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DEBT SUSTAINABILITY ASSESSMENT 

1. India’s public debt, while high, is sustainable. The latest Article IV staff report 
published by the International Monetary Fund (IMF) in December 2019 found India’s public 
debt high, yet sustainable. IMF stated that favorable debt dynamics and financial repression 
make the debt path sustainable—the statutory liquidity requirement creates a captive domestic 
market for debt which limits the interest cost of debt. Risks are further mitigated because public 
debt is denominated in domestic currency and predominantly held by residents.  Nevertheless, 
the primary risk to debt sustainability stems mainly from shocks to real GDP growth and fiscal 
slippages.  India’s external debt remains low at 19% of GDP in fiscal year (FY) 2019 (ended 
on 31 March 2019) and sustainable. 
 
2. The central government had introduced reforms to public finance and 
committed on the path of fiscal consolidation before the pandemic struck. With weak 
economic growth and falling tax collection, the central government invoked an escape clause 
in the Fiscal Responsibility and Budget Management Act, which allows deviation from fiscal 
targets during structural reform. The central government fiscal deficit in FY2020 was revised 
up by 0.5 percentage points to 3.8%. The central government had committed in its 2020–21 
budget to a moderate path of fiscal consolidation, lowering its fiscal deficit to 3.5% of GDP in 
FY2021, 3.3% in FY2022, and 3.1% in FY2023. The Union Budget 2021 cut subsidies and 
introduced a simplified personal income tax option that reduces tax rates for those earning 
less than $20,000 per year but forgoes exemptions and deductions.  
 
3. The COVID-19 pandemic has impacted on the economy. The Asian Development 
Outlook (ADO) 2020 published on 3 April projected a growth of 4.0% in FY2021 and 6.2% in 
FY2022. ADO 2020 also estimates that depending on the severity of the pandemic, economic 
growth in FY2021 could be between 4.6% with relatively shorter containment measures and 
1.4% with longer containment measures (Figure 1). IMF’s latest World Economic Outlook 
(WEO) 2020 published on 14 April forecasts India’s GDP growth at 1.9% in FY2021 before 
rebounding sharply to 7.4% in FY2022, assuming that the pandemic dissipates in the second 
half of 2020. WEO 2020 also projects that the general government budget deficit to rise to 
7.4% of GDP in FY2021 and 7.3% in FY2022. 
 

Figure 1: Growth Projections (%) 

 

Notes: Pre-COVID forecast is from ADO Supplement, December 2019.  

Sources: Asian Development Outlook Supplement, December 2019; Asian Development Outlook 2020, 

World Economic Outlook 2020 and ADB estimates. 
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4. The public debt to GDP ratio will remain elevated in FY2021 and FY2022 but will 
fall gradually. The ADB baseline (Table 1) follows the latest WEO’s growth projections for 
FY2021 and FY2022, and assumes growth to moderate to 7.0% in the medium term. The 
general government primary deficit is assumed to be 3.7% of GDP in FY2021 and 3.2% in 
FY2022 with an increase of 1.5 percentage points in the first year  and a smaller increase of 
1 percentage in the second because of the need to fight the pandemic and support recovery. 
The primary deficit is expected to fall to 1.7% of GDP on tax reform and fiscal consolidation. 
With these assumptions, the public debt to GDP ratio is expected to increase to 77.2% in 
FY2021 from 72.2% in FY2020 as growth dips and inflation falls. The debt GDP ratio will 
decline gradually to 73.5% in FY2025 (Figure 2). The debt path under the ADB baseline is 
about 8 percentage points above the IMF projections from the Article IV staff report, because 
of not only the adverse impact of COVID-19 on economic growth and the general government 
primary balance but also the revisions to national account data released in January 2020. 
Nominal GDP growth in FY2019 and FY2020 was 0.2 and 2.6 percentage points, respectively, 
lower than the IMF projections in its December Article IV report. As a result, the debt GDP 
ratio increased 2.8 percentage points to 72.2% in FY2020, even with the same value of the 
debt stock. 
 

Table 1: Key Macroeconomic and Fiscal Assumptions 
IMF Dec 2019 FY2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025 

Real GDP Growth 6.8 6.1 7 7.4 7.4 7.4 7.3 

GDP Deflator 4.1 3.8 4.0 3.9 3.9 3.9 3.9 

Effective interest rates 7.9 8.1 7.9 7.7 7.7 7.6 7.6 
Primary balance % of 
GDP 

(1.2) (2.2) (2.0) (2.1) (2.1) (2.1) (2.1) 

Nominal GDP Growth 11.2 9.9 11.3 11.6 11.7 11.7 11.6 

ADB Baseline        

Real GDP Growth 6.1 4.2 1.9 7.4 7.0 7.0 7.0 

GDP Deflator 4.6 3.0 3.3 3.6 4.0 4.0 4.0 

Effective interest rates 7.9 8.1 7.9 7.7 7.7 7.6 7.6 

Primary balance % of 
GDP 

(1.6) (2.6) (2.6) (2.5) (1.7) (1.7) (1.7) 

Nominal GDP Growth 11.0 7.3 5.3 11.3 11.3 11.3 11.3 
()=negative; FY= fiscal year; GDP = gross domestic product 

Source: IMF Article IV Report (December 2019); World Economic Outlook (April 2020) and ADB estimates. 

 

Figure 2: Debt Sustainability Assessment Stress Tests (% of GDP) 

Source: IMF Article IV report (December 2019); World Economic Outlook, April 2020 and ADB estimates 
Note: IMF Dec 2019 corresponds to IMF Article IV report published on December 2019. National accounts data for India were 
revised in 2020 after the IMF Article IV report was published. Hence numbers won’t match. ADB Baseline includes the impact 
of COVID-19 on the macroeconomic indicators.  
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5. Risks to India’s debt sustainability remain contained. Various stress tests to the 
ADB baseline show that the primary risk is low growth (Figure 2). Under  a real GDP growth 
shock, real GDP growth is assumed to be one standard deviation (1.3 percentage points) 
lower than the ADB baseline with corresponding falls in the primary balance and growth of the 
GDP deflator (Table 2), the debt-to-GDP ratio would reach a peak of 80.7% in FY2022 and 
fall afterwards. The stress tests with higher primary deficits (one standard deviation, or 0.6 
percentage points, higher) and higher interest rates would also raise the public debt to GDP 
ratio above the ADB baseline, but by a smaller amount than the real GDP growth shock. The 
three shocks combined together would push debt up to 81.3% of GDP in FY2022 before falling 
to 78.4% in FY2025. 
 
6. The impact of emergency assistance by ADB and other Multilateral Development 
Banks to India on the public debt path is minimal (Figure 2). These assistances may 
include a $1.5 billion ADB loan under the COVID-19 Pandemic Response Option (CPRO) of 
the Countercyclical Support Facility (CSF), a $0.5 billion ADB financial intermediation loan, an 
already approved $1.0 billion World Bank COVID fast response loan, another planned $1.0 
billion World Bank COVID response loan, and $500 million each from the Asian Infrastructure 
Investment Bank (AIIB) and New Development Bank (NDB). With these loans, the public debt 
to GDP ratio would increase by 0.2 percentage points from the ADB baseline in the first two 
fiscal years, peaking at 77.5% in FY2022, and gradually converge to the baseline to be 0.1 
percentage points higher by FY2025 as amortization increases. 
 

Table 2: Assumptions for Stress Tests to the ADB Baseline 
 FY2021 FY2022 FY2023 FY2024 FY2025 

Primary Balance Shock      

Primary Balance % of GDP (4.3) (3.8) (1.7) (1.7) (1.7) 

Real GDP Growth Shock 
     

Real GDP Growth 0.6 6.1 7.0 7.0 7.0 

GDP Deflator 2.9 3.2 4.0 4.0 4.0 

Primary Balance % of GDP (2.9) (3.1) (1.7) (1.7) (1.7) 

Interest Rate Shock      

Effective Interest Rate 7.9 8.0 8.1 8.3 8.4 

Combined Shock      

Real GDP Growth 0.6 6.1 7.0 7.0 7.0 

GDP Deflator 2.9 3.2 4.0 4.0 4.0 

Effective interest rate 7.9 8.0 8.1 8.3 8.4 

Primary Balance % of GDP (4.3) (3.8) (1.7) (1.7) (1.7) 

()=negative; FY= fiscal year; GDP = gross domestic product 

Source: ADB estimates. 
 
 
 

 

 


