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Abstract— Public debt is always a significant consideration 

and has direct implications while taking fiscal policy decisions. 

It is a prevalent part of the Indian economy and has an innate 

influence on the national income as it has a magnitude of around 

50 percent of the total Indian GDP. High fiscal deficits due to 

unadvised government spending, public tax evasion and slowing 

economic growth among other causes often lead to high public 

debts having the potential to hinder the growth of an economy. 

This threat compels governments to ensure financial 

sustainability through fiscal correction and consolidation and 

design and adhere to institutional mechanisms maintaining 

prudent fiscal policy. In the Indian context, it is becoming 

increasingly important to define an optimal level of sustainable 

public debt and formulate policy decisions to not breach it since 

the persistence of debt raises the risk of government insolvency 

during economic slowdowns. This study finds that the aggregate 

public debt must be curbed at 40 percent for a developing 

country like India using workable Debt Management Strategies. 

The trajectory followed by the increase in Indian public debt 

appears to be in sustainable limits as shown by several 

indicators. 

Index Terms— Public debt, fiscal deficit, fiscal sustainability, 

crude oil, Debt Management.  

 

I. INTRODUCTION 

Public Debt is an essential component of the finances of a 

government and is often an important consideration and used 

as a tool while deciding an appropriate fiscal policy as it 

directly affects the expenses borne by the government in the 

upcoming years. The need for a government to borrow or 

raise funds arises when its aggregate revenue receipts are 

insufficient to pay off the incurred expenditure. The 

obligations that a government bears, particularly those 

obligations in which the government promises to pay a 

certain amount to the holders of a security on some future 

date are collectively called public debt or public borrowings. 

Public debt also refers to a government‟s total liabilities such 

as the amount of non-refundable loans and unpaid interest 

upon them and any other liabilities taken by the government 

to cover its annual budgetary deficits.  

Public debt can be classified into two types- internal and 

external debt. External public debt refers to the portion of 

government debt borrowed from foreign lenders including 

commercial banks, governments, and other international 

financial institutions. Conversely, internal public debt refers 

to the part of public debt owed to lenders within the country. 

The level of public debt and the degree of change in it over a 
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time period has an intricate connection to financial policy 

decisions. In India, public debt currently stands at more than 

50 percent of the GDP. While there are certain countries in 

the world where the debt-to-GDP ratio even crosses 200 

percent (for instance Japan having a 240 percent debt-to-GDP 

ratio in 2017), it is not the absolute magnitude of the debt that 

it significant but how sustainable it is.  

Sustainability of public debt is a critical measure of the 

general economic health and well-being of a nation. It 

indicates whether the unpaid government debt and its 

expected trajectory are in line with the earnings and spending 

(revenue and expenditure) of a government. This in turn is 

interpreted by many as determining whether a government is 

solvent or not. The study finds that for fiscal sustainability to 

be achieved for the Indian government, the Debt/GDP ratio 

must be stabilized at around 40 percent using Debt 

Management Strategies. The study also finds, as presented in 

the forthcoming analysis, that India is treating its public debt 

appropriately and might achieve the 40 percent benchmark if 

it continues to make similar progress. 

II. LITERATUREREVIEW 

A. Overview 

[3] was among the first works to outline a model regarding 

the sustainability of debt by stating that a debt was only 

sustainable if the growth rate of the borrowing person‟s or 

entity‟s income was greater than the rate at which interest was 

being paid on the loan. [4] suggests that a policy could be 

termed sustainable if it kept the ratio of the net worth of the 

public sector to its output constant. Conversely, [5] proposed 

two conditions required to be true for the achievement of 

sustainability- a) the ratio of public debt and GNP must return 

to the original level after some time passes, and b) the 

discounted value at the current time of primary deficits to 

GNP must equal the negative of the Debt/GDP 

ratio.Conversely, [7] argues that „sustainability‟ has been 

used repeatedly in literature but holds different meanings and 

implications as per the situation. 

As listed in [8], governments often borrow and incur public 

debt to finance capital expenditures, increase economic 

growth, pay off BOP deficits and stabilize an economy.[9] 

introduced a more reasonable method of evaluating public 

debt as relative to the GDP of a country instead of utilizing 

absolute values.[11] highlights countries borrow to even out 

their borrowing over the medium and long term and keep 

their interest costs low. [7] assessed the sustainability of 

India‟s Union government‟s finances and concluded that the 
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optimal level of Debt-to-GDP ratio is 50 percent for the 

central government and must be reduced from 1996-97 level 

of 54 percent. According to analysis conducted by [12], the 

Indian government‟s public debt is at a manageable and 

sustainable level and is likely to remain stable over the 

medium to long term.  

B. Importance  

Public Debt is an essential component of the finances of a 

government and is often an important consideration and used 

as a tool while deciding an appropriate fiscal policy as it 

directly affects the expenses borne by the government in the 

upcoming years. This results as the procedure of raising debt 

and paying it off has a direct implication on the financial 

system, aggregate demand, money supply and sectoral 

spending in an economy. Being a developing country, India 

has to exhaust all potential sources for gathering necessary 

financial resources to implement sufficient development 

programs for the people and economy. Public debt is one of 

the biggest sources of mobilizing surplus savings and 

financial resources in an economy to address the fiscal deficit 

faced by the governments of several countries, especially 

ones that are still developing. For this reason and because the 

public debt portfolio of a county is the biggest in the country, 

it is accepted that there is a need for proficient management of 

public debt in a country. Recently, apprehensions about the 

financial sustainability of India have aggravated as a result of 

the high level of public debt, high fiscal and revenue deficits, 

slowing economic growth and unfavorable balance of trade 

among others.  

Despite the attempts made by the Indian government to 

attract foreign investment and liquidate some of its holdings, 

it has not been able to achieve a low enough fiscal deficit yet. 

Moreover, high fiscal deficits often lead to high public debt 

severely impairing the growth of a country. This has 

compelled governments around the world to recognize the 

significance of fiscal sustainability as a crucial prerequisite 

for attaining financial and monetary stability. The optimal 

targets of financial debt are reached through fiscal correction 

and designing mechanisms and protocols to ensure judicious 

fiscal policy. 

Since the persistence of government debt significantly 

increases the risk of government default, identifying and 

setting an optimal level of government debt in India is an 

urgent issue that must be addressed soon. Evaluating the 

estimated long-term relation between government debt and 

fiscal deficit is important while assessing if the fiscal policies 

enacted by the Central government are sustainable. The 

current study seeks to evaluate the growth in Indian 

government debt and its sustainability in context of the recent 

fiscal deterioration and give suggestions for judicious 

financial management policies.  

C. Objectives 

This research has three main objectives which have been 

fulfilled through this study- firstly, to analyze the public debt 

profile of the Union Government of India; secondly, to 

investigate, identify and analyze trends in various deficit 

indicators; lastly, to analyze the sustainability of Indian 

government debt.  

III.  METHODOLOGY 

A. Overview  

This study largely follows the methodology used in general 

literature on public debt sustainability and employs standard 

tools and technique. The study identifies and analyzes trends 

in government debt and deficit indicators to study the 

financial sustainability of the Indian central government for a 

twenty-seven year time period from 1990 to 2017. The data 

used for the purpose of this study have been predominantly 

obtained from the yearly reports of Public Finance Statistics 

of Government of India, Finance Accounts of the Central 

government. Data from RBI- State Finances and Budget 

Documents of Government of India- were also utilized. 

Percentages, arithmetic means, ratios, charts and 

compounded annual growth rates are used to analyze trends 

of public expenditures and graphs were extrapolated for 

future projections.  

B. Public Debt Profile of the Central Government  

Government liabilities are generally classified as “debt 

contracted against the Consolidated Fund of India and 

liabilities in the Public Account called Other Liabilities.” 

Public debt is further classified into internal and external 

debt.External public debt refers to the portion of government 

debt borrowed from foreign lenders including commercial 

banks, governments, and other international financial 

institutions. Conversely, internal public debt refers to the part 

of public debt owed to lenders within the country. 

Internal debt is constituted of marketable debt and 

non-marketable debt. Dated securities and Treasury bills 

issued through auctions make up marketable debt. 

Conversely, non-marketable internal debt consists of 

intermediate Treasury bills issued to State governments and 

certain Central Banks, special securities issued to National 

Small Savings Fund (NSSF) and international financial 

organizations, etc. Other Liabilities include those on account 

of Provident Funds, Reserve Funds and Deposits and Other 

Accounts.  

The amount of total liabilities reported by the Indian 

government is usually adjusted to better showcase its 

outstanding debt obligations. Table 1.1 given below better 

exhibits the total public debt and its components for the time 

period starting from 1990 to 2017. As visible in the table, 

internal liabilities constitute the principal component of 

Indian public debt. It forms an estimated 95 percent of the 

total debt and is further growing at an aggressive pace of 13 

percent compounded annually, increasing from Rs 283033 

crores in 1991 to Rs 7390754 in 2017, an aggregate increase 

of twenty six times over the same period.  

Conversely, external debt records a comparatively mild 

growth over the same period. Majority of the external debt is 

from agencies like the IDA, IBRD, ADB, etc with the 

remaining portion being borrowed from bilateral agencies. 

Furthermore, no amount whatsoever has been borrowed from 

international capital markets. The full sum of the external 

debt held is long-term and most of it is borrowed at fixed 

interest rates and denominated in Indian rupees (INR) 

eliminating the risk of interest rate and exchange 

ratefluctuations. However, with a tiny share of the total public 
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debt being external it is not as huge a concern. 

The ongoing increasing trend in public debt for India is a 

result of the requirement of building appropriate 

infrastructural facilities over time. The current increase is 

occurring at a compounded annual rate of 13 percent as 

depicted in Fig. 1. The aggregate public debt is expected to 

exceed the figure of Rs 10000000 crores by 2020 as seen in 

the polynomial projection in Fig. 2.  

  Table 1 Public Debt Split-up (Rs Crore) 

 

Source: Public Finance Statistics, Government of India 

 

Fig. 1 Composition of Public Debt (Source: Public Finance Statistics, Government of India) 

D. Deficit Indicators 

Deficit indicators give an indication of the financial health 

of a government. Table 2, on the other hand, presents a 

comparison of various deficit indicators over the past eleven 

fiscal years. Negative (-) sign in deficit indictors are an 

indication of a surplus in Table 2. Of these indicators, the 

most significant is revenue deficit which is measured as the 

difference between revenue receipts and expenditure. The 

aggregate difference between receipts and expenditure- 

including both revenue and capital- forms the fiscal deficit. 

As fiscal deficits are incurred throughout the years, they 

accumulate and form up public debt of an economy. Problems 

occur when this public debt attains an unsustainable 

magnitude.  

Primary deficit is calculated by subtracting interest 

payments from fiscal deficit and refers to the extent of debt 

utilized by the government for meeting current and revenue 

expenditure. As governments are limited in their ability to 

grow revenue in proportion with growth in expenditure, they 

often need to borrow to fund their fiscal deficit.An increasing 

government debt ratio indicates thatpublic wealth is being 
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spend ineffectively by the government on unproductive 

operations.  

All the four deficit indicators are at favorable levels as per 

the benchmarks specified in the Debt Management Strategy 

Document and Status Paper published by the government. 

The trend of the most significant indicators such as the Gross 

Fiscal Deficit and Revenue Deficit are easily lower than the 

pre-defined limits anddropped further in the previous year 

reinforcing the financial health of government debt. 

Moreover, the surplus of the primary and budgetary ratios 

also underscore the strength of financial health.  

Table 2 Deficit Indicators India as percentage of GDP 

 

Source: Public Finance Statistics, Government of India 

 

 

Figure 2 Public Debt (Source: Public Finance Statistics,  

Government of India) 

C. Components of Internal Liabilities  

The internal debt of the Indian government in mainly made 

up of fixed duration and fixed interest rate market 

borrowings, i.e. dated securities and treasury bills.While 

treasury bills are released to fulfill the short-term financial 

requirements of the government, dated securities are utilized 

to attract long-term finance for undertaking capital projects 

and financing the fiscal deficit. All marketable debt, however, 

be it treasury bills or dated securities, is released through 

auctions as specified in quarterly and bi-annual auction 

calendars. The process of issuing market loans itself 

incorporates considering the objective that the cost of debt 

raised is low and principles of risk management are adhered 

to.  

Table 3: Internal Liabilities (RsCrores) 

 

 
Source: Public Finance Statistics, Government of India 

 

 

As seen above, Table 3 showcases the break-up of the diverse 

constituents of Internal Liabilities and the trend of growth 

they demonstrate. As visible in the table above, market loans 

are the most prominent component of Internal Debt and 

responsible for the majority of growth in the Indian‟s 

government debt portfolio. Market loans form approximately 

67 percent of total internal liabilities while internal debt- of 

which market loans is a part- forms around 75 percent. Both 

market loans and internal debt grow at an annual 

compounded rate greater than 12 percent.  

Conversely, the ways and means from RBI registers a drastic 

compounded annual growth at the rate of 16 percent. Within 
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the Other Liabilities head, Small Savings demonstrate the 

most phenomenal growth in the period studied, but other 

constituents do not show any significant increase during the 

same period. 

This sizeable growth in both the different sections leads to 

Internal Liabilities also displaying a steady pace of growth as 

seen above. However, the growth trajectory of government 

debt stays largely under pre-defined limits. 

D. Debt Sustainability Analysis  

While conventional methods of assessing the sustainability 

of a country‟s public debt rely on analyzing the primary 

deficit and interest cost in contrast to the nominal GDP 

growth rate, there is no agreed level of public debt more than 

which is considered not sustainable. Often nations having a 

Debt-to-GDP ratio around or greater than 100 percent are 

considered to be able to sustain their public debt while others 

with much lower ratios are considered unsustainable. 

However, a rising Debt-to-GDP can be considered as 

progressing towards unsustainability and vice-versa. Within 

this paper, the indicator based DSA method based on 

identifying trends in crucial variables and ratios is employed 

to assess the Indian government debt sustainability. 

Table 4: Debt Sustainability Indicators 

 

Source: Public Finance Statistics, Status Paper of 

Government Debt, Government of India 

The Average Interest Cost (AIC) is a measure of the interest 

paid by the government for its debt and is computed by 

dividing the aggregate interest payments during a year with 

the average debt stock. The average debt stock is obtained by 

calculating the arithmetic mean of the outstanding public debt 

at the start and end of the year. 

A decreasing AIC fares well for the stability of public debt 

and the economy at large. Contrasting the Average Interest 

Cost with annual growth in the nominal GDP reiterates the 

sustainable nature of India‟s Central Government debt. The 

percent growth rate of the nominal GDP has easily exceeded 

the rate at which interest is paid on public debt suggesting that 

the growth in revenue received by the government surpasses 

the growth in interest payments and the additional revenue 

generated will act as a cushion in periods of need. This will 

result in an even lower IP/RR ratio in the upcoming years 

which will ease the pressure of strict fiscal discipline on the 

government and allow it to spend elsewhere in the economy. 

The Indian government‟s debt portfolio could also be 

vulnerable to rollover risk, interest rate risks, exchange rate 

risks and creditor-concentration risks which must be 

classified, scrutinized and dealt with.  

In May 2016, under the leadership of Shri N.K. Singh- a 

former revenue and expenditure secretary a committee was 

formed to review the Fiscal Responsibility and Budget 

Management (FRBM) Act. After careful thought and 

deliberation, few vital recommendations were proposed by 

the committee: 

1. Revoke the prevailing FRBM Act, 2003 and FRBM Act, 

2004 and formulate a new Debt and Fiscal 

Responsibility (DFR) Act which treated debt as the 

main criteria for evaluating the effectiveness of fiscal 

policy.  

2. Setting a judicious medium-term maximum limit for the 

Central government at 60 percent of the GDP to be 

targeted by 2023 which will be achieved by 

systematically reducing the fiscal and revenue deficits 

each year till 2023. 

3. Specifying a trajectory for the fiscal deficit to GDP ratio: 

3 percent in FY18-20; 2.8 percent in FY21; 2.6 

percent in FY22 and 2.5 percent in FY23.  

 

 

Table 5: Projections for Fiscal Deficit, Cost, ATM Borrowing and Repayment 

 

Source: Public Finance Statistics, Status Paper of Government Debt, Government of India 
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Table 6: Debt Sustainability Indicators 

 

Source: Public Finance Statistics, Status Paper of Government Debt, Government of India 

 

As seen in Table 6, the debt sustainability indicators are 

progressing as per expectations outlined in the 

recommendations and the targets formed by the committee. 

Despite increased government spending in the recent years, 

the Debt-to-GDP ratio‟s trend will likely continue in the next 

couple of years. The Debt-to-GDP approximations till 

financial year 2019-20, as witnessed in the Medium Term 

Fiscal Policy Statement 2017-18, emphasize the central 

government‟s dedication to ensure an appropriate debt 

course. The Debt-to-GDP ratio has already started making 

significant progress towards the 40 percent target specified in 

the NK Singh Report. On similar lines, both the GFD-to-GDP 

ratio and RD-to-GDP ratio have demonstrated significant 

reduction towards the target levels specified in the report.The 

Indian government has also been diligently adhering to the 

objectives and guidelines specified in the Debt Management 

Strategy (DMS) to ensure that the it borrows debt only at a 

low cost over the medium-to-long term from the market. All 

these factors combine to make a favorable debt portfolio for 

the central government of India. 

  

Figure 3: Countries with the Highest Public Debt/GDP 

2017 (percentage) 

Source: www.statistica.com/statistics 

IV.  CONCLUSION 

Over the period of time considered in this study, the 

aggregate value of public debt held by the government of 

India showcased a steady growth of 13 percent compounded 

annually.Of this aggregate, internal liabilities in the form of 

debt owed to internal lenders comprised the main part 

accounting for as much as 95.55 percent of the total public 

debt held by the government of India.This drastic increase in 

internal liabilities is a result of the conventional reliance on 

internal debt, most of which is raised using market loans. This 

high proportion of internal liabilities highly reduces the 

Indian government‟s reliance on foreign debt opting for 

which would otherwise have depreciated the Indian rupee due 

to the regular interest payments. 

Internal debts form up around 75 percent of total internal 

liabilities while the share of market loans is around 67 percent 

of internal liabilities. Both of these accounts have witnessed a 

compounded annual growth at a rate little above 

approximately 12 percent. Furthermore, around 94 percent of 

total debt of the Indian government at the end of March 2017 

was denominated in the Indian rupee reducing several risks 

associated with exchange rate fluctuations. 

As a proportion of the GDP, external debt formed up a 

minor 2.7 percent as of March 2017. The government of India 

is now planning to finance a greater amount of the fiscal 

deficit using dated market securities so that it bears only the 

systematic risk of roll over. An added advantage that the 

government holds it that the majority of public debt in India is 

issued at fixed interest rates with only about 1.2 percent 

comprised of a floating rate as of March 2017. This shields 

the government‟s debt portfoliofrom modifications caused by 

interest ratefluctuations and provides certainty about future 

interest payments to policymakers while planning the budget. 

The study finds that for fiscal sustainability to be achieved 

for the Indian government, the Debt/GDP ratio must be 

stabilized at around 40 percent using Debt Management 

Strategies since there is an inverse relationship between debt 

and economic growth beyond that point. The study also finds 

that India is treating its public debt appropriately and 

mightachieve the 40 percent benchmark if it continues to 

make similar progress.  

Both the debt sustainability indicators- Interest Payments 

to Revenue Receipts or Average Interest Cost- indicate that 

India‟s public debt is sustainable. In 2016-17, the Interest 

Payments to Revenue Receipts (IP/RR ratio) fell to 35 

percent from approximately 52 percent in the early 2000s. 

Furthermore, in 2016-17 the Average Interest Cost (AIC) 

decreased to 6.9 percent from around 8.1 percent in the early 

2000s. The reducing trend of both these indicators indicates 

that India is making positive progress in reducing the strain 

that interest payments put on the budget. Moreover, the fact 

that the AIC is stable and considerably lower than the growth 

rate of the nominal GDP signifies that India is in a 
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comfortable position regarding its public debt. 

The Debt-to-GDP ratio has already started making 

significant progress towards the 40 percent target specified in 

the NK Singh Report. On similar lines, both the GFD-to-GDP 

ratio and RD-to-GDP ratio have demonstrated significant 

reduction towards the target levels specified in the report. The 

Indian government has also been diligently adhering to the 

objectives and guidelines specified in the Debt Management 

Strategy (DMS) toensure that the it borrows debt only at a 

low cost over the medium-to-long term from the market. It is 

also important for the government to stick to its plan: 

undertake steps to strengthen revenue collection process in 

light of GST and stimulate growth using supply-side policies 

to overcome the liquidity crunch in the economy and 

maintain fiscal discipline.  
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