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ABSTRACT 
 
 Public debt is one of the major tools of resource rallying which diverts the resources in proper 
channels. Out of the total debt the direct charge on government earnings is taken as public debt. It's a 
measure of the government debt. The debt is nominated in currency as well as the foreign currency. Public 
debt comprises domestic debt and external debt. Both the debts have its own advantages and 
disadvantages. Analysis of the effect of India’s public debt on the economical growth will give introductory 
foundation for policy development geared towards of a successful debt operation that contributes to a 
sustainable economical growth in the country. Further the experimenter is keen about knowing the 
economical background of India through various analyses enhancing for the sake knowledge. Realizing that 
further countries resort to borrowing and it has increased at an adding rate which had created the desire to 
study the impact of public debt with a view to understand whether the public debt had given further benefits 
or downsides to Indian economy over the study period. The increase in public debt may increase numerous 
economical problems in the Indian economy. India aiming at economical growth is brazened with numerous 
problems similar as poverty, severance, low investment, etc. the end of the government is to annihilate the 
problems and develop the nation. To achieve this, the government has to promote investments in weal 
conditioning which in turn increase the public expenditure. The nonstop increase of public expenditure in 
economy is the main reason to increase public debt in India. Thus, the experimenter is keen in need to 
study the different confines of public debt. 
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Introduction 

India’s public debt has increased significantly because the country is a fast- growing economy 
and is considered one of the world’s major arising husbandries. India increased investment on the one 
hand, and increased domestic and foreign debt on the other. The public debt is anticipated to increase by 
nearly 70 of its GDP. Public debt is created and increased through the use of government bonds and is 
anticipated to be paid in agreement with the rules of the Bank for International Settlements (BIS), a fiscal 
association possessed by the Central Bank. Public debt as a chance of GDP has steadily declined 
from42.1 in 2005- 06 to36.9 in 2007- 08. The public debt/ GDP rate showed a downcast trend from 2002- 
03 to 2007- 08, an upward trend in 2009- 10, and a narrow range of oscillations from 2011- 12 to 2018- 
19. It has also been observed that the total financial deficiency (GFD) from 2019 to 2022 has increased 
by3.8. A developing economy needs to tap all possible resource to rally its fiscal resources for the 
perpetration of experimental plans. The study will be precious to know the debt position of India and it 
could pinpoint the factors which impact the country is essential to the itineraries to guard the interests of 
the nation before it falls into debt trap. The main sources of central government GFD are request loans, 
small savings, state provident finances, external aid and short- term loans. Thus, it's trying to determine 
the growth problems and trends of India's public debt and domestic and foreign debts and their impact on 
India’s economical growth.    
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Public Debt   

Public obligation is the obligation which states owes to its subject or to the public of different 
nations. Public obligation emerges because of the borrowings by the public authority. The public 
authority gets from banks, business associations, business houses and people. The borrowings of the 
public authority might be inside the country, from outside the country or both. The wellsprings of public 
obligation are dated government protections, repository charges, outside help and evanescent 
borrowings which is conveyed with the guarantee of the public authority to pay interest at standard 
stretches or at single quantum toward the end, notwithstanding the primary which must be refunded at 
the expressed time. Therefore, Philip. E. Taylor easily defines that the public debt as, “The debt is in the 
form of pledges by the storeroom to pay to the holders of these pledges a top sum and in utmost cases 
on that star”. The government borrows because current income may not be enough to cover its charges. 
It also took out loans for unforeseen and unlooked-for charges, and tax revenue couldn't be increased to 
the same extent. You can also adopt money to finance capital expenditures, because current income is 
generally not enough to achieve this thing. In recent times, government functions have expanded 
abnormally, adding   duty earnings and capital expenditures. Increased spending on ultramodern war 
and defense has also led to an increase in public spending. In fact, the increase in public expenditure is 
the cause of the substantial increase in public expenditure (debt).    

Review of Literature   

Warner (1992) tried to consider the impact of the debt extremity for investments using OLS 
estimation for 13 LDCs during the period of 1982 to 1989. The study redounded that the data for drop in 
investment in heavily obliged countries are reducing import prices, high interest rates, and sluggish 
growth rate in GDP in advanced countries. Prabhat Patnaik (1985) had anatomized the consequences of 
public debt if it was employed as a mode of financing public expenditure. The author was of the view 
that, dealing Government securities to buyers other than the Reserve Bank of India as a means of 
financing public expenditure was less inflationary than dealing securities to the Reserve Bank of India. 
This view had the support of the Chakravarthy Committee on the working of the financial system. 

S.P. Gupta (1994) in his work had made an attempt to assess the impact of financial and 
financial changes introduced by the government of India on domestic and external debt. For this 
purpose, the author had used a logical model, which was veritably close to the model developed by 
Stanley Fischer, former Vice-President of the World Bank. To dissect the impact of the present and near 
unborn policy changes espoused and the reform programme, indispensable protrusions over a period of 
ten times for the applicable debt parameters had been made for the domestic as well as the external 
sectors of the Indian Economy.  Charan Singh (1999) had delved the relationship between the domestic 
debt and economical growth. The study examined the Ricardian parity thesis through the Cointegration 
test and the Granger reason test for India, over the period of 1959- 1995. The author had made his 
analysis in seven sections. The first section bandied the theoretical issues of domestic debt and its 
relationship with economical growth. The alternate section consists of brief review of empirical literature.    

Purpose of Public Debt   

In general, debt is accepted as a system of financing the economical development of the 
country. Generally speaking, the rapid-fire growth of public spending relative to income growth has led to 
the need for borrowing. The process of capital conformation and industrialization requires substantial 
investment in structure similar as roads, railroads, irrigation conduits, and power shops, forcing the 
government to resort to external borrowing. Rapid industrialization requires a large quantum of imported 
capital goods, similar as ministry and outfit and specialized know- style, imported from abroad. 
Governments of various countries have to adopt large quantities from foreign countries to make up for 
the balance of payments deficiency caused by large quantities of significances. The government of India, 
like all other governments, had also espoused in the history and still it continues to adopt. But the Union 
and State governments are being empowered to adopt under certain conditions and limits. The Indian 
government has espoused substantially for the purpose of war before independence. In India utmost of 
the public debt is in long- term interest- bearing securities similar as public savings instruments, pastoral 
experimental bonds, capital development bond, etc. In India the state generally borrows to meet their 
expenditures. Grounded on this the objects of public debt are  

• Recover Budget Poverties: The purpose of public debt is generally to fill the gap between 
proposed public expenditures and anticipated earnings during the time. When government 
earnings are lower than its expenditures due to increased executive charges or to deal with 
unlooked-for extremities, it isn't always applicable to impact the duty system. It must be seen if 
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the sale is accidental or regular. However, also it's applicable for the government to adopt 
money from both internal and external sources, If the budget deficiency is accidental. Still, if the 
deficiency is recreating, the country will take applicable measures to increase earnings and 
reduce expenditures through levies.   

• To Meet Extremities: The government may adopt for defence purposes. In this age of 
infinitesimal warfare and adding   transnational pressures, a country needs large finances to 
maintain its defence services and up to date outfit’s to cover itself from foreign aggression. Still, 
ultramodern wars are delicate to be financed by taxation alone, as heavy taxation may 
negatively affect product. Hence, government may resort to public borrowings from inside our 
country boundaries as well as from out of the country to finance wars.   

• To Finance Development Plan: During British rule in India, public debt was used to make 
railroads, irrigation systems, and other systems. After independence, the government espoused 
money from the public to pay for development work under the Five- Time Plan and other 
systems. An underdeveloped economy is always agonized by a deficit of finances. Due to its 
low duty capacity, the government cannot resort to high levies. But to annihilate poverty in the 
country and break the vicious cycle of poverty, backing development plans is essential. Thus, in 
this case, public loans are the only way out. Hence, the government of under developed 
countries resort to public borrowing from the people or from governments and individualities of 
foreign countries or both to finance huge experimental expenditure of their countries so as to 
make necessary preconditions for takeoff.    

Growth, Interest Rate and Public Debt   

To explain the temporal geste of debt and deficiency (As rates of GDP) economists concentrate 
on the primary deficiency rate (i.e., financial deficiency rate less the rate of interest payments to GDP), 
piecemeal from growth and interest rates. The reason is that, given the stock of public debt at the 
morning of any time (due to once borrowings or financial poverties), the change in the debt GDP rate 
over time is known once we know the time profile of the primary deficiency, the growth rate, and the 
interest rate. We’ve bandied how financial programs and other factors tended to retardation the growth 
and raise the financial deficiency rate. Since, so far, we haven't gone into variations in interest rates as a 
factor impacting budget deficiency, our result rigorously speaking refers to the deterioration of primary 
deficiency. Still, if we take into account the geste of primary deficiency, growth and interest rates, the 
time profile of the debt – GDP rate poses a mystification whose resolution is at odds with the mainstream 
view of the Indian financial script. Government borrows largely through medium- and long- term 
securities, small saving instruments. Hence, in any time interest payments of the government depends 
primarily on its once borrowings and with the prevailing interest rates. Since nominal interest rates on 
small savings are conducted and indeed when acclimated are kept mainly in excess of those government 
securities, a decline in affectation in any time will tend to raise the government interest burden. The fall in 
real interest rates does make new borrowings through cheaper securities, still piecemeal from the fact 
that the benefits of similar cheapening accrue only with time pause, a dwindling trend in affectation and 
interest rates, unless anticipated tends to raise and it'll not drop the debt- GDP rate. Indeed though when 
the real interest rate stabilizes at a position below the growth rate and the primary deficiency rate doesn't 
have a rising trend, it'll take quite a while before the outstanding, low interest government arrears 
overweigh the high interest and the effect of the positive growth – interest differential shows up in a 
declining debt- GDP rate.    

Role of Public Debt in Developing  

Economy In recent times Government’s expenditure is adding faster than their capability to 
raise resources, because now their conditioning isn't confined as to maintain law and order and cover the 
country against external aggression. Thus, when expenditure exceeds profit, deficiency arises in the 
budget of the government. This deficiency can be bridged by raising the profit from taxation or by 
adopting from public or by deficiency backing which depreciates the value of the money in the hands of 
the people. Both in developed and developing countries there are certain limits beyond which taxation 
rates cannot be raised without adverse goods on the investment position, product and accordingly on the 
rate of economical growth. Still, deficiency backing may be ineluctable under certain conditions but after 
a position it leads to affectation and other corruptions. Further it taxes the rich and poor in an analogous 
way which isn't desirable for the weal of the community. Hence, the system of public borrowing or raising 
public debt has been preferred by all the countries also developed or developing to raise their fiscal 
resources. It's because the reason that “choosing the applicable styles of finance cannot make a bad 
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plan good but it can make it more, using the wrong system can wreck indeed the stylish plans”. A 
developing economy has to tap all possible sources to rally sufficient fiscal resources for the perpetration 
of its economical development plans. It has to use profit surplus for the purpose to seek external debt 
increase. Its position of taxation and public borrowings are the major tools of resource rallying. Public 
Borrowing in backing productive investment generates fresh productive capacity in the economy. 

Table Showing Summary of Relation of Public Debt and Economic Growth 

Model R R2 Adjusted R Square Std. Error 

1 0.95 0.91 0.88 1.239 
 

Table Showing Coefficients of Public Debt and Economic Growth 

Variables Coefficients Std. Error t-value p-value 

Q 4.889 4.384 1.115 0.29 

X1 1.037 0.463 2.237 0.05** 

X2 -1.594 0.318 -4.999 0.00* 

X3 0.334 0.048 6.974 0.00* 
*Significance at 1% level, **Significance at 5% level. 

External debt of the country continues to be dominated by the long- term borrowings. NRI 
deposits alleviate the pressure on India’s external borrowings to a considerable extent in recent times. If 
the NRI deposits increase its anticipated to drop the stock of external debt. The below table the equation 
of the form Q = α βt has been fit to the data. With the values of ‘α’ and ‘β’ to be0.05 and0.29 the trend 
value is attained. This is the considerable fact and shows the impact is high of public debt on Growth of 
India. During the study period it was witnessed there was gap between the income and expenditure of 
the Indian Government redounded in mounting financial poverties. To fight this government of India 
convinced deficiency backing which increased the money force and caused inflationary pressure. 
Increase in financial deficiency revealed to an increase in current account poverties.    

Conclusion   

Overall study affects shows that the public debt has an adverse impact on economical growth in 
India. There's positive impact on Interest rate, tax revenue and capital disbursement. When domestic 
debt and external debt is insulated from the total public debt, it results that both the domestic debt and 
external debt has adverse impact on the macroeconomic pointers. The study on fastening the 
performance of public debt in Indian economy results that there's a high variation in GDP and Affectation. 
In the case of domestic debt there's high variation of variables GDP and Affectation and little variation on 
Gross Investments. Further on external debt the study focuses on high variation on variables similar as 
CAD, trade openness and Exchange rates. There's little variation on GDP, Affectation and Interest rates. 
It's observed that the resources are mustered through public debt are principally used in anon-plan 
expenditure rather than in a plan expenditure. The study suggests that policy should be framed by the 
government to allocate the resources which is generated through public debt to planned systems which 
promotes economical growth. The government could rally resources for economical development 
through public debt which depends largely on domestic debt. Hence, the government should concentrate 
on skillful operation of debt operation ways. The government of India has been adding the borrowings 
both internally and externally over the study period. As a result, the economy isn't only promoting its 
wealth through tax revenue but also adding its public debt. From the exploration it's concluded that the 
rise in domestic debt is due to heavy demands for public expenditure 
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