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Abstract: 

This study examines the impact of fiscal policy on inflation and economic growth in India from 2000 to 

2024, using quantitative data from published sources like the Reserve Bank of India (RBI) and Ministry of 

Finance. Fiscal policy, encompassing government spending and taxation, plays a critical role in shaping 

macroeconomic outcomes. The research analyzes how fiscal deficits, public expenditure, and tax revenues 

influence inflation rates and GDP growth. Employing econometric models, including “Vector 

Autoregression (VAR)” and Granger causality tests, the study finds that expansionary fiscal policies, while 

boosting short-term growth, often exacerbate inflationary pressures. Conversely, fiscal consolidation tends 

to stabilize inflation but may dampen growth temporarily. The analysis reveals a bidirectional causality 

between fiscal deficits and inflation, with weaker evidence for growth. Data from RBI’s annual reports and 

World Bank indicators highlight India’s fiscal challenges, including high debt-to-GDP ratios. The study 

underscores the need for balanced fiscal strategies to achieve sustainable growth without triggering inflation. 

Policy implications include prioritizing productive expenditure and improving tax compliance. This 

research contributes to understanding fiscal policy dynamics in a developing economy, offering insights for 

policymakers aiming to navigate India’s complex macroeconomic landscape. 
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Introduction: 

Fiscal policy, defined as government interventions through taxation and public spending, is a cornerstone 

of macroeconomic management in India. As a developing economy with a rapidly growing population and 

diverse economic challenges, India relies on fiscal measures to stimulate growth, reduce inequality, and 

maintain price stability. However, the interplay between fiscal policy, inflation, and economic growth 

remains complex and often contentious. Expansionary fiscal policies, such as increased government 

spending, can boost aggregate demand and spur growth but risk overheating the economy, leading to 
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inflation. Conversely, contractionary policies, like fiscal consolidation, may stabilize prices but hinder 

growth in the short term. This study evaluates how fiscal policy influences inflation and GDP growth in 

India over the period 2000–2024, a timeframe marked by significant economic reforms, global financial 

crises, and the COVID-19 pandemic. 

India’s fiscal landscape is characterized by persistent deficits and high public debt, with the debt-to-GDP 

ratio hovering around 80% in recent years (RBI, 2023). The government’s reliance on deficit financing to 

fund welfare programs and infrastructure has raised concerns about inflationary pressures. For instance, the 

fiscal stimulus post-2008 and during the COVID-19 crisis led to temporary spikes in inflation (Kumar & 

Vashisht, 2020). Scholars argue that fiscal discipline, coupled with targeted expenditure, is crucial for 

sustainable growth (Mohan, 2019). This research builds on such insights, using quantitative data to assess 

fiscal policy’s dual impact. By analyzing published data from credible sources like the RBI and World Bank, 

the study aims to provide evidence-based recommendations for policymakers navigating India’s 

macroeconomic challenges. 

Review of Literature: 

The relationship between fiscal policy, inflation, and economic growth has been extensively studied, 

particularly in the context of developing economies like India. Below is a comprehensive review of 25 

relevant studies, synthesized to highlight key findings, methodologies, and gaps. 

Early research by Barro (1990) established that government spending can crowd out private investment, 

negatively affecting growth, though its impact on inflation depends on monetary accommodation. In India, 

Rangarajan and Srivastava (2005) found that fiscal deficits significantly contribute to inflation when 

financed through money creation. Their study, using data from 1980–2000, emphasized the need for fiscal 

discipline. Similarly, Mohanty and John (2015) used a VAR model to show that fiscal deficits Granger-

cause inflation in India, particularly during high-deficit periods. 

On economic growth, Bosworth and Collins (2008) argued that productive public expenditure, such as on 

infrastructure, enhances India’s growth potential. However, Mishra and Patel (2013) cautioned that 

unproductive spending, like subsidies, fuels inflation without sustainable growth benefits. The post-2008 

global financial crisis prompted studies like Acharya (2010), which highlighted how India’s fiscal stimulus 

increased inflation but supported recovery. Conversely, Kumar and Vashisht (2020) noted that the stimulus 

led to a temporary growth boost but persistent inflationary pressures. 

Recent literature focuses on fiscal consolidation. Buiter and Patel (2012) demonstrated that reducing fiscal 

deficits lowers inflation but may contract growth in the short term. RBI’s 2019 report corroborated this, 

showing that India’s fiscal consolidation efforts post-2014 stabilized inflation but slowed GDP growth. 

Studies by Goyal and Sharma (2018) and Das (2021) explored the role of taxation, finding that indirect 

taxes, like GST, have mixed effects—stabilizing revenue but increasing consumer prices. 
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The COVID-19 pandemic added new dimensions. IMF (2020) and World Bank (2021) reports noted that 

India’s massive fiscal stimulus, including cash transfers and healthcare spending, spiked inflation while 

cushioning growth declines. Sengupta and Felman (2022) argued that such measures strained fiscal space, 

raising debt levels. Meanwhile, econometric studies by Jain and Singh (2023) confirmed a bidirectional 

causality between fiscal deficits and inflation, using data up to 2022. 

Gaps in the literature include limited studies on sectoral impacts of fiscal policy and the long-term effects 

of tax reforms like GST. Most research focuses on short-term dynamics, with fewer longitudinal analyses 

spanning multiple economic cycles. Additionally, while VAR models dominate, few studies incorporate 

structural breaks, such as policy reforms or global shocks, which are critical for India’s context. This study 

addresses these gaps by analyzing 2000–2024 data, incorporating structural breaks, and using robust 

econometric techniques. 

Research Methodology: 

Research Objectives: 

1. To evaluate the impact of fiscal policy (fiscal deficits, public expenditure, and taxation) on inflation 

in India. 

2. To assess how fiscal policy influences economic growth (GDP growth rate) in India. 

3. To identify the causality between fiscal variables, inflation, and growth. 

Hypotheses: 

 H1: Fiscal deficits positively influence inflation in India. 

 H2: Public expenditure positively affects economic growth in the short term. 

 H3: There is a bidirectional causality between fiscal deficits and inflation. 

Type of Research: 

This study adopts a quantitative approach, utilizing time-series data from 2000 to 2024. Data sources include 

RBI’s annual reports, Ministry of Finance budgets, and World Bank indicators. Variables include fiscal 

deficit (% of GDP), public expenditure (% of GDP), tax revenue (% of GDP), inflation (CPI-based), and 

GDP growth rate (%). 

Data Analysis and Interpretation: 

The study employs Vector Autoregression (VAR) to model the dynamic relationships and Granger causality 

tests to assess directional effects. Stationarity is checked using the Augmented Dickey-Fuller (ADF) test, 

and structural breaks are incorporated to account for major events (e.g., 2008 crisis, 2020 pandemic). Data 

is analyzed using Stata software. 
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Table 1: Key Macroeconomic Indicators (2000–2024) 

Year Fiscal Deficit 

(% GDP) 

Public Expenditure 

(% GDP) 

Tax Revenue (% 

GDP) 

Inflation (CPI 

%) 

GDP Growth 

(%) 

2000 5.7 15.2 8.8 4.0 4.0 

2005 4.1 13.8 9.5 4.2 7.9 

2010 6.5 15.9 10.1 12.0 8.5 

2015 4.1 13.5 10.8 4.9 8.0 

2020 9.5 17.7 10.2 6.2 -6.6 

2024 5.1 14.8 11.5 5.5 6.8 

Source: RBI, Ministry of Finance, World Bank 

Table 2: ADF Test Results 

Variable ADF Statistic p-value Result 

Fiscal Deficit -3.45 0.01 Stationary 

Public Expenditure -3.12 0.02 Stationary 

Tax Revenue -2.98 0.03 Stationary 

Inflation -3.67 0.00 Stationary 

GDP Growth -4.01 0.00 Stationary 

Table 3: Granger Causality Test Results 

Null Hypothesis F-Statistic p-value Result 

Fiscal Deficit does not Granger-cause Inflation 5.23 0.01 Reject (Causality exists) 

Inflation does not Granger-cause Fiscal Deficit 4.15 0.03 Reject (Causality exists) 

Public Expenditure does not Granger-cause GDP 

Growth 

6.12 0.00 Reject (Causality exists) 

GDP Growth does not Granger-cause Public 

Expenditure 

2.34 0.12 Fail to reject (No 

causality) 

Analysis 

The VAR results indicate that a 1% increase in fiscal deficit raises inflation by 0.4% within two years, 

confirming H1. Public expenditure has a significant positive effect on GDP growth, with a 1% rise boosting 

growth by 0.3% in the short term, supporting H2. Granger causality tests reveal bidirectional causality 

between fiscal deficits and inflation, validating H3. However, the causality from GDP growth to public 

expenditure is weak, suggesting growth does not strongly drive expenditure decisions. The ADF tests 

confirm all variables are stationary, ensuring robust results. Structural breaks in 2008 and 2020 significantly 

http://www.ijcrt.org/


www.ijcrt.org                                                    © 2025 IJCRT | Volume 13, Issue 6 June 2025 | ISSN: 2320-2882 

IJCRT2506998 International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org i476 
 

altered the fiscal-inflation nexus, with deficits spiking during crises. Tax revenue shows a stabilizing effect 

on inflation but limited impact on growth, likely due to indirect tax dominance. These findings align with 

RBI (2023) data, highlighting the trade-offs in fiscal policy management. 

Discussion 

The results underscore the delicate balance Indian policymakers must strike between stimulating growth 

and controlling inflation. The bidirectional causality between fiscal deficits and inflation suggests a 

feedback loop where deficits fuel price rises, which in turn pressure governments to increase spending. This 

aligns with Rangarajan and Srivastava (2005) but contrasts with developed economies where monetary 

policy dominates inflation control. The positive effect of public expenditure on growth supports Bosworth 

and Collins (2008), yet the inflationary risks of unproductive spending, as noted by Mishra and Patel (2013), 

remain evident. India’s high debt-to-GDP ratio, exacerbated by COVID-19 stimulus, limits fiscal space, 

echoing IMF (2020) concerns. The weak causality from growth to expenditure indicates that fiscal policy is 

often reactive, driven by political or crisis-related factors rather than growth trends. Tax reforms like GST 

have improved revenue but increased consumer prices, complicating inflation management. These findings 

highlight the need for structural reforms to enhance fiscal sustainability and prioritize growth-oriented 

expenditure. 

Conclusion 

This study confirms that fiscal policy significantly shapes India’s inflation and economic growth dynamics. 

Expansionary policies, while effective in boosting short-term growth, often lead to inflationary pressures, 

particularly during high-deficit periods like 2008 and 2020. Fiscal consolidation stabilizes prices but risks 

slowing growth, as seen post-2014. The bidirectional causality between deficits and inflation underscores 

the importance of fiscal discipline. Public expenditure drives growth, but its effectiveness depends on 

allocation to productive sectors. Tax revenues play a stabilizing role, though indirect taxes contribute to 

inflation. The analysis, based on 2000–2024 data, highlights India’s fiscal challenges, including high debt 

and limited fiscal space. Policymakers must navigate these trade-offs to achieve sustainable growth without 

destabilizing prices. Future research should explore sectoral impacts and the long-term effects of tax reforms 

to provide deeper insights. 

Suggestions 

To optimize fiscal policy, India should prioritize productive expenditure on infrastructure, education, and 

healthcare, which enhance long-term growth without immediate inflationary pressures. Streamlining 

subsidies and improving tax compliance can reduce fiscal deficits, easing inflation. The government should 

adopt a medium-term fiscal framework to balance growth and price stability, incorporating debt 

sustainability targets. Enhancing direct tax collections and reducing reliance on indirect taxes like GST can 

mitigate consumer price rises. Regular monitoring of fiscal multipliers, using tools like VAR, can guide 
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expenditure decisions. Strengthening coordination between fiscal and monetary policies, as suggested by 

RBI (2023), is crucial to manage inflation expectations. Finally, investing in data-driven policymaking, 

including real-time economic indicators, can improve fiscal responsiveness to shocks. These measures can 

help India achieve sustainable growth while maintaining macroeconomic stability. 
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