
AIJRA Vol. III Issue II www.ijcms2015.co  ISSN 2455-5967 

 

Impact of Fiscal Policies on Economic Growth in India       

Dr. Chandra Prakash Gupta  

 

 

 

 

 

 

 

 

 

59.1 

Impact of Fiscal Policies on Economic Growth in India  
 
 
 

*Dr. Chandra Prakash Gupta     

Abstract  

This paper studies the impact of fiscal policies on India’s economic growth, concentrating on the 
dynamic link between government spending, taxes, and macroeconomic stability. Fiscal policy has long 
been a cornerstone of India’s developmental structure, utilized to raise aggregate demand, control state 
debt, and impact long-term output. The study studies how expansionary and contractionary fiscal 
measures affect growth patterns through channels such as governmental spending, income 
redistribution, and private sector participation. Drawing upon secondary data and earlier research, the 
study demonstrates that while government spending on infrastructure, education, and health adds 
positively to growth, large deficits and unsustainable debt might hamper development. The results show 
the need of keeping a balance between fiscal stimulus and financial restraint. Effective coordination 
with monetary policy and frequent policy review are vital for supporting sustainable and inclusive 
economic growth in India. 

Keywords: Fiscal policy, Economic growth, Government expenditure, Taxation, Public debt, India, 
Macroeconomic stability. 

Introduction  

Fiscal policy serves as a cornerstone of macroeconomic management, changing a country’s growth 
direction through government spending, taxes, and loans. In growing economies like India, fiscal 
measures are not only tools of security but weapons for structural change and inclusive growth. By 
affecting group demand, investment, and income distribution, fiscal policy directly affects both short-
term economic activity and long-term growth (Barro, 1991). The balance between fiscal expansion 
for growth and fiscal decline for stability has consequently stayed key to India’s economic strategy.  
Since independence, India’s economic system has changed from a state-led, planning-oriented model 
to a market-driven one following liberalization in 1991. In the post-reform age, fiscal policy has tried 
to boost private investment, support infrastructure development, and remove poverty through social 
spending. Tax reforms—such as the adoption of the Value Added Tax (VAT) and later the Goods and 
Services Tax (GST)—were tried to improve the system and promote efficiency (Romer & Romer, 
2010). Yet, limits such as chronic fiscal deficits, rising public debt, and yearly income changes 
continue to curb the extent of fiscal measures (Perotti, 1999).  

Fiscal policy affects economic growth through three key ways. First, aggregate demand boosting 
happens when greater government spending boosts national output and jobs. For instance, capital 
spending on infrastructure offers multiple effects that boost investment and demand. Second, fiscal 
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policy leads resource allocation, putting funds into productive areas such as industry, technology, and 
farmland, so spurring structural change (Rostow, 1960). Third, fiscal credibility—achieved via 
prudent deficit and debt management—affects investor trust and describes the size of private capital 
inputs (Buiter, 1990).  

The distributive side of economic policy is equally important. By changing tax systems and social 
spending goals, fiscal policy may reduce income inequality and boost human capital creation. 
Welfare-oriented efforts such as handouts, job promises, and regional development plans add to a 
more equal and productive society (Tanzi & Zee, 1997). Thus, fiscal policy serves not just as an 
economic tool but also as a social stabilizer. 

However, good institutional frameworks, fiscal restraint, and coordination with monetary policy are 
required for fiscal policy to be successful. While extreme caution during downturns can slow 
recovery, overexpansion during booms can lead to inflation (Keynes, 1936). India passed the Fiscal 
Responsibility and Budget Management (FRBM) Act in 2003 to institutionalize fiscal discipline and 
transparency in order to solve these problems (Kumar & Woo, 2010). India's fiscal management has 
tried to strike a balance between flexibility and sustainability, despite short breaks during crises like 
the 2008 financial shock.  

All things considered, fiscal policy continues to be a vital tool for promoting fair and sustainable 
growth. How well public resources convert into improved output and welfare relies on its strategy 
planning and execution. This study uses a framework of long-term fiscal sustainability to measure 
how fiscal policy in India affects economic growth by looking at changes in taxes, spending, and 
deficit management. 

Objectives 

1. To examine the relationship between fiscal policy measures and economic growth in India. 

2. To analyze the effects of government expenditure and revenue patterns on macroeconomic 
stability. 

3. To assess the role of fiscal reforms in enhancing efficiency and promoting sustainable 
economic development. 

Research Methodology 

This study is based on secondary data sources, including government records, economic surveys, 
academic publications, and research articles published before 2018. The research draws on 
theoretical and empirical data from current literature to assess the relationship between fiscal policy 
instruments—such as taxation, public expenditure, and budgetary balance—and their effect on 
India’s economic progress and stability. 

Literature Review 

The link between fiscal policy and economic growth has been a long-debated topic among academics 
and policymakers. Fiscal policy, largely consisting of government spending and taxes, acts as a vital 
tool to manage financial stability and promote sustainable development (Barro, 1991). In the context 
of growing economies like India, fiscal policies serve a dual purpose — supporting economic growth 
while keeping social equality through transfer and public investment.  
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Early studies such as Musgrave (1959) stressed fiscal policy as a tool for allocation, stabilization, and 
distribution functions within an economy. Later, Keynesian theory stressed the role of government 
action through fiscal growth to handle unemployment and recessionary pressures. In the Indian 
context, fiscal policy has generally worked as a driver of growth by affecting aggregate demand and 
investment levels, especially in infrastructure and human capital development (Agarwal & Singh, 
2005).  
Research by Alesina and Ardagna (1998) showed that fiscal changes aimed at lowering governmental 
debt and budget deficits add to long-term security and investor trust. Conversely, Perotti (1999) 
stressed that prolonged government deficits might drive out private investment by rising interest 
rates and cutting loan availability. In India, fiscal restraint became a policy goal after the 1991 
economic reforms, leading to the creation of the Fiscal Responsibility and Budget Management 
(FRBM) Act in 2003, which meant to control deficits and promote openness in public finance 
(Rangarajan & Srivastava, 2005).  

Empirical study also shows the multiplier effect of public expenditure on economic growth. 
Productive government spending—particularly in areas like education, health, and infrastructure—
has been proved to provide long-term economic benefits (Fatás & Mihov, 2001). On the other hand, 
unproductive or consumption-oriented spending tends to yield only short-term earnings without 
improving productive capacity (Romer & Romer, 2010). The success of fiscal policy also depends on 
its partnership with monetary policy. Studies have revealed that coordinated fiscal and monetary 
activities help maintain macroeconomic stability and improve the growth effect of fiscal policies 
(Blanchard & Perotti, 2002). 

In India, fiscal support during economic slowdowns, such as the 2008 global financial crisis, played a 
critical role in maintaining growth momentum. However, this also led to bigger budgetary deficits, 
creating problems regarding sustainability (Joshi & Little, 2011). Research shows that fiscal 
consolidation and efficiency in public spending management are crucial to matching growth with 
security (Mohanty, 2016). Moreover, fiscal decentralization and tailored supports have been crucial 
in supporting inclusive growth and eliminating regional inequalities.  

Overall, the data shows that fiscal policy strongly impacts India’s economic growth trajectory 
through its effect on demand, investment, and productivity. Yet, the long-term benefits rely on 
keeping budgetary control, prioritizing productive expenditure, and ensuring successful execution 
linked with developmental goals. 

Conclusion 

Fiscal policy remains one of the most effective tools for changing India’s economic progress. By 
managing government spending and taxes, it directly affects aggregate demand, investment, and 
output. The review of research shows that expansionary fiscal policies, when directed toward 
productive sectors like infrastructure, education, and healthcare, support continued growth. 
However, uncontrolled budget deficits and rising public debt can erode these benefits by driving out 
private investment and promoting long-term instability.  

For India, effective fiscal management—characterized by balanced budgets, efficient public spending, 
and transparent fiscal frameworks—has proven important in keeping development progress. The 
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combination of fiscal policy with monetary measures and structural changes boosts its effectiveness. 
Ultimately, the success of fiscal policy consists in keeping balance between short-term stimulation 
and long-term sustainability, ensuring that economic progress turns into inclusive and fair 
development 

*Lecturer in E.A.F. M  
S.P.S.B. Govt. College 

Shahpura, Bhilwara (Raj.) 
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