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A b s t r a c t

The interaction between fiscal and monetary policy plays a crucial role in macroeconomic stability, particu-
larly in emerging economies like India. This study examines the fiscalmonetary nexus using quarterly data
from2000 to 2022, with a focus on the fiscal theory of the price level (FTPL) framework. Specifically, it inves-
tigates how public debt affects the interest rates, under varying economic conditions. The findings provide
robust evidence that the monetary-fiscal nexus in India exhibits nonlinear characteristics. Nonlinear mod-
elling approaches of Markov regime switching and penalised spline regression are employed to analyse the
impact of public debt while incorporating various control variables to account for broader macroeconomic
dynamics. The results reveal a significant negative relationship between the lagged public debt-to-GDP ratio
and the call money rate, consistent with the FTPL framework. This finding underscores the interconnect-
edness of fiscal andmonetary policies and suggests that fiscal dominance constrains the central bank’s ability
to manage interest rates independently. Policymakers must address the sustainability of public debt to allow
the central bank to retain its autonomy and effectiveness in stabilizing the economy.
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