which is as follows; 

Fiscal Deficit = Total Expenditure – Total Receipts other than Borrowings 

By expanding the term Total Expenditure as Revenue Expenditure and Capital 

Expenditure and Total Receipts as Revenue and Capital Receipts, we can rewrite the above 

formula as: 

Fiscal Deficit = (Revenue Expenditure + Capital Expenditure) – (Revenue Receipts + 

Capital Receipts other than borrowings) 

Now by rearranging the terms: 

Fiscal Deficit = (Revenue Expenditure - Revenue Receipts) + Capital 

Expenditure - (Recoveries of loans + other Receipts) 

 

 

4. Objectives  
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 To study and analyse the trends of central government’s deficit in India in light of 

major economic events between 1980-81 and 2015-16 covering the new economic policy of 

1991, the FRBM Act of 2003 and financial crisis of 2008. 

5. Methodology 

 To study and analyse the trends of central government’s deficit in India: fiscal 

deficit, primary deficit and revenue deficit as percentage of GDP has been analyzed by 

using time series data from 1980-81 to 2015-16. For covering the trends across major 

economic events the study is divided in to three parts i.e. pre-liberalisation (1980-81 to 

1990-91), post liberalisation till FRBM Act (1990-91 to 2002-03) and post FRBM Act till 

date (2003-04 to 2015-16).Further, to study the deficits the study also analyses the 

percentage share of components of revenue receipt and revenue expenditure within the total 

revenue receipts and total revenue expenditure. 

II. Trends of Fiscal Deficit in India 

To understand the trends in a better way we have divided the trends into three parts: Era of 

Pre Liberalisation (1980-81 to 1990-91), Post Liberalisation and till FRBM Act (1990-91 to 

2002-03) and Post FRBM Act, 2003 till 2015-16. 

Era of Pre-Liberalisation, 1980-81 to 1990-91 

 While India is considered a mixed economy, until 1990-91 the balance of the 

economic structure was titled more towards socialism. The vision of the policy makers had 

that post-independence the country needed significant expenditure into key long term 

industries and projects which the private sector may not undertake as these initiatives had 

long gestation period. Also in order to be in control of economy the government policies 

restricted the private sector in engaging into certain strategic sectors such as banking, civil 

aviation, mining etc. 

 As a result of a protectionist approach most of the capital expenditure was being 

funded by the government sector and it‟s funding for these put a lot of burden on the 

government to continue incurring capital expenditure and thereby running high level of 

fiscal deficit. 
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 Table-1 & Figure-1 shows that from the period 1980-81 to 1990-91, the fiscal deficit 

of the Central Government rose sharply from 5.55% of GDP in 1980-81 to 8.13% in 1986-

87 and stood at 7.61% of GDP in 1990-91. This period witnessed rapid deterioration of the 

fiscal balances largely attributable to unchecked growth of non-planned revenue 

expenditure particularly on interest payments and subsidies rose sharply during 1980s. 

 With respect to the revenue deficit, as the higher interest payments led revenue deficit 

as percentage of GDP to increase from 1.36% in 1980-81 to 2.48% in 1987-88 to and to 

3.17% in 1990-91. 

Table-1 

Deficits of the Central Government as Percentage of GDP (1980-81 to 1990-91) 

Years Gross Fiscal Deficit Revenue Deficit Gross Primary Deficit 

1980-81 5.55 1.36 3.81 

1981-82 4.93 0.22 3.11 

1982-83 5.4 0.67 3.4 

1983-84 5.69 1.11 3.6 

1984-85 6.79 1.65 4.46 

1985-86 7.55 2.03 4.96 

1986-87 8.13 2.4 5.28 

1987-88 7.34 2.48 4.29 

1988-89 7.08 2.41 3.81 

1989-90 7.1 2.37 3.56 

1990-91 7.61 3.17 3.95 

Source: Select Fiscal Indicators of the Central Government, (As percentage of 

GDP), Handbook of Statistics on Indian Economy 2014-15, Reserve Bank of India 

[4]. 

Notes: 1. Data for 2014-15 are revised estimates and 2015-16 are budget estimates. 

2. Negative (-) sign indicates surplus. 

 

Source: Author’s Compilation based on Table 1 
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 During the period 1980-81 to 1990-91, the contribution of interest payments and 

subsidies as percentage of the revenue expenditure rose from 18% and 14% in 1980-81 to 

29% and 17% in 1990-91 respectively. For the same period, the contribution of defense and 

other revenue expenditure has declined from 23% and 45% in 1980-81 to 15% and 39% in 

1990-91 respectively (Figure 2(a) & 2(b)). 

 

 

Figure 2(a) Source: Author’s Calculation by using database from Table A-1 [5]. 

 

Figure 2(a) 

Source: Author’s Calculation by using database from Table A-1 [5]. 

 Fiscal deficit is also related to the revenue deficit through capital expenditure and 

capital receipts. With government holding and taking the onus of building the capital 

intensive projects, the gap between the fiscal and revenue deficit stood at 4.19 percentage 

points in 1980-81 and rose to 4.44 percentage points in 1990-91(Figure 1). 
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 Since the major rise in the deficits during the decade beginning 1981 was on account 

of debt servicing, the primary deficit did not go up significantly. As a percentage of the 

GDP primary deficit changed from 3.81% in 1980-81 to 3.95% by 1990-91. In that period it 

spiked up to 5.28% in 1986-87 (Figure 1). 

2.2. Post Liberalisation, 1990-91 till FRBM Act, 2002-03 

 By 1990-91 the Indian economy was quite weak, it was burdened with heavy debt 

rising interest costs and deficits. India traditionally had a current account deficit with 

significant portion of the imports being that of oil and petroleum products. The weak 

economic situation further worsened with the Gulf-war which led to rise in oil prices 

coupled with drying up of credit lines and investors pulling out money. The country‟s 

foreign exchange reserves had depleted significantly and the level of reserves was only 

sufficient to finance imports of another three weeks[6]. India had to arrange for emergency 

funds from the IMF to avoid default on external obligations. In response to the crisis the 

government headed by Prime Minister Narasimha Rao commenced on the path of economic 

liberalisation whereby the economy was opened up to foreign investment and trade, the 

private sector was encouraged and the system of quotas and licenses were dismantled. 

Fiscal policy was re- oriented to cohere with these changes. In order to augment the receipts 

the government undertook to reform both the direct and indirect taxes and for the first time 

the country embarked on the policy of disinvestment. 

 The measures proposed above to meet the crisis are often referred to as the New 

Economic Policy of 1991. These measures could broadly be classified under three heads 

viz. liberalisation, privatisation and globalisation. Under liberalisation many industries were 

freed from the licensing requirement, the investment limit in small scale industries was 

enhanced, free determination of interest rates by commercial banks and abolition of 

restrictive trade practices. With privatisation, the government invited the private sector to 

own and manage part of Public Sector Enterprises. And among the measures for 

globalisation included reducing tariffs, partial convertibility of the currency and increasing 

limits of foreign investment in India. 

 In addition to the above, the government also brought in reform in the tax structure 

and reduce the non- capital expenditure like subsidies. The reforms were calibrated to bring 

about revenue neutrality in the short term and to enhance revenue productivity of the tax 

system in the medium and long term. The overall thrust was to decrease the share of trade 
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taxes in total tax revenue, increase the share of domestic consumption taxes by transforming 

the domestic excises into a VAT, and increase the relative contribution of direct taxes. The 

share  of direct taxes as part of total revenue receipts rose from 15% in 1991-92 to 20% in 

1996-97 and to 26% in 2000-01, correspondingly the share of indirect taxes fell from 61% 

in 1991-92 to 54% in 1996-97 and to 45% in 2000-01, the same is brought out in the 

following figures (Figure 3(a), 3(b) and 3(c)). 

 

Figure 3(a) 

Source: Author’s Calculation by using database from Table A-2[7]. 

 

Figure 3(b) 

Source: Author’s Calculation by using database from Table A-2[7]. 
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Figure 3(c) 

Source: Author’s Calculation by using database from Table A-2[7]. 

 Correspondingly significant efforts were also made to reduce subsidies and cut down 

the non-capital expenditure. However, given the large debt burden meant that the interest 

component would not reduce significantly or at a rapid pace as desired. The proportion of 

interest to total revenue expenditure rose form 32% in 1991-92 to 37% in 1996-97 and stood 

at 36% in 2000-01, over the same period share of subsidies fell from 15% in 1991-92 to 

10% in 1996-97 and was maintained at 10% in 2000-01 (Figure 4(a), Figure 4(b) and 4(c)). 

 

Figure 4(a) 

Source: Author’s Calculation by using database from Table A-1[5]. 
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Figure 4(b) 

Source: Author’s Calculation by using database from Table A-1[5]. 

 

Figure 4(c) 

 Source: Author’s Calculation by using database from Table A-1[5]. 

The economic policy had fairly significant positive impacts on the revenue and 

primary deficits as well. The new economic policy brought with itself a fresh approach, the 

government not only liberalised the licensing it also began with the disinvestment of the 

public enterprises and its holding. This had a twin effects; firstly, it lead to lowering the 

capital expenditure and secondly, it increased the capital receipts. Thus post 1991 there was 

steady decline in the primary deficit as percentage of GDP, it fell 3.95% in 1990-91 to 0.51% 

in 1996-97. However the interest burden continued to mount and thus the difference between 

the fiscal and primary deficits rose from 3.66 percentage points in 1990-91 to 4.19 percentage 

points in 1996-97 (Table 2 & Figure 5). 
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Table-2 

Deficits of the Central Government as Percentage of GDP (1990-91 to 2002-03) 

Years  Gross Fiscal Deficit  Revenue Deficit  Gross Primary Deficit  

1990-91 7.61 3.17 3.95 

1991-92 5.39 2.41 1.44 

1992-93 5.19 2.4 1.17 

1993-94 6.76 3.67 2.64 

1994-95 5.52 2.97 1.3 

1995-96 4.91 2.42 0.83 

1996-97 4.7 2.3 0.51 

1997-98 5.66 2.95 1.48 

1998-99 6.29 3.71 1.97 

1999-00 5.18 3.34 0.72 

2000-01 5.46 3.91 0.9 

2001-02 5.98 4.25 1.42 

2002-03 5.72 4.25 1.08 

Source: Select Fiscal Indicators of the Central Government, (As percentage of GDP), 

Handbook of Statistics on Indian Economy 2014-15, Reserve Bank of India [4]. 

Notes: 1. Data for 2014-15 are revised estimates and 2015-16 are budget estimates.  

2. Negative (-) sign indicates surplus. 

 

 

Source: Author’s Compilation based on Table-2 

The revenue deficit also experienced a positive impact courtesy the revised tax 

structure and controlled subsidy expenditure. As percentage of GDP the revenue deficit fell 

from 3.17% in 1990-91 to 2.3% in 1996-97. Falling capital requirements and rising capital 

flows caused the gap between fiscal and revenue deficits to narrow down, it reduced from 

4.44 percentage points in 1990-91 to 2.4 percentage points in 1996-97. As seen, from the 

high 7% in the latter end of 1980s the fiscal deficit measure reduced to 5.4% in 1991-92 and 

the downward trend continued up to 1996-97 when the fiscal deficit stood at 4.7% of GDP. 

Since 1997-98, fiscal deficit had again started increasing. It stood at 5.5% in 2000-01 (Table 

2 & Figure 5). The period from 1996-97 to 2002-03 was characterized by large rise in public 

debt involving large interest payments year on year which led to the diversion of resources 
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from investment to debt servicing. Reviewing the Indian growth scenario World Bank Study, 

2004 concludes “Interest payments consumed less than 20% of total revenues in the pre-crisis 

period, compared with over 30% during the Ninth Plan period (1997-2002). Revenue deficits 

doubled from less than 3% in the second half of the 1980s to 6% during the Ninth Plan period 

and beyond representing deterioration in the fiscal stance with spending on social and 

physical infrastructure crowded out by rising interest and other current payments.”  

Fall out of the Asian crisis of 1996-97 which gridlocked cheaper money from external 

sources, the high and rising fiscal deficits during the period from 1996-97 to 2002-03 which 

resulted in larger government borrowings from the market. The government incessantly 

tapped the markets for borrowings and this left very little funds available for the private 

sector investment. This is often referred to as the „crowing-out‟ effect and was one of the 

major reasons for slowdown in economic growth. Now the economy was literally strapped 

for fresh investment, on one hand the government vide its economic policy had taken the 

stance of reducing the role of public sector and encourage private sector and on the other 

hand the private sector was not able to access the resource pool as the government was 

utilising most of resources for funding the revenue deficits. Moreover, given the high deficits 

the government could not afford to undertake investments on its own. The focus at that time 

was to reduce the fiscal deficit and not increase it. As the interest burden rose the primary 

deficit as percentage of GDP fell from 1.48% in 1997-98 to 1.08% in 2002-03. The revenue 

deficit over the same period rose from 2.95% in 1997-98 to 4.25% in 2002-03 (Table 2 & 

Figure 5). To summarize the fiscal deficit situation from 1980 to 2002; Indian economy faced 

with the problem of large fiscal deficit and its monetization spilled over to external sector in 

the late 1980s and early 1990s. The large borrowings of the government led to such a 

precarious situation that government was unable to pay even for three weeks of imports 

resulting in economic crisis of 1991. Consequently, Economic reforms were introduced in 

1991 and fiscal consolidation emerged as one of the key areas of reforms. After a good 

starting the early nineties, the fiscal consolidation faltered after 1997-98. The fiscal deficit 

started rising after 1997-98. The Government introduced Fiscal Responsibility and Budget 

Management (FRBM) Act, 2003 to check the deteriorating fiscal situations.  

2.3 Post Fiscal Responsibility and Budget Management (FRBM) Act, 2003 till 2015-16  

Fiscal Responsibility and Budget Management (FRBM) bill introduced in Parliament 

in December 2000 in order to restore fiscal discipline. The bill was referred to the 
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Parliamentary Standing Committee on Finance, which suggested some changes in the original 

draft. On the recommendation of the Standing Committee, necessary amendments were made 

in the FRBM Bill April 2003 and after being passed by both the Houses of Parliament, it 

received the assent of the President on August 26, 2003. The Fiscal Responsibility and 

Budget Management (FRBM) Act, 2003, was brought into force on July 5, 2004. FRBM Act 

gave a medium term target for balancing current revenues and expenditures and set overall 

limits to the fiscal deficit at 3% of GDP to be achieved according to a phased deficit 

reduction roadmap. The FRBM Act enhanced budgetary transparency by requiring the 

government to place before the Parliament on an annual basis reports related to its economic 

assessments, taxation and expenditure strategy and three-year rolling targets for the revenue 

and fiscal balance. It also required quarterly progress reviews to be placed in Parliament. The 

Act aimed at reducing the gross fiscal deficit by 0.5% of GDP in each financial year 

beginning on April 1, 2000. As a result of the efforts taken, fiscal deficit as a proportion of 

GDP started declining. 

Table-3 

Deficits of the Central Government as Percentage of GDP (2002-03 to 2015-16) 

Years Gross Fiscal Deficit Revenue Deficit Gross Primary Deficit 

2002-03 5.72 4.25 1.08 

2003-04 4.34 3.46 -0.03 

2004-05 3.88 2.42 -0.04 

2005-06 3.96 2.5 0.37 

2006-07 3.32 1.87 -0.18 

2007-08 2.54 1.05 -0.88 

2008-09 5.99 4.5 2.57 

2009-10 6.46 5.23 3.17 

2010-11 4.79 3.24 1.79 

2011-12 5.84 4.46 2.75 

2012-13 4.91 3.65 1.77 

2013-14 4.43 3.15 1.13 

2014-15 4.09 2.89 0.81 

2015-16 3.94 2.8 0.71 

Source: Select Fiscal Indicators of the Central Government, (As percentage of GDP), 

Handbook of Statistics on Indian Economy 2014-15, Reserve Bank of India [4].  

Notes: 1. Data for 2014-15 are revised estimates and 2015-16 are budget estimates.  

2. Negative (-) sign indicates surplus. 
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 Source: Author’s Compilation based on Table-3  

 As Table-3 & Figure 6 depicted that during 2003-04, fiscal deficit was 4.34%, which 

declined to 3.32% and 2.54% in 2006-07 and 2007-08 respectively. Consequently the 

revenue deficit also declined 3.46% in 2003-04 to 1.05% in 2007-08. The primary deficit 

remained negative over the same period. The sub-prime crisis that emanated from the United 

States (US) led to liquidity and solvency problems all around the world. While India, like 

other developing countries, did not have direct exposure to the crisis, the effects have been 

felt through credit, exports, and exchange rate channels. India’s engagement with the global 

economy has deepened since the 1990s, making it vulnerable to global financial and 

economic crisis. 

 

Source: Author’s Calculation by using database from Table A-1[5]. 
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Source: Author’s Calculation by using database from Table A-1 [5]. 

 

Source: Author’s Calculation by using database from Table A-1[5].  

 The fiscal consolidation objectives of bringing down the share of interest expense in 

the revenue expenditure did achieve the desired results, with interest outlay as share of 

revenue expenditure reducing from 34% in 2003-04 to 29% in 2007-08 and further to 22% in 

2010-11. The substantial decrease in 2010-11 is also attributable to the rise in other revenue 

expenditure during the subprime crisis (Figure 7(a), Figure 7 (b)& Figure 7 (c)). Between 

2007 and 2009 the Central government had already scheduled to launch a few expansionary 

schemes which would lead to increase in demand viz. rural farm loan waiver scheme, the 

expansion of social security schemes under the National Rural Employment Guarantee Act 

(NREGA) and the implementation of revised salaries and compensations for the central 

public servants as per the recommendations of the Sixth Pay Commission and somewhat the 

General elections in 2008 also had a positive impact on boosting demand. In addition to the 

above as the crisis unfolded, “the government activated a series of stimulus packages central 

excise duty cut of 4 percent, ramping up additional plan expenditure of about Rs. 200 billion, 

further state government borrowings for planned expenditure amounting to around Rs. 300 

billion, interest subsidies for export finance to support certain export oriented industries, a 
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further 2% reduction of central excise duties and service tax for export industries (that is a 

total 6% central excise reduction)”[3]. 

 

Figure 8(a) 

Source: Author’s Calculation by using database from Table A-2 [7]. 

 

Source: Author’s Calculation by using database from Table A-2 [7]. 

 

Source: Author’s Calculation by using database from Table A-2 [7].  

Notes: Total may not add up to 100 due to rounding of differences.  

The series of tax reforms undertaken by the government towards increasing the share 

of direct taxes have yielded results, the share of direct taxes in the total revenue expenditure 

has increased from 29% in 2003-04 to 43% in 2007-08 (Figure 8(a) and 8(b)), this share 
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dropped to 40% in 2010-11 (Figure 8(c)) owing to the unanticipated non-tax revenue from 

spectrum auction. The macroeconomic environment has been under stress since 2008-09 

when the global economic and financial crisis unfolded, necessitating rapid calibration of 

policies. Fiscal expansion that followed in 2008-09 and 2009-10 did yield macroeconomic 

dividends in the form of a sharp recovery in 2009-10. In course of 2010-11 the non-tax 

revenues from auction of telecom spectrum (3G and broadband) resulted in higher than 

anticipated receipts. The continuance of the expansion well into 2010-11 had macroeconomic 

implications of higher inflation, which necessitated a tightening of monetary policy and 

gradually led to a slowdown in investments and GDP growth that resulted in a feedback loop 

to public finances through lower revenues. The fiscal deficit of 4.91 percent in 2012-13 was 

achieved by counter balancing the decline in tax revenue, mainly on account of economic 

slowdown, with higher expenditure rationalization and compression. Outlining the roadmap 

for fiscal consolidation, Finance Minister, ArunJaitley said, “For the year 2015-16, the 

government would meet the fiscal deficit of 3.9 percent of gross domestic product, and 

reduce it further to 3.5 percent in the next year (2016-17)” (Budget, Indian Express, 2016) 

[8].  

III. Conclusion  

 In India the concept of fiscal deficit was first introduced in 1991 and was defined as 

the sum of revenue deficit, capital expenditure less recovery of loans and other receipts. 

Since then fiscal deficit has been a closely tracked parameter to measure the health of the 

Indian economy. This study traced the major changes in the India’s fiscal policy since 1980-

81 through the country’s balance of payments crisis of 1991, the post economic 

liberalisation and high growth period, the introduction of FRBM Act in 2003, adjustment to 

the global financial crisis of 2008 and the recent post-crisis changes to return to a path of 

fiscal consolidation. The period to 1991 saw large fiscal deficit and its monetization spill 

over to the external sector, pushed by the Gulf-war the balance of payments situation turned 

precarious and led to the introduction of new economic policy. Post 1991 period had private 

sector share the burden of long term development and contribute to capital receipts in the 

form of disinvestment. This coupled with tax reforms had the fiscal deficit in control until 

1996-97. Later, the Asian crisis of 1996-97 led it to move higher and fiscal deficit reached 

unjustified levels by 2003. As a pragmatic solution to the problem FRBM Act of 2003 was 

introduced which set out a phased reduction roadmap, this put the Indian economy on the 

right track however was faced with a hiccup in the form of 2008 global credit crisis. India 
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weathered the storm of the credit crisis well and then resumed the task of lowering the fiscal 

deficit through tax reforms and fiscal consolidation. These efforts bore fruits and have 

ensured fiscal deficit reach more comfortable levels. 

 Overall, during 1980-81 to 2002-03 it was seen that the periods of crisis led to the 

burgeoning of the deficit to unsustainable levels and prompted the government to introduce 

and adopt economic reforms to ensure that the deficit stood at more reasonable levels. 

However since 2003-04 the government has been more proactive and has undertaken fiscal 

policy reforms to ensure a steady reduction in fiscal deficit as a percentage of GDP leading 

to a more resilient economy. 
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