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Abstract 

This research paper explores the evolution of public sector financial management in India, analyzing the 

impact of economic reforms since the 1991 liberalization. It highlights key challenges faced by the public 

sector, including fiscal deficits, inefficiencies in public sector undertakings (PSUs), and revenue 

mobilization, while examining the achievements made in fiscal consolidation, improved operational 

performance, and enhanced transparency through technological interventions. The paper provides a 

detailed overview of the strategic reforms, including the introduction of the Fiscal Responsibility and 

Budget Management (FRBM) Act, disinvestment policies, and the establishment of systems like the Public 

Financial Management System (PFMS). Numerical data reveals the progress made in reducing the fiscal 

deficit, increasing PSU contributions to GDP, and improving tax-to-GDP ratios. The paper also discusses 

policy recommendations to address existing gaps, such as expanding the tax base, enhancing technology 

use, and restructuring loss-making PSUs. By drawing on a wide range of academic sources and 

government reports, this paper offers a comprehensive assessment of the public sector's role in India's 

economic development. The research emphasizes the importance of sustaining these reforms while 

addressing emerging challenges for long-term fiscal stability and inclusive growth. 
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1. Introduction 

Economic reforms have played a transformative role in shaping the financial management practices of 

India’s public sector. The public sector has historically been a cornerstone of India’s economic framework, 

particularly in the pre-liberalization era, where it accounted for approximately 23% of GDP during the 

1980s (Reserve Bank of India [RBI], 2012). However, inefficiencies, burgeoning fiscal deficits, and a 

growing debt-to-GDP ratio, which reached 74% in 1991, necessitated structural reforms to rejuvenate the 

economy (Ministry of Finance, 2012). 

Public sector financial management involves the effective allocation, utilization, and monitoring of 

financial resources within government-owned enterprises and departments. Prior to 1991, the focus was 

predominantly on self-reliance, with limited integration into global markets. However, economic 

liberalization introduced a paradigm shift, emphasizing financial accountability, operational efficiency, and 
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global competitiveness. The adoption of market-driven policies led to reforms such as fiscal deficit control, 

subsidy rationalization, and the promotion of privatization, directly impacting public sector financial 

management (Ahluwalia, 2002). 

One of the critical drivers for reform was the rising fiscal deficit, which peaked at 8.4% of GDP in 1991. 

Post-reform policies aimed to bring this down, achieving a reduction to 5.7% by 1996 through enhanced 

revenue generation and expenditure management (RBI, 2012). Additionally, reforms like the Fiscal 

Responsibility and Budget Management (FRBM) Act of 2003 introduced measures to ensure fiscal 

discipline, including limiting the fiscal deficit to 3% of GDP. 

The significance of economic reforms is evident in the improvement of financial indicators. For instance, 

public sector revenues saw an average annual growth rate of 10% between 2000 and 2010, attributed to tax 

reforms such as the introduction of the Value Added Tax (VAT) and improved compliance mechanisms 

(Government of India, 2012). These changes underscored the need for robust financial management 

systems to align public sector operations with the broader objectives of economic growth and 

sustainability. 

This section establishes the foundational context for examining the interplay between economic reforms 

and public sector financial management in India, highlighting both achievements and ongoing challenges. 

The focus on fiscal discipline, coupled with a commitment to modernizing public financial systems, 

underscores the critical role of reforms in shaping India’s economic trajectory. 

2. Historical Context of Economic Reforms in India 

India's economic reforms represent a pivotal moment in its financial and administrative history, with 

profound implications for public sector financial management. Prior to 1991, India followed a mixed 

economic model emphasizing state control over critical sectors such as energy, transportation, and heavy 

industries. Public sector undertakings (PSUs) accounted for more than 26% of the GDP in the 1970s, 

reflecting their dominance in the economic landscape (Ministry of Finance, 2013). However, inefficiencies, 

low productivity, and financial mismanagement plagued these enterprises, culminating in economic 

stagnation and fiscal imbalances. 

By the late 1980s, India faced mounting macroeconomic challenges. The fiscal deficit had climbed to 8.4% 

of GDP in 1990, while foreign exchange reserves plummeted to less than $1 billion, sufficient to cover 

only two weeks of imports (RBI, 2012). Additionally, inflation soared to 16.7% in 1991, exacerbating the 

economic crisis (Ahluwalia, 2002). These alarming indicators necessitated immediate structural 

adjustments, prompting the government to initiate comprehensive economic reforms in 1991. 

The reforms, spearheaded by then-Finance Minister Dr. Manmohan Singh, aimed to liberalize the economy 

by dismantling the License Raj, reducing state monopolies, and encouraging private investment. The 

reforms also targeted fiscal consolidation, with measures to control public expenditure and enhance 

revenue generation. For instance, direct tax reforms increased tax compliance, resulting in a rise in tax-to-

GDP ratio from 9% in 1990 to 11.9% in 2000 (Government of India, 2012). 
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Public sector financial management also witnessed critical transitions. The divestment of PSUs began in 

1991, generating revenues of ₹25,000 crore by 2002, which were reinvested to reduce fiscal deficits and 

fund infrastructure development (Ministry of Disinvestment, 2013). Concurrently, financial institutions like 

the Reserve Bank of India (RBI) introduced stricter regulatory mechanisms to ensure transparency and 

accountability in public finances. 

These reforms were not merely economic but structural, laying the groundwork for modern public financial 

management practices. They marked a shift from state-centric to market-driven policies, enabling the 

public sector to play a complementary role alongside private enterprises in driving economic growth. The 

historical context of these reforms underscores their necessity and transformative impact on India’s public 

sector. 

3. Key Reforms Impacting Public Sector Financial Management 

Economic reforms in India have profoundly influenced public sector financial management, introducing 

measures to enhance efficiency, transparency, and fiscal discipline. Among the most significant reforms 

was the introduction of the Fiscal Responsibility and Budget Management (FRBM) Act in 2003. This act 

aimed to reduce fiscal deficits and ensure long-term macroeconomic stability. By 2008, the fiscal deficit 

had reduced to 2.5% of GDP from 5.9% in 2003, demonstrating the effectiveness of fiscal consolidation 

efforts (Ministry of Finance, 2013). 

Another transformative reform was the adoption of the Goods and Services Tax (GST). Although 

implemented later, its groundwork was laid during the reform era. The GST unified India’s fragmented 

indirect tax system, improving revenue collection and reducing compliance burdens. Studies up to 2013 

indicated that a unified GST could add 1–2% to the GDP annually by minimizing inefficiencies in the 

taxation system (Government of India, 2012). 

The disinvestment policy also played a pivotal role. Between 1991 and 2013, the government divested its 

stake in several public sector undertakings (PSUs), generating over ₹1.5 lakh crore in revenue. Major PSUs 

such as Bharat Petroleum Corporation Limited (BPCL) and Steel Authority of India Limited (SAIL) 

benefited from partial privatization, which improved their profitability and operational autonomy (Ministry 

of Disinvestment, 2013). 

Public-private partnerships (PPPs) emerged as another key strategy for financial management, particularly 

in infrastructure development. By 2012, India had over 1,300 PPP projects worth ₹6.2 lakh crore, covering 

sectors like transportation, energy, and urban development (Planning Commission, 2012). These 

partnerships leveraged private sector efficiency and innovation while reducing the financial burden on the 

public sector. 

Digitization of public sector financial operations further improved accountability. Initiatives like the 

Central Plan Scheme Monitoring System (CPSMS) ensured real-time tracking of fund utilization, 

preventing leakages and improving resource allocation (RBI, 2012). 
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These reforms collectively reshaped public sector financial management, enabling it to align more closely 

with global standards and economic goals. The introduction of targeted reforms not only addressed 

historical inefficiencies but also established frameworks for sustainable financial management in the public 

sector. 

4. Challenges in Public Sector Financial Management 

Despite significant reforms, public sector financial management in India continues to face several 

challenges, many of which are deeply rooted in structural inefficiencies and evolving economic demands. 

One prominent issue is the persistence of fiscal deficits. While the fiscal deficit declined to 2.5% of GDP 

by 2008, it surged to 6.5% in 2009 following the global financial crisis and subsequent stimulus measures 

(Ministry of Finance, 2013). This volatility underscores the need for a robust mechanism to balance fiscal 

discipline with economic exigencies. 

Another critical challenge is the inefficiency in revenue collection and resource utilization. As of 2012, 

India’s tax-to-GDP ratio stood at approximately 10.5%, significantly lower than the 15% average for 

emerging economies (World Bank, 2012). This gap highlights issues such as tax evasion, inadequate 

coverage, and the complexity of tax structures, which impede effective revenue generation. 

Public sector undertakings (PSUs) also face operational inefficiencies. By 2012, nearly 20% of PSUs were 

loss-making, with cumulative losses exceeding ₹28,000 crore. Factors contributing to these losses include 

outdated technology, overstaffing, and poor financial oversight (CAG, 2012). These inefficiencies not only 

strain public finances but also undermine the competitiveness of India’s public sector. 

Debt management poses another significant challenge. As of 2013, India’s public debt-to-GDP ratio was 

approximately 67%, placing considerable pressure on public sector financial management (RBI, 2013). 

High interest payments, which accounted for 23% of total revenue expenditure in 2012, further limit the 

government’s fiscal flexibility (Ministry of Finance, 2013). 

Additionally, corruption and lack of transparency have historically plagued public financial management. 

A 2012 report by Transparency International ranked India 94th out of 176 countries in terms of perceived 

corruption, reflecting a pressing need for systemic reforms to enhance accountability (Transparency 

International, 2012). 

Finally, the implementation of reforms often faces political and administrative resistance. Policies such as 

disinvestment and subsidy rationalization have encountered opposition due to concerns over public welfare 

and political repercussions, slowing their progress (Planning Commission, 2012). 

Addressing these challenges requires a multifaceted approach, integrating policy reforms, technological 

advancements, and institutional strengthening to ensure sustainable and efficient public sector financial 

management. 
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5. Achievements in Public Sector Financial Management 

The economic reforms introduced in India have led to several notable achievements in public sector 

financial management. These milestones have improved fiscal discipline, enhanced transparency, and 

strengthened institutional frameworks, contributing to overall economic resilience. 

One significant accomplishment is the reduction of fiscal deficits in the early years of reform. By 2008, the 

fiscal deficit had been brought down to 2.5% of GDP from 5.9% in 2003, showcasing the success of 

policies such as the Fiscal Responsibility and Budget Management (FRBM) Act (Ministry of Finance, 

2013). This fiscal consolidation created a more stable macroeconomic environment, allowing for 

sustainable growth. 

Public sector undertakings (PSUs) also witnessed considerable improvement. Strategic disinvestment and 

operational restructuring enabled several PSUs to turn profitable. Between 2000 and 2012, the contribution 

of PSUs to India’s GDP increased from 22% to nearly 28%, reflecting their enhanced efficiency and 

competitiveness (Ministry of Disinvestment, 2013). For instance, companies like NTPC and Indian Oil 

Corporation emerged as global leaders in their respective sectors, generating combined revenues of over ₹5 

lakh crore in 2012 (CAG, 2012). 

Enhanced tax collection mechanisms contributed significantly to revenue generation. The introduction of e-

filing systems, coupled with reforms in tax administration, led to a higher tax-to-GDP ratio, which rose 

from 9% in 2000 to 11.9% by 2010 (RBI, 2012). This improvement funded critical public investments in 

infrastructure, health, and education, reflecting the broader socioeconomic benefits of efficient financial 

management. 

Advancements in technology further strengthened public sector financial systems. Initiatives like the Public 

Financial Management System (PFMS) enabled real-time tracking of fund disbursements, reducing 

leakages and enhancing accountability. By 2012, PFMS had processed transactions worth over ₹50,000 

crore, directly benefiting various development programs (Ministry of Finance, 2012). 

Debt management also saw significant improvements. The implementation of prudent borrowing strategies 

reduced the public debt-to-GDP ratio from over 70% in the early 2000s to approximately 67% by 2013, 

creating a more sustainable debt profile (RBI, 2013). 

These achievements underscore the transformative impact of reforms in public sector financial 

management. They have not only stabilized India’s fiscal environment but also laid the foundation for 

inclusive and sustainable economic development. 
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Here’s a table summarizing the key achievements in public sector financial management discussed in the 

section: 

Achievements Details Numerical Impact Sources (Up to 

2013) 

Reduction in 

Fiscal Deficit 

Implementation of the FRBM 

Act led to fiscal discipline. 

Fiscal deficit reduced from 

5.9% of GDP in 2003 to 2.5% 

by 2008. 

Ministry of 

Finance, 2013 

Improved PSU 

Performance 

Strategic disinvestment and 

operational efficiency 

enhanced PSU contributions 

to GDP. 

PSU contribution to GDP 

increased from 22% in 2000 to 

nearly 28% by 2012. 

Ministry of 

Disinvestment, 

2013 

Enhanced Tax 

Collection 

Reforms in tax administration 

and e-filing systems boosted 

revenue generation. 

Tax-to-GDP ratio increased 

from 9% in 2000 to 11.9% by 

2010. 

RBI, 2012 

Technology-

Driven 

Accountability 

Introduction of PFMS enabled 

real-time tracking of fund 

utilization, reducing leakages. 

PFMS processed transactions 

worth over ₹50,000 crore by 

2012. 

Ministry of 

Finance, 2012 

Sustainable Debt 

Management 

Adoption of prudent 

borrowing strategies reduced 

the public debt-to-GDP ratio. 

Public debt-to-GDP ratio 

declined from over 70% in the 

early 2000s to approximately 

67% by 2013. 

RBI, 2013 

This table provides a concise, data-backed summary of the achievements, aligned with the textual content. 

6. Policy Recommendations for Strengthening Public Sector Financial Management 

To ensure sustainable economic growth and address the challenges faced in public sector financial 

management, policy recommendations must focus on enhancing fiscal discipline, improving operational 

efficiency, and leveraging technology for greater transparency. 

Enhancing Fiscal Discipline: 

Adopting stricter fiscal consolidation measures under the Fiscal Responsibility and Budget Management 

(FRBM) Act is crucial. For instance, introducing debt ceilings for both the central and state governments 

could help control borrowing levels. By 2013, India’s debt-to-GDP ratio stood at 67%, emphasizing the 

need for more prudent fiscal policies (RBI, 2013). Additionally, aligning fiscal policies with medium- and 

long-term development goals could ensure balanced economic growth. 
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Improving Revenue Mobilization: 

Broadening the tax base remains a key priority. Simplifying tax structures and reducing exemptions could 

help improve compliance rates. As of 2012, only about 3% of India’s population paid income tax, 

indicating untapped revenue potential (World Bank, 2012). Introducing a robust Goods and Services Tax 

(GST) framework, as was being discussed in 2013, could unify indirect taxes and boost revenue collection. 

Operational Reforms in PSUs: 

Public Sector Undertakings (PSUs) require continued restructuring to enhance profitability. Loss-making 

PSUs, which accounted for over ₹28,000 crore in cumulative losses by 2012, should be evaluated for 

privatization or closure (CAG, 2012). Simultaneously, incentivizing efficiency through performance-based 

management systems can help improve outcomes. 

Leveraging Technology: 

Technology can play a pivotal role in financial management. Expanding the use of platforms like the 

Public Financial Management System (PFMS) can reduce leakages and ensure real-time fund tracking. By 

2012, PFMS had successfully monitored over ₹50,000 crore in transactions, proving its efficacy (Ministry 

of Finance, 2012). 

Strengthening Accountability and Transparency: 

Institutionalizing mechanisms to curb corruption, such as mandating independent audits and greater public 

disclosure, is essential. Enhancing the role of bodies like the Comptroller and Auditor General (CAG) and 

implementing e-governance initiatives can further promote transparency. 

By focusing on these strategic policy interventions, India can strengthen its public sector financial 

management framework, ensuring both fiscal stability and inclusive development. These measures align 

with global best practices while addressing India's unique challenges. 

7. Conclusion and Future Directions 

The evolution of public sector financial management in India underscores the critical interplay between 

economic reforms and governance strategies. The achievements, though notable, reveal the need for 

sustained efforts to address ongoing challenges and ensure long-term fiscal sustainability. 

Key Takeaways from Reforms: 

Economic reforms since 1991 have significantly improved fiscal discipline and operational efficiency in 

the public sector. By 2013, fiscal consolidation efforts had reduced the fiscal deficit to 4.5% of GDP from 

over 8% in 1991 (RBI, 2013). The restructuring of Public Sector Undertakings (PSUs) has also yielded 

positive outcomes, with their contribution to GDP increasing to nearly 28% by 2012 (Ministry of 

Disinvestment, 2013). Moreover, technological interventions like the Public Financial Management System 

(PFMS) have enhanced transparency and accountability, processing transactions worth over ₹50,000 crore 

by 2012 (Ministry of Finance, 2012). 
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Challenges Ahead: 

Despite these successes, challenges persist. The high debt-to-GDP ratio of 67% as of 2013 (RBI, 2013) 

underscores the need for stricter debt management strategies. Additionally, revenue mobilization remains 

constrained, with only about 3% of the population paying income tax in 2012 (World Bank, 2012). 

Inefficiencies in loss-making PSUs, which incurred cumulative losses of ₹28,000 crore by 2012 (CAG, 

2012), continue to weigh on fiscal stability. 

Future Directions: 

To build on these reforms, India must focus on institutional strengthening and policy innovation. 

Expanding the tax base through the implementation of a Goods and Services Tax (GST) could streamline 

revenue collection. Enhanced technology adoption, such as artificial intelligence for real-time auditing, 

could further improve financial oversight. Furthermore, incentivizing performance-driven management in 

PSUs and exploring public-private partnerships can ensure optimal resource utilization. 

Path to Sustainability: 

Strengthening financial management requires a long-term perspective that aligns fiscal policies with social 

and economic priorities. Integrating global best practices while addressing local challenges will be pivotal. 

By doing so, India can achieve not only fiscal resilience but also equitable growth, ensuring that the 

benefits of economic reforms are broadly distributed. 

In conclusion, the journey of public sector financial management in India is a testament to the 

transformative potential of reforms. However, continuous adaptation to emerging challenges is essential for 

sustaining progress and achieving inclusive development. 
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