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• Comprehensive Coverage 

• Must for UPSC/SSC/ 

 Banking Exams 

• Doubts Clearing 

• PDFs 
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Monetised Deficit 
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• Fiscal deficit provided by the RBI to the government 

• In form of short- and long-term borrowings. 

• To borrow, Government issues short-term (Treasury 

Bills) and long-term (G-Secs) securities. 

• Subscribed/Purchased by the RBI on compulsory 

basis.  

• The value of investment made by the RBI in the year 

used to be the monetised deficit of the Government. 



Since 2003 
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• Once the fiscal responsibility law was enacted (in 2003) 

situation has changed 

• RBI has stopped being the primary subscriber of the 

Treasury Bills (rather RBI invests in them voluntarily) as an 

integral part of the ways and means advances (WMAs) 

• An ad-hoc ‘14-Days Intermediate Treasury Bills’ have been 

put in place to meet the short term needs of the 

Government, which are not subscribed by the RBI 

• The compulsion for RBI to subscribe the G-Secs was also 

dropped in 2007 (now RBI just manages the borrowing 

programmes of the Government).  



What is WMA 
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Temporary Loan 
Facilities 

Provided by RBI 

to Centre and States 



Why in news 
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• A 60% increase in the Ways and Means Advances (WMA) 

limit of state governments over and above the level 

 

• With a view to enabling them “to undertake COVID-

19 containment and mitigation efforts” and “to better 

plan their market borrowings”. 

https://indianexpress.com/about/coronavirus/
https://indianexpress.com/about/coronavirus/
https://indianexpress.com/about/coronavirus/


How It happens 
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• Section 17(5) of the RBI Act, 1934 authorises the central 

bank to lend to the Centre and state governments  

 

• subject to their being repayable “not later than three 

months from the date of the making of the advance”. 

 

• Introduced in 1997 by replacing Ad-hoc T-Bills 



Types 
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• There are two types of WMAs —  

 

• normal Ways and Means Advances; and  

 

• Special Drawing Facilities against government securities 

held by States as collateral.  



Interest charged 
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• The interest rate on WMA is the RBI’s repo rate,  

 

• which is basically the rate at which it lends short-term 

money to banks. 



Tenure 
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• The WMA loans have a 90 days tenure. 



Overdraft conditions 
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• Any amount drawn by a State in excess of the normal 

WMA is an overdraft.  

• There is a State-wise limit for the funds that can be 

availed via WMA.  

• These limits depend on many factors, including total 

expenditure, revenue deficit and fiscal position of the 

State.  

• For the Centre, the WMA limit during the first half of 

2020-21 (April-September) has been fixed at Rs 120,000 

crore.  

• This is 60% higher than the Rs 75,000 crore limit for the 

same period of 2019-20. 



Situation Now for Deficit Financing 
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• RBI no longer subscribes the primary issuance of either 

Treasury Bills or the G-Secs, 

• But RBI requires to regulate monetary policy, 

• RBI keeps buying and selling all of the Government 

securities (short- and long- term)— under the open market 

operations (OMOs).  

• Hence, RBI is not under any compulsion to invest in the 

Government securities 

• But they have been dealing with them  

• If government keeps doing deficit  RBI will keep monetizing it 



Deficit and Surplus Budget 
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• When the budgetary proposals of a government for a 

particular year proposes higher expenditures than the 

receipts, it is known as a deficit budget.  

 

• Opposite to this, if the budget proposes lesser 

expenditures than the receipts, then it is a surplus budget 

 

• Governments tend not to present Surplus budgets 



Deficit Financing 
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• Act/process of financing/supporting a deficit budget by a 

government is deficit financing. 

• Government is aware about their upcoming expenditures 

• Used in the area of public finance since 1930s in USA, in 

routine since 1970 

• term is being used by the corporate sector, too 

• Helps in meeting developmental goals 



Means of Deficit Financing 
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• External Aids 

 

• External Borrowings 

 

• Internal Borrowings 



Deficit Financing Process 
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• External Aids (Always better than Internal Aid to avoid 

crowding out) 

• The Government in the Union Budget 2019–20 has 

proposed  to raise part of its borrowings from the external 

markets.  

• It means, the Government was in favour of issuing 

‘Sovereign Bond. 

• Such an initiative of the Government might be based on 

the fact that the sovereign external debt of India is at quite 

comfortable level (5 per cent of the GDP).   



Deficit Financing Process 
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• Internal Borrowings come as the third preferred route  

• Avoided by government due to crowding out.  

• Prospects of private sector is hampered 

• Economy heads for a double negative impact—lower 

investment hence lower demands 



Printing Currency 
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• Last resort for the government in managing its deficit.  

• It has damaging effects on the economy 

• It increases inflation proportionally. (created double digit 

inflations.) 

• It brings in regular pressure and obligation on the 

government for upward revision in wages and salaries of 

government employees 

• Increases the government expenditures 

• Composition are suggested: 



Combinations of Expenditure 
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• A fiscal deficit with a surplus revenue budget or a zero 

revenue expenditure is the best composition of fiscal 

deficit and the most suitable time for deficit financing. 

• The deficit requirements for lower revenue expenditures 

and higher capital expenditures are the next best 

situation for deficit financing, provided revenue deficit is 

eliminated soon. 

• The last could be the situation when major part of deficit 

financing is to fulfil. The total money of the deficit might 

go to fulfil revenue expenditurevenue expenditures and 

a minor part to go for capital expendituresre, which 

could be the worst form of it. 



FISCAL POLICY 
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• ‘the policy of the government dealing with he 

government purchases, transfers, and the tax structure’ 
 

• It has impact on the overall performance of the economy 

 

• Product of Keynesian economics 



Deficit Financing in India 
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• The First Phase (1947–1970): no concept of deficit 

financing and the deficits were shown as Budgetary 

Deficits 

• Heavy borrowing from inside and outside the economy 

but unable to meet the target 

• Establishing giant PSUs with higher revenue 

expenditures 

• heavy borrowings from the RBI and finally 

nationalisation of banks 



The Second Phase (1970–1991) 
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• Period of deficit financing 

• Nationalisation policy and simultaneous revival of an 

increased emphasis on expansion of the PSU 

• Excessive corruption became burden on centre 

• Population rise 

• Centralised Planning 



The Third Phase (1991 onwards) 
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• Economic reforms 

 

• IMF Intervention 



Indian Fiscal Situation: A Summary 
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• 1985 the Government of India discussion paper on  

‘Long-Term Fiscal Policy’.  
 

• A virtual freeze was announced on government 

expenditure, and 

 

• A ceiling on the budgetary deficit 



Issues in India 
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• Political Factors 

 

• Institutional Factors 

 

• Ethical Factors 



FRBM Act, 2003 
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• The Fiscal Responsibility and Budget Management Act 

(FRBM Act), 2003, establishes financial discipline to 

reduce fiscal deficit. 

 

• The Act’s long-term objective is for India to achieve 

fiscal stability and to give the Reserve Bank of India 

(RBI) flexibility to deal with inflation in India 

 

• Govt not to borrow except through WMA route 



Key features of the FRBM Act 
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• The FRBM Act made it mandatory for the government to 

place the following along with the Union Budget 

documents in Parliament annually: 

 

• Medium Term Fiscal Policy Statement 

•   

• Macroeconomic Framework Statement 

•   

• Fiscal Policy Strategy Statement 



FRBM Act, 2003 
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• The FRBM Act proposed that revenue deficit, fiscal 

deficit, tax revenue and the total outstanding liabilities 

be projected as a percentage of gross domestic product 

(GDP) in the medium-term fiscal policy statement. 

• The Union government’s liabilities account for a little 

over 46% of the country’s GDP. However, if the public 

debt is calculated as general government liabilities, 

which also includes the liabilities of states then it goes 

up to 68% of the country’s GDP. 



FRBM Act, 2003 
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• In Budget 2017, Finance Minister Arun Jaitley deferred the 

fiscal deficit target of 3% of the GDP and chose a target of 

3.2%, citing the NK Singh committee report.  

• The Comptroller and Auditor General of India had pulled up 

the government for deferring the targets which it said 

should have been done through amending the Act. 

• FD and RD may exceed the targets only on the grounds 

such as national security, calamity or on exceptional 

grounds. 

• N.K. Singh Committee 



FRBM Act, 2003 
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• A panel under former Revenue Secretary, N.K. Singh was 

constituted by the government in May 2016 for reviewing 

the Fiscal Responsibility and Budget Management (FRBM) Act, 

2003. 

• Recommendations 

• Debt to GDP ratio of 60% should be targeted with a 40% 

limit for the center and 20% limit for the states. The 

targeted debt to GDP ratio should be achieved by 2023. 

• It said that the 60% consolidated Central and State debt 

limit was consistent with international best practices, and 

was an essential parameter to attract a better rating from 

the credit rating agencies. 



Fiscal Glide Path 
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• This provides the Government a flexibility of 0.5 per cent 

in targeting the fiscal deficit (the Escape Clause) 



Limiting Government Expenditure 
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• New Zealand first introduced legal binding on the 

government’s powers of money creation, to ensure no 

inflation in economy 

 

• Constitutional limit on the size of government deficits or 

the power of the government to borrow (Germany & 

Chile) 

 

• Currency Board – to serve the same basis 



FISCAL CONSOLIDATION IN INDIA 
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• Policy initiatives towards cutting revenue deficits 

• Cutting down the burden of salaries, pensions and the 

PFs 

• Cutting down the subsidies 

• Interest burden to be cut down 

• Postal deficits to be checked by involving the post 

offices in other areas of profit 



Increasing revenue receipts 
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• Tax Reforms 

 

• State governments allowed to go for market borrowing 

for their plan expenditure 

 

• The ways and Means Advances (WMA) scheme 



Zero-Base Budgeting 
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• Bottom Up 

 

• Zero Base 

 

• Fresh Start 

 
• Should we spend? 

• How much should we spend? 

• Where should we spend? 



Essential Components of ZBB 
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• Should we spend? 

 

• How much should we spend? 

 

• Where should we spend? 



OUTPUT-OUTCOME FRAMEWORK 
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• By 2019–20, the Government of India developed the idea of 

the Output-Outcome Framework (OOF).  

• It is an important reform towards outcome-based monitoring 

of developmental actions of the ministries and departments. 

• ‘measurable indicators’ have been put in place monitoring 

the objectives (i.e. ‘Outcomes’) of the Central Sector (CS) 

and Centrally Sponsored Schemes (CSSs) which account 

for around 40 per cent of the Government’s budget 

expenditures. 



TYPES OF BUDGETS 

41 

• Golden Rule: government should borrow only to invest 

and not to finance current spending [golden rule of 

public finance] 

 

• Balanced budgeting: total public-sector spending equals 

total government income 



Gender Budgeting 
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• Allocates funds and responsibilities on the basis of 

gender is gender budgeting.  

 

• To tackle socio-economic disparities visible on a 

sgender basis). 

 

• Started in India with the Union Budget 2006–07  

 

• Gender budgeting cells in 32 ministries and 

departments. 



PUBLIC DEBT 
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• Public debt management agency (PDMA) was proposed 

in the Union Budget 2015–16 

 

• Clear objections from the Reserve Bank of India 

 

• Due to External Bond Market it was prescribed external 

agency should be created 




