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FOREWORD

The Reserve Bank’s annual publication “State Finances: A Study of Budgets” provides a
comprehensive analysis of the fiscal position of State governments in India for the period
2023-24 (actuals) to 2025-26 (budget estimates). The theme of this year’s Report is
‘Demographic Transition in India — Implications for State Finances’.

Key Takeaways of the analysis are:

States’ consolidated gross fiscal deficit increased to 3.3 per cent of gross domestic
product (GDP) in 2024-25, after remaining below 3.0 per cent during the previous three
consecutive years. The deficit exceeding 3 per cent mainly reflects 50-year interest free
loans from the Centre under Special Assistance to States for Capital Investment, which
is over and above the normal net borrowing ceiling of the States.

For 2025-26, States have budgeted gross fiscal deficit at 3.3 per cent of GDP while
improving composition of spending by restraining revenue expenditure.

The consolidated outstanding liabilities of States declined to 28.1 per cent of GDP at end-
March 2024, from a peak of 31 per cent at end-March 2021. The improvement reflects
both fiscal consolidation efforts, and favourable debt dynamics. The outstanding liabilities
are budgeted to increase to 29.2 per cent of GDP by end-March 2026. Notwithstanding
elevated debt levels, indicators of debt sustainability remain favourable.

Indian States are at different stages of demographic transition and their demographic
profiles are increasingly influencing their finances. The youthful States have a wider
window of opportunity benefiting from expanding working age population and stronger
revenue mobilisation. In contrast, the window is getting narrower for the ageing States,
facing fiscal pressure arising out of shrinking tax bases and rising obligations from
committed expenditure.

Going forward, youthful States may harness their demographic dividend by strengthening
human capital investment, intermediate States may balance growth priorities with early
preparation for ageing, and ageing States may enhance revenue capacity alongside
healthcare, pension and workforce policy reforms.

This Report has been prepared in the Division of State Finances (DSF) in the Department
of Economic and Policy Research (DEPR) under the overall guidance of Shri Sanjay Kumar
Hansda, Executive Director, and supervision of Smt. Sangeeta Das, Adviser. The DSF team



was led by Dr. Atri Mukherjee, Director, and comprised Shri Bichitrananda Seth, Assistant
Adviser, and Shri Rachit Solanki, Shri Kovuri Akash Yadav, Ms. Debapriya Saha, Shri Ettem
Abhignu Yadav, and Ms. Amrita Basu, Managers. Officers from the Division of Central
Finances (DCF), Dr. Shromona Ganguly, Director and Shri Anoop K. Suresh, Assistant
Adviser, were also a part of the drafting team.

Inputs from Shri Harsh Kumar Gautam, General Manger, Dr. Dirghau Keshav Raut,
Director, Shri Anand Prakash Ekka and Shri Sourit Das, Assistant Advisers, and Shri Prem
Kumar, Manager, of the Internal Debt Management Department (IDMD) are gratefully
acknowledged. Data support provided by Shri Nimish Anand Raje, Assistant Manager,
Shri Angadi Phaneendra Yathy Raju, Assistant Manager and Shri Harshwardhan Hiraman
Chaudhari, Assistant, are highly appreciated.

Officers from the Regional Offices of the DEPR - Dr. Rajmal, Dr. Raj Rajesh, Ms. Abhilasha,
Shri B.S. Choudhary, Shri T. P. Meitei, Shri Bhag Chan Yadav, Smt. Upasana Sharma, Shri
Kapil Dev Manhas, Ms. Pallavi Bhankhor, Ms. Garima Wahi, Ms. Madhuchhanda Sahoo,
Dr. Silu Muduli, Dr. Kirti Gupta, Ms. Palak Godara, Shri Sudhanshu Goyal, Shri Jobin
Sebastian, Shri Satyam Kumar, Ms. Shrishti Singh Patel and their staff provided significant
and timely support in collection and compilation of data.

Peer review by Dr. Pallavi Chavan and Shri Asish Thomas George, Directors, and Dr. Abhinav
Narayan, Assistant Adviser, are gratefully acknowledged.

Support provided by the Finance Departments of State Governments and Union Territories,
the Ministry of Finance, Government of India, and the Office of the Comptroller and Auditor
General (CAG) of India is also highly appreciated.

This Reportis available onthe Reserve Bank’s website (www.rbi.org.in). Feedback/comments
to help improve the analytical and informational content of the Report may be sent to the
Director, Division of State Finances, Department of Economic and Policy Research, Amar
Building (6th Floor), Reserve Bank of India, Sir Pherozshah Mehta Road, Mumbai - 400 001
or through e-mail: deprfad@rbi.org.in.
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I Overview

Indian States ave at diffevent stages of demographic transition. While some of them have alveady started
ageinyg, others ave at considerably earlier phases of transition, enjoying a wider window of opportunity
for economic growth. The diverse demographic trajectories of States necessitate diffevential fiscal policy
approaches suitable for their vespective age structurve and the velevant fiscal challenges.

1.1 India’s demographic profile stands at a
decisive inflection point. With over 1.4 billion
people and a median age of 28 years, its working-
age population is at a historical peak and is
projected to remain high throughout the coming
decade. This demographic window offers a
unique opportunity to boost economic growth and
strengthen public finances if the expanding labour
force is productively employed and supported by
coherent policies. Simultaneously, India’s fertility
rate has declined to near-replacement levels, and
rising life expectancy signals an imminent shift
towards population ageing. Population ageing
could soften India’s annual gross domestic product
(GDP) growth in the medium term (IMF, 2025). As
India moves past its demographic turning point
in the second half of the century, this decline
is expected to intensify. India must therefore
leverage its current youth bulge while preparing
for an ageing demographic structure.

1.2 The national-level indicators conceal
large inter-State divergences in demographic
parameters. The timing and pace of demographic
transition vary significantly across the States.
For instance, the median age varies from around
23 years in Bihar to around 37 years in Kerala.
Similarly, the old age dependency ratio' varies

from 14.0 in Bihar to 30.1 in Kerala. Accordingly,
the effective demographic windows of opportunity,
i.e., when the maximum demographic dividend
can be reaped, also vary across the States. While
some States have already started seeing an
ageing population, others are at a considerably
earlier phase of demographic transition, with
young and fast-growing population and rising
labour force participation rates, which present a
significant opportunity for economic growth.

1.3  Past studies have shown that demographic
factors have significant influence on government
finances (IMF, 2025; OECD 2022; ECB, 2022). In
the younger States, a larger workforce can lead to
increased savings, investments, and consumption,
fuelling economic progress if supported by
a favourable policy environment of quality
education, skill training, healthcare facilities, and
decent employment opportunities (Jain and Goli,
2022). This will broaden the tax base and enhance
revenue generation. In contrast, in the matured
States, population ageing may pose a burden on
fiscal policy, through upward pressure on pension
and welfare spending, while adversely affecting
the tax base and the structure of public revenues.
To safeguard against the adverse economic and
fiscal consequences of population ageing, there

' Old-Age Dependency Ratio measures the ratio of population aged 60 years and above relative to the working-age population (15-59 years).
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is a need for fiscal buffers, improved quality of
public finance and structural reforms (ECB, 2022).
Given that Indian States are at different stages
of demographic transition, uniform fiscal policies
may not be suitable for them. Their diverse
demographic trajectory necessitates a balanced
policy approach that leverages the economic
potential of a young workforce while addressing the
health and social needs of an ageing population.

1.4 In this backdrop, this year’s Report adopts
‘Demographic Transition in India: Implications
for State Finances’ as its theme. It undertakes
a comprehensive analysis of the demographic
trends across major States in India and groups the
States under three broad categories — Youthful,
Intermediate and Ageing — based on their current
age structure andprojected demographictrajectory.
Using this classification, the Report examines the
preparedness of the States to handle their current
and future demographic challenges. For instance,
whether the youthful States are capitalising their
demographic advantage through higher spending
on education, skiling, and job creation; the
intermediate States are augmenting their growth
potential through investment in innovation and
infrastructure creation, implementation of urban
reforms and encouraging female workforce
participation; and the ageing States are making
adequate provisions for additional expenditure
on healthcare, pensions, and social welfare. The
analysis is complemented by forward looking
policy suggestions for each category of States,

considering their population dynamics and the
related fiscal challenges.

1.5  Chapter Il of this Report undertakes an in-
depth analysis of the fiscal position of States in
terms of actual outcomes for 2023-24, revised
estimates (RE) and provisional accounts (PA) for
2024-25, and budget estimates (BE) for 2025-
26. It presents the policy initiatives announced
in State budgets towards revenue augmentation,
expenditure management and fiscal consolidation
and evaluates their R&D expenditures. Debt
dynamics in terms of market borrowings,
outstanding liabilities and guarantees are also
discussed in the Chapter.

1.6 The theme of this vyear’s repor,
‘Demographic Transition in India: Implications for
State Finances’, is covered in Chapter Ill. The
Chapter analyses demographic changes in India
both atthe nationallevel and State level. It highlights
the fiscal implications of demographic changes
in terms of their impact on State government
revenue, expenditure and debt sustainability. The
Chapter also suggests policy options for States at
different stages of demographic transition.

1.7  Chapter IV concludes by envisioning the
way forward for State finances. Appendices and
statements present detailed data, both aggregate
and State-wise, on various budgetary components
and fiscal indicators of all States and Union
Territories with legislatures.



II

Fiscal Position of the State
Governments

After remaining below 3 per cent of GDP for three successive years durving 2021-22 to 2023-24, the
consolidated gross fiscal deficit of States widened to 3.3 per cent of GDP in 2024-25. Slower revenue
growth, coupled with higher capital expenditure contributed to the widening of deficit. For 2025-26,
States have budgeted gross fiscal deficit at 3.3 per cent of GDE, while continuing to improve expenditure
quality. Elevated debt level and growing contingent linbilities persist as key vulnerabilities, even as their
debt-servicing pressuves have eased due to intevest-fiee loans from the Centre.

1. Introduction

2.1 The deficit indicators of States widened
in 2024-25." Slower revenue growth, coupled
with higher capital expenditure contributed to
the widening of deficits. States’ continued thrust
on capital expenditure augurs well for medium-
term growth prospects. For 2025-26, States have
budgeted gross fiscal deficit at 3.3 per cent of
GDP, while continuing to improve expenditure
quality.

2.2 Thischapterevaluatesthefiscal performance
of States in 2023-24 and 2024-25 and analyses
their budget estimates for 2025-26. The remainder
of this chapter is organised into seven sections.
Section 2 presents the key fiscal indicators.
Sections 3 and 4 analyse receipts and expenditure
patterns, respectively. Section 5 reviews fiscal
outcomes in 2025-26 so far and presents the
outlook for the rest of the year. Section 6 discusses
the financing pattern of the consolidated fiscal
deficit of States. Section 7 examines debt positions
and contingent liabilities of States. Concluding
remarks are presented in Section 8.

2. Key Fiscal Indicators

2.3 Finances of the State governments have
recovered sharply in the post pandemic years
as reflected in the moderation of their GFD-GDP
ratio from 4.1 per cent in 2020-21 (Table 11.1;
Chart 11.1). The improvement was driven by a
broad-based recovery in revenue performance
and enhanced expenditure quality through the
rise in capital outlay? and reduction in revenue
expenditure.

2.4 Since 2023-24, the GFD-GDP ratio has
moved upwards reaching 3.3 per cent in 2024-25
(Chart 11.1). The rise in fiscal deficit in 2024-25
was driven primarily by lower revenue receipts
largely attributed to lower grants from the Centre.
Notwithstanding, the consolidated GFD-GDP ratio
continued to remain within the Centre’s prescribed
ceiling of 3.5 per cent (including 0.5 per cent linked
to power sector reform). Sustained higher capital
expenditure strengthens the quality of fiscal
adjustment and augurs well for medium-term
growth.

' The consolidated data for 2024-25 are based on Provisional Accounts (PA) data from the Comptroller and Auditor General of India (CAG)

for 28 States and UTs and budget estimates for three States and UTs.

% Capital outlay is the major part of total capital expenditure. Another component is loans and advances made by State governments to their
public sector undertakings (PSUs), local bodies, and similar entities, with an (average) share of around 8.5 per cent between 2021-22 and

2025-26.
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Table II.1: Major Deficit Indicators - All States and Union Territories with Legislature

(% Lakh crore)

ltem 2019-20| 2020-21 2021-22| 2022-23| 2023-24| 2024-25| 2024-25| 2024-25| 2025-26
(BE) (RE) (PA) (BE)

1 2 3 4 5 6 7 8 9 10
Gross Fiscal Deficit 5.2 8.0 6.5 7.2 8.8 10.4 11.6 10.8 11.8
(Per cent of GDP) (2.6) (4.1) (2.8) (2.7) (2.9) (3.2) (3.5) (3.3) (3.3)
Revenue Deficit 1.2 3.7 1.0 0.6 0.9 0.8 1.9 2.1 0.8
(Per cent of GDP) (0.6) (1.9) (0.4) (0.2) (0.3) 0.2) (0.6) (0.6) 0.2)
Primary Deficit 1.7 4.2 2.3 2.6 3.7 4.8 6.0 5.7 5.5
(Per cent of GDP) (0.9) (2.1) (1.0) (1.0) (1.2) (1.5) (1.8) (1.7) (1.5)

BE: Budget Estimates. RE: Revised Estimates.  PA: Provisional Accounts.
Note: GDP at current market prices is based on the National Statistics Office (NSO)’s National Accounts 2011-12 series.
Sources: Budget documents of State governments; and Comptroller and Auditor General of India (CAG).

2.5 For 2025-26, States have budgeted a GFD- States have budgeted to surpass 3.5 per cent
GDP ratio of 3.3 per cent, maintaining the previous (Chart 11.2).
year’s level. An increase in revenue collection is

i ) 3. Receipts
expected to be offset by a corresponding rise
in spending. While 16 States have budgeted a 2.6 Revenue receipts of the States remained
GFD exceeding 3.0 per cent of their gross state constrained in 2023-24 and 2024-25 due to
domestic product (GSDP), within these, 13 sharp decline in grants-in-aid® from the Centre
Chart Il.1 States' Gross Fiscal Deficit
(Per cent of GDP)
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PA: Provisional Accounts. BE: Budget Estimates.
Sources: Budget documents of State governments; and CAG.

® These grants include the Centre’s plan schemes, centrally sponsored schemes, finance commission grants and other transfers or grants
to States/Union Territories with legislature. Finance Commission grants, in turn, comprise post-devolution revenue deficit grants, grants to
local bodies (rural and urban), grants for the health sector, grants-in-aid for State Disaster Response Funds (SDRF), and other specific-
purpose transfers.
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Chart 1.2 States' GFD-GSDP Ratios in 2025-26 (BE)
(Per cent of GSDP)
9.0 -
8.0 |
7.0
6.0 -
5.0
4.0 -
3.0 -
2.0 -
1.0 -
0.0 -
2 EE £ 6 65 5§ 8 8 EEETILEIT 3B G L LR ER ST R E L
EREEERSREERERREEE SRR ERE T AR RN
a ¥ L ad ¥ a s % = 2 7 2 E e 5 £ 8 8z g 3 o
El 2 g g3 = 3 o oS 5 = X £ § 5 3 =z
5 a £ £ 5 O = = £ o =
5] = g 2 © < =
5 g s < £
C- T
s
Source: Budget documents of State governments.
on account of decline in GST compensation and Chart 11.3). Tax receipts remained strong, largely
post-devolution revenue deficit grants (Table 11.2; driven by the robust devolution from the Centre.
Table I.2: Aggregate Receipts of State Governments and UTs
(% Lakh crore)
Item 2020-21 2021-22 2022-23 2023-24 2024-25 2024-25 2025-26
(RE) (PA) (BE)
1 2 3 4 5 6 7 8
1. Revenue Receipts (a+b) 25.9 32.3 36.5 39.3 45.8 41.7 51.3
(13.0) (13.7) (13.6) (13.0) (13.9) (12.6) (14.4)
a. States’ Own Revenue (i+ii) 13.5 17.2 20.4 22.7 26.1 - 29.8
(6.8) (7.3) (7.6) (7.5) (7.9) - (8.4)
i. States’ Own Tax 11.7 14.7 17.6 1.5 223 - 255
(5.9) (6.2) (6.6) (6.5) (6.8) - (7.1)
ii. States’ Own Non-Tax 1.8 2.5 2.8 3.2 3.7 3.4 4.4
(0.9) (1.0) (1.0) (1.1) (1.1) (1.0) (1.2)
b. Central Transfers (i+ii) 12.4 15.1 16.1 16.6 19.8 - 215
(6.2) (6.4) (6.0) (5.5) (6.0) - (6.0)
i. Shareable Taxes 6.0 8.8 9.5 11.3 12.9 - 14.2
(3.0) (8.7) (8.5) (3.8) (3.9) - (4.0)
ii. Grants-in-Aid 6.4 6.2 6.6 5.3 6.9 4.5 7.2
(3.2) (2.6) (2.5) (1.8) (2.1) (1.4) (2.0)
2. Non-Debt Capital Receipts (i+ii) 0.2 0.2 0.1 0.2 0.2 0.2 0.5
(0.1) 0.1) (0.0) 0.1) 0.1) (0.1) (0.1)
i. Recovery of Loans and Advances 0.1 0.2 0.1 0.2 0.2 0.2 0.2
(0.1) (0.1) (0.0) (0.1) (0.1) (0.1) (0.1)
ii. Miscellaneous Capital Receipts 0.1 0.0 0.0 0.0 0.0 0.0 0.2
(0.0) (0.0) (0.0) (0.0) (0.0) (0.0) (0.1)

RE: Revised Estimates.  PA: Provisional Accounts. BE: Budget Estimates.
Note: 1. Figures in parentheses are per cent of GDP.

2. “’:not available.

3. Components may not add up to total due to rounding off.
Sources: Budget documents of State governments; and CAG.
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Chart II.3: Declining Components of
Grants-in-Aid to States
(Per cent of GDP)
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Non-tax revenues of States - a small component -
also registered a marginal increase.

2.7 States’ own tax base is highly concentrated,
with goods and services tax (SGST), sales tax,
excise duties, and stamp duties and registration
fees together constituting about 90 per cent of total
own tax collections (Chart Il.4a). Within States’
own tax revenue, the collection varied across

components. While growth in SGST and States’
excise duties remained robust, sales tax collection
grew modestly in 2023-24 and 2024-25 (Chart
[l.4b). The efficiency in mobilising stamp duties
and registration fees has steadily strengthened
since 2021-22, reflecting administrative reforms
and digitalisation, albeit with significant inter-State
variation (Box I.1).

2.8 For 2025-26, States have budgeted a sharp
rise in revenue receipts, underpinned by higher
own tax collections and a rebound in grants.
As per the Union budget, the tax devolution is
expected to increase from 3.9 per cent of GDP
in 2024-25 to 4.0 per cent in 2025-26. Non-tax
revenue is also expected to improve, backed by
a slew of measures across States. Following the
Supreme Court’s decision on taxing of minerals,
Karnataka has passed a legislation to levy tax
on major minerals, in addition to the royalty and
expects additional revenue from tax on mines
in 2025-26. Rajasthan and West Bengal have
announced reforms to bring transparency and
start faceless management of mines to improve
revenue collection. Rajasthan has proposed to set

Chart 11.4 States’ Own Tax Revenues

a. 5-year Average Share of Components

of States' Own Tax Revenues
(Per cent)

B State goods and services tax
B Sales tax/VAT
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Stamps and registration fees
W Taxes on vehicles
m Others
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Source: Budget documents of State governments.
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Box Il.1: Stamp Duty and Registration Fees: Revenue Efficiency across States

It is widely argued that the taxation power of States has
declined following the implementation of the goods and
services tax (GST), which has subsumed a wide range of
their independent indirect taxes, such as value added tax
(VAT), sales tax, octroi, and entry tax. Among the current
State taxes, most prominent are the sales tax/ VAT on
petroleum products, State excise duties on liquor, and
stamp duties and registration fees (SDRF) on immovable
property transactions. In the post GST period (2017-18
to 2022-23), SDRF collections have recorded a robust
average buoyancy of 1.5 - significantly higher than sales
tax and excise duties - highlighting its potential to augment
fiscal capacity of States (Chart 1).

Stamp duty and registration fees in India typically range
between 4-10 per cent of the property value, depending on
location, property type and buyer category. Nevertheless,
a few large States continue to record buoyancy levels
below the average, reflecting inter-State disparities and
suboptimal mobilisation, often constrained by structural
and administrative inefficiencies (Karnik and Raju, 2015;
FC-XV). This box analyses (i) the factors influencing SDRF
collection, and (ii) the efficiency of SDRF mobilisation over
time and across States.

Chart 1: Average Bouyancy of States’ Own
Tax Revenue Components post-GST
2.0 1
1.45
1.5 A
1.0 A
0.5 A
0.20
-0.08

0.0 A T |

Stamps and Sales tax State excise

registration
-0.5 - fees
Source: Staff estimates.
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To assess tax efficiency empirically, following Battese
and Coelli (1995), a stochastic frontier analysis (SFA)* is
applied to data for 17 major States during the period 2004-
05 to 2022-23. The model includes five determinants:
gross state domestic product (economic scale), capital
outlay (role of public investment in augmenting the tax
base), registered factories (industrialisation and depth
of the formal sector), bank credit-GSDP ratio (financial
penetration), and a debt dummy (debt-GSDP ratio above
25 per cent)®. The debt dummy tests whether higher
indebtedness forces greater tax effort, consistent with
evidence that debt levels above 25 per cent of GSDP
may constrain growth (Bhattacharya et al., 2024). Results
indicate that all five variables positively influence SDRF
collections (Table 1).

Based on the estimated coefficients presented in Table
1, tax capacity (the maximum SDRF revenue a State can
achieve, given its economic and fiscal characteristics)
is estimated for each State. Next, the tax efficiency of
individual States is computed as the ratio of actual tax
revenue to the corresponding stochastic tax frontier
(tax capacity). Two key observations emerge. First, the
average efficiency across States has moved upwards, with

Table 1: Results from Stochastic Frontier Analysis

Explanatory Variable Dependant Variable: Ln Stamp
Duty and Registration Fees
Coefficient z-value
GSDP 0.669*** 11.15
Capital outlay 0.181*** 4.36
Number of factories 0.199*** 4.16
Bank credit share of GSDP 0.359*** 4.71
Debt burden dummy 0.096** 2.16
Constant -5.186™* -15.71
No. of observations 313
Notes: (i) ***indicates significance at 1 per cent level.
(i) ** indicates significance at 5 per cent level.
(iii) All quantative variables are in natural log terms.
Source: Staff estimates. (Contd.)

The underlying framework estimates a production function that represents the maximum SDRF revenue a State can achieve, given its
economic and fiscal characteristics. Following Battese and Coelli (1995), the stochastic frontier model for panel data is specified as:
InSDRF, = X, +v, - u,

where SDRF, denotes the logarithm of stamp duty and registration fee revenue of State i at time ¢; X, is the set of explanatory variables; g
is a vector of unknown parameters; v, is a symmetric statistical error term; and u, is the non-negative inefficiency component capturing the

shortfall of actual collections from potential revenue (Aigner, Lovell and Schmidt, 1977).

® The first three indicators have been used by Rayudu, 2019 to assess revenue efficiency of SDRF of Indian States.
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Chart 2: Average Technical Efficiency of Stamp Duty Registration Fees Post GST
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a steeper rise after 2021-22 (Chart 2a). This reflects post-
pandemic recovery in property transactions, accelerated
digitisation of land records, and renewed policy focus on
revenue mobilisation. Second, efficiency varies widely
across States, ranging from 0.3 to 0.9 (Chart 2b). Better
performance in some States is partly attributable to
improved digitisation, revision of fair value of land parcels,
micro-zoning of ready reckoner values, and rationalised
duty structures with targeted incentives. These measures
may offer replicable pathways for other States to harness
the full potential of this critical revenue source.
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Command Control Centre and Data Analytics Unit
for better monitoring and enforcement of Excise
Act. In addition, several States such as Delhi,
Haryana, and Maharashtra have announced
amnesty schemes to settle legacy disputes, while
Rajasthan has announced additional revenue
mobilisation plans through asset monetisation via
land pooling, land aggregation and InvITs®.

® Infrastructure Investment Trusts (InvITs) raise funds from investors and invest primarily in assets in infrastructure sector. Income generated
from the underlying assets of the InvITs is distributed to the unit holders/investors.
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4. Expenditure
Revenue Expenditure

2.10 Revenue expenditure of States has
moderated considerably, registering a sustained
decline from 14.9 per cent of GDP in 2020-
21 to 13.3 per cent in 2024-25 (Table I1.3).
This moderation has been achieved through
expenditure rationalisation without any cut in their

social sector spending.

2.11 The moderation in revenue expenditure in
2023-24 was achieved through a reduction in both
development and non-development components
(Table 11.3). Within development expenditure,
outlays on education and housing declined from
the previous year, while spending on agriculture

and social security and welfare increased (Chart
[I.5a). Non-development expenditure also
moderated marginally, supported by lower interest
payments and pension outgo (Chart 11.5b).

2.12 The revenue expenditure declined further in
2024-25 (PA) but is budgeted to rise to 14.6 per
cent of GDP in 2025-26 (Table 11.3). Social sector
expenditure is expected to be the major driver of
revenue expenditure in 2025-26 with a budget
estimate of 8.2 per cent of GDP (Chart 11.6).

Capital Expenditure

2.13 States’ capital expenditure has firmed
up steadily since the pandemic, reflecting their
growing emphasis on strengthening medium-
term economic growth. The increase in spending

Table 11.3: Expenditure Pattern of State Governments and UTs

R Lakh crore)

Item 2020-21 2021-22 2022-23 2023-24 2024-25 2024-25 2025-26
(RE) (PA) (BE)

1 2 3 4 5 6 7 8
Aggregate Expenditure (1+2 or 3+4+5) 34.2 39.0 43.9 48.3 57.7 52.8 63.6
(17.2) (16.5) (16.3) (16.0) (17.4) (16.0) (17.8)

1. Revenue Expenditure 29.6 33.3 37.2 40.2 47.7 43.9 52.1
of which: (14.9) (14.1) (13.8) (13.4) (14.4) (13.3) (14.6)
Interest Payments 3.9 4.3 4.6 5.1 5.6 5.1 6.2
(1.9) (1.8) (1.7) (1.7) (1.7) (1.5) (1.8)

2. Capital Expenditure 4.6 5.7 6.7 8.1 9.9 8.9 1.4
of which: (2.3) (2.4) (2.5) (2.7) (3.0) (2.7) (3.2)
Capital Outlay 41 53 6.0 7.5 9.1 8.1 10.6
(2.1) (2.3) (2.2) (2.5) (2.7) (2.4) (3.0)

3. Development Expenditure 22.6 26.0 29.5 32.7 39.9 43.5
(11.4) (11.0) (10.9) (10.8) (12.1) (12.2)

4. Non-Development Expenditure 10.6 12.0 13.3 14.5 16.4 18.5
(5.4) (5.1) (4.9) (4.8) (4.9) (5.2)

5. Others* 0.9 1.0 1.1 1.2 1.4 1.5
(0.4) (0.4) (0.4) (0.4) (0.4) (0.4)

RE: Revised Estimates.  PA: Provisional Accounts.

BE: Budget Estimates.

*: Includes grants-in-aid and contributions including compensation and assignments to local bodies.

Notes: 1. Figures in parentheses are per cent of GDP.

2. Capital expenditure includes capital outlay and loans and advances by the State governments.

3. ‘-’: not available.

4. Components may not add up to total due to rounding off.

Sources: Budget documents of State governments; and CAG.



State Finances : A Study of Budgets of 2025-26

Chart 11.5: Components of States’ Revenue Expenditure
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during 2023-24 was partly supported by the Union
Government’s 50-year interest-free loan scheme
for capital expenditure, which incentivised States
to prioritise asset creation. The composition of
spending reveals that the expansion was led by
irrigation and water supply projects, supported
by continued thrust on transport and urban
infrastructure (Chart 11.7).

2.14 In 2024-25, States broadly maintained
capital expenditure at the previous year’s level.
The moderation in spending during the first half
of the year due to the Model Code of Conduct
before the general elections was offset by a sharp
acceleration in the second half, particularly in
the fourth quarter. Budget estimates for 2025-
26 envisage a further scaling up of capital

Chart 11.6: States' Social Sector Expenditure
(Per cent of GDP, left scale; per cent of total expenditure, right scale)
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expenditure to 3.2 per cent of GDP. A text mining
analysis of States’ budget speeches also reflects

their growing emphasis on infrastructure creation,

capital expenditure and fiscal consolidation

recent years (Box 11.2).

Box Il.2: Evolution of States’ Fiscal Priorities: Text Mining of Budget Speeches

Budget speeches reflect a government’s policy focus,
priorities, and intent. They highlight the areas that
policymakers choose to emphasise and the narrative
through which developmental objectives are framed.
Analysis of these speeches, therefore, can provide valuable
insights into the State governments’ policy priorities and
complement the conventional, data-based assessment of
State finances.

To this end, a text-mining framework was applied to a
sample of budget speeches for 9 States using two different
methods - an unsupervised topic-modelling approach’
and a supervised dictionary-based approach®. While the
former is applied to the budget speeches of 2025-26, the
latter is applied to the speeches over a period of ten years
(2016-17 to 2025-26). Whereas text-as-data techniques

are well established in the political economy literature
(Grimmer and Stewart, 2013; Gentzkow, Kelly and Taddy,
2019), their application to Indian State budget documents
remains limited. This analysis attempts to adapt and tailor
these methods to the context of subnational public finance.

The Latent Dirichlet Allocation (LDA) analysis for 2025-26
identified four broad fiscal themes. The resulting distribution
of these themes indicate that infrastructure development
and social welfare are dominant themes across States’
budget speeches, followed by agriculture and education
and skill development (Chart 1).

Alonger-term view, based on the dictionary-based approach
indicates that social welfare has consistently remained
a key narrative across years, while infrastructure-related
discussions have gained greater prominence in the post-

(Contd.)

" The Latent Dirichlet Allocation (LDA) method was used to extract latent themes from the speeches of 2025-26. This model was based on
cleaned word-frequency data and identified dominant topics without imposing predefined sectoral categories.

8 Supervised dictionary-based approach was used to quantify the emphasis on key fiscal sectors viz., infrastructure, agriculture, social

welfare and education and track their evolution over time.
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Chart 1: Share of Topics in Budget
Speeches 2025-26

(Average share of thematic composition across all States, per cent)
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Chart 3: Shift from Subsidies to Cash Transfers
(Share of cash transfer phrases in total mentions®, per cent)
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Chart 4: Fiscal Prudence Tone in

State Budget Speeches
(Share of prudence-related words in total speech, per cent)
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pandemic period reflecting the policy focus on expanding
capital expenditure. The emphasis on agriculture and rural
development has moderated slightly, making space for
education and health (Chart 2).

There has been a notable transition in the mode of welfare
delivery. The narrative has shifted from traditional subsidies
and in-kind transfers towards direct benefit transfers
(DBTSs), as reflected in the rising frequency of terms such
as cash assistance, financial support, and income transfer
(Chart 3).

The emphasis on fiscal prudence spiked during the
pandemic years and moderated thereafter (Chart 4).
The frequency of words such as discipline, responsibility,
and sustainability peaked in 2020-21, amid heightened
expenditure pressures. In subsequent years, the narrative
shifted from fiscal prudence towards developmental

12

and welfare priorities, although the commitment to fiscal
responsibility continues to remain an integral part of State
fiscal communication.

In sum, these insights highlight the value of supplementing
quantitative analysis with speech content analysis. Tracking
the narrative emphasis of budget speeches over time can
serve as an early indicator of emerging priorities, provide
a window into the political economy of fiscal choices, and
help assess the fiscal priorities and policy thrusts across
States.
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2.15 Different indicators of expenditure quality
reflect a steady improvement. The share of
capital expenditure in total expenditure (CE-TE)
has improved gradually from 13.4 per cent in
2020-21 to 18.0 per cent in 2025-26 (BE) (Chart
[1.8a). Similarly, the ratio of revenue expenditure
to capital outlay (RECO) has declined sharply,
reflecting a shift from consumption-oriented
spending towards capital formation. Accordingly,
the share of revenue deficit in gross fiscal deficit
has decreased from 46.1 per cent in 2020-21 to
6.9 per cent in 2025-26 (BE), indicating that a
larger portion of borrowing is being deployed for
productive investment (Chart 11.8b).

2.16 The release of funds under the Centre’s
Scheme for Special Assistance to States for
Capital Investment has followed an upward
trajectory since its inception in 2020-21. In
2024-25, against the budgeted allocation of 31.5
lakh crore, nearly the entire amount (%1,49,484

crore or 99.7 per cent) was disbursed. The
scheme has been instrumental in inducing reforms
as most States availed the tied component by
meeting the prescribed reform conditionalities
(Chart 11.9).

Expenditure on Research and Development

2.17 Investments in science and technology
are vital for building a nation’s capabilities to
address developmental challenges and for
securing its strategic future. State governments’
expenditure on research and development (R&D)
however, has been limited. Available data for 11
States and UTs® indicate that their consolidated
expenditure on R&D is around 0.2 - 0.3 per cent
of GSDP in recent years (2021-22 to 2025-26),
with wide spatial variations (Annex Il.1). The
R&D expenditure of States has primarily been
dominated by medical, health, family welfare,
sanitation and agricultural research. Over time,
the proportion of infrastructure and education

Chart 11.8: Indicators of States’ Composition of Expenditure

a. Revenue Expenditure to Capital Outlay and

Capital Expenditure as a share of Total Expenditure
(Ratio, left scale; per cent, right scale)
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PA: Provisional Accounts. BE: Budget Estimates.

Sources: Budget documents of State governments and Staff estimates.

° The States/UTs are Arunachal Pradesh, Chhattisgarh, Haryana, Himachal Pradesh, Jammu and Kashmir, Nagaland, Odisha, Puducherry,

Rajasthan, Sikkim and Tamil Nadu.
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Chart 11.9: Number of States Implementing Reforms under the Special Assistance Scheme during 2024-25
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urban areas

related R&D spending has increased, while that
of agricultural research has declined (Chart 11.10).

5. Actual
Outlook

Outcome in 2025-26 so far and

2.18 According to the provisional data for April-
November 2025-26, States’ GFD remained lower

at 42.8 per cent of BE as against 45.5 per cent in
the corresponding period of the previous year.

2.19 The growth in revenue receipts moderated
reflecting a slowdown in tax collections and a
contraction in grants from the Centre, even as
non-tax revenues expanded (Chart Il.11a). Within
own tax sources, most of the major components
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Chart Il.11: Revenue Receipts of States during April-November

a. Revenue Receipts
(Y-o-y growth rate, per cent)
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Note: Data pertain to 25 States.
Sources: Budget documents of State governments; and CAG.

except State excise duties registered a loss of
momentum (Chart 11.11b).

2.20 States’revenue expenditure grew by 6.6 per
cent during April-November 2025-26, slower than
last year (Chart 11.12). Capital expenditure grew
by 8.7 per cent during April-November 2025-26.
As of October 21, 2025, the Centre has released
348,903 crore under the ‘Scheme for Special

Chart 11.12: Growth in States' Revenue

and Capital Expenditure
(Y-0-y growth rate, per cent)

April - November 2025
April - November 2024 36
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Note: Data pertain to 25 States.
Source: Budget documents of State governments; and CAG.
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Assistance to States for Capital Investment’
roughly one-third of the 1.5 lakh crore allocated
for the year. While the rollout has been relatively
slow in the first half, disbursements are likely to
gain momentum in the remaining months. The
Centre has relaxed conditionalities under the
scheme and enhanced the untied portion of loans,
thereby providing States greater flexibility to
accelerate project implementation and strengthen
the quality of fiscal spending.

2.21 The fiscal outlook for States for the
second half of the year remains positive. The
temporary revenue loss on account of GST rate
rationalisation may be offset by higher private
consumption in the coming months. During April-
November 2025-26, States’ revenue expenditure
grew by 6.6 per cent as against the budgeted 19
per cent. If a similar trend continues, the States
are likely to contain their revenue expenditure
below the budgeted level. In contrast, Capital
outlays are expected to gain momentum in the
latter half of the year, aided by the relaxation of
conditionalities under the 50-year interest-free
loan scheme for capital investment. On balance,
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States are likely to keep their fiscal deficits within
their budget estimates.

6. Financing GFD and Market Borrowings by
State Governments and UTs

GFD Financing

2.22 Historically, up to 2016-17, market loans
financed a little over half of the consolidated GFD
of States. Thereafter, States’ reliance on market
borrowings has risen steadily. In 2025-26 (BE),
market borrowings are expected to finance about
76 per cent of the consolidated GFD of States. In
the post-COVID period, loans from Centre have
assumed a larger role, primarily on account of
back-to-back GST compensation loans and the
50-year interest-free loans provided for capital
expenditure. In contrast, the share of loans from
other sources, such as financial institutions, public
accounts, and the national small savings fund
(NSSF), has declined persistently, with only three
States and one UT'° currently availing NSSF loans.

Market Borrowings

2.23 During 2024-25, the gross market borrowing
of States and UTs increased by 6.6 per cent to
%10.73 lakh crore from ¥10.07 lakh crore in 2023-
24. This expansion was much lower than the
growth of 32.8 per cent recorded in the previous
year (Table I1.5). It is observed that market
borrowings is not uniform throughout the year. As
observed in the past, States continue to borrow
more in the last quarter of financial year (Chart
[1.13).

2.24 At a disaggregated level, all major States
except Bihar, Chhattisgarh, Goa, Punjab,
and Uttar Pradesh saw an increase in market
borrowings (Table 11.4). Uttar Pradesh registered
significant decline in gross borrowings in 2024-
25. North-Eastern and hilly States™ along with
UTs contributed 5.6 per cent to the total gross
borrowings in 2024-25, as compared to 5.9 per
cent in the previous year.

Chart 11.13: States' Gross Market Borrowings
(X Crore)
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Source: RBI.

' Arunachal Pradesh, Kerala, Madhya Pradesh and UT of Delhi.

" Arunachal Pradesh, Assam, Himachal Pradesh, Jammu and Kashmir, Manipur, Meghalaya, Mizoram, Nagaland, Sikkim, Tripura and

Uttarakhand.
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Table 1.4 Gross Market Borrowings
across States

® Crore)
States 2022-23 2023-24 2024-25
1 2 3 4
Andhra Pradesh 57,478 68,400 78,205
Arunachal Pradesh 559 902 1,010
Assam 17,100 18,500 19,000
Bihar 36,800 47,612 47,546
Chhattisgarh 2,000 32,000 24,500
Goa 1,350 2,550 1,050
Gujarat 43,000 30,500 38,200
Haryana 45,158 47,500 49,500
Himachal Pradesh 14,000 8,072 7,359
Jammu & Kashmir UT 8,473 16,337 13,170
Jharkhand 4,000 1,000 3,500
Karnataka 36,000 81,000 92,025
Kerala 30,839 42,438 53,666
Madhya Pradesh 40,158 38,500 63,400
Maharashtra 72,000 1,10,000 1,23,000
Manipur 1,422 1,426 1,500
Meghalaya 1,753 1,364 1,882
Mizoram 1,315 901 1,169
Nagaland 1,854 2,551 1,550
Odisha 0 0 20,780
Puducherry 1,200 1,100 1,600
Punjab 45,500 42,386 40,828
Rajasthan 46,057 73,624 75,185
Sikkim 1,414 1,916 1,951
Tamil Nadu 87,000 1,13,001 1,283,625
Telangana 40,150 49,618 56,209
Tripura 0 0 0
Uttar Pradesh 55,612 97,650 45,000
Uttarakhand 3,200 6,300 10,400
West Bengal 63,000 69,910 76,500
Grand Total 7,58,392| 10,07,058| 10,73,310
Source: RBI.

2.25 For 2025-26, States have budgeted their
gross market borrowings at ¥12.45 lakh crore.

Chart 11.14: States' Gross Market Borrowings: H1
(Per cent of BE, left scale; per cent, right scale)
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Source: RBI.

As at end-September 2025, they had raised
%4.67 lakh crore, which was 37.5 per cent of the
budgeted amount and 21 per cent higher than
the corresponding period of the previous year
(Chart 11.14).

2.26 The net market borrowing of States/UTs
increased by 5.0 per cent to ¥7.53 lakh crore in
2024-25 from % 7.17 lakh crore in 2023-24 (Table
I.5).

2.27 There were 835 issuances in 2024-25, of
which 100 were re-issuances (12.0 per cent) as
compared with 782 issuances in 2023-24 with

Table 1.5 Market Borrowings of State Governments

(% Crore)
Iltem 2021-22 2022-23 2023-24 2024-25 2025-26*
1 2 3 4 5 6
Maturities during the year 2,09,143 2,39,562 2,89,918 3,19,965 3,72,543*
Gross sanction under Article 293(3) 8,95,166 8,80,779 11,29,295 11,783,714 8,85,443
Gross amount raised during the year 7,01,626 7,58,392 10,07,058 10,73,310 4,66,692
Net amount raised during the year 4,92,483 5,18,830 7,17,140 7,53,345 3,21,992
Amount raised during the year to total sanctions (per cent) 78.4 86.1 89.2 91.4 52.7
Weighted average yield of SGSs (per cent) 7.0 7.7 7.5 7.2 7.0
Weighted average spread over corresponding G-Sec (bps) 41 31 31 30 38
Average inter-State spread (bps) 4 8 8 4 5

Source: RBI. *: up to end-September 2025.

#: For the period 2025-26.
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Chart Il.15 Maturity Profile of Outstanding State

Government Securities at end-March
(Per cent of total amount outstanding)
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49 re-issuances (6.3 per cent). Chhattisgarh,
Jammu and Kashmir, Karnataka, Maharashtra,
Puducherry, Punjab, Rajasthan, Tamil Nadu, Uttar
Pradesh and West Bengal undertook reissuances
during the year. During 2025-26 (up to end-
September 2025), there were 72 re-issuances out
of 405 total issuances.

2.28 The maturity structure of State Government
Securities (SGSs) has witnessed a gradual
elongation in recent years, with the share of
SGS with maturity of more than 10 years and
15 years in total outstanding SGSs increasing
steadily (Chart 11.15). SGSs with 10-year maturity
accounted for 14.5 per cent of the total amount of
issuances in 2024-25 down from 20.3 per cent a
year ago. The remaining 85.5 per cent was spread
across maturities ranging between 2 and 35 years.
Few States viz., Kerala, Tamil Nadu, Telangana
and Jammu and Kashmir have consciously made
efforts in issuing SGSs of more than 20 years. As
at end-March 2025, 7.2 per cent of outstanding
SGSs had a maturity of more than 20 years (Table
11.6)
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Table 11.6: Maturity Profile of Outstanding
State Government Securities
(As at end-March 2025)

(Per cent of total amount outstanding)

State/UT less| 1to5|5to10(10to 20| Above
than| Years| Years| Years 20
1 Year Years
1 2 3 4 5 6
Andhra Pradesh 4.6 171 27.0 47.8 3.5
Arunachal Pradesh 1.8 46.6 37:9 13.7 0.0
Assam 5.8 31.7 53.6 8.8 0.0
Bihar 7.2 31.4 44.8 16.7 0.0
Chhattisgarh 9.3 42.8 46.0 1.9 0.0
Goa 7.6 40.7 45.7 6.1 0.0
Gujarat 8.6 50.3 40.2 1.0 0.0
Haryana 6.5 25.4 33.9 34.2 0.0
Himachal Pradesh 5.2 26.0 38.7 30.1 0.0
Jammu and Kashmir 3.1 30.2 17.8 21.0 27.9
Jharkhand 10.6 411 36.7 1.7 0.0
Karnataka 4.5 275 37.3 30.7 0.0
Kerala 6.6 25.2 16.3 29.6 22.3
Madhya Pradesh 5.6 214 23.9 40.4 8.7
Maharashtra 5.5 25.8 43.2 23.4 2.0
Manipur 5.2 334 36.2 25.2 0.0
Meghalaya 9.0 41.2 44.6 5.3 0.0
Mizoram 3.0 23.1 30.9 43.0 0.0
Nagaland 6.6 28.0 65.4 0.0 0.0
Odisha 5.9 24.9 31.2 32.2 5.9
Puducherry 8.3 35.0 38.9 17.8 0.0
Punjab 4.9 21.1 25.7 44.2 4.1
Rajasthan 7.6 28.2 36.0 20.0 8.3
Sikkim 4.7 29.6 65.7 0.0 0.0
Tamil Nadu 5.6 27.0 33.9 11.0 22.4
Telangana 4.6 13.3 12.3 41.6 28.2
Tripura 6.1 70.3 7.5 16.1 0.0
Uttar Pradesh 5.8 36.7 40.8 16.6 0.0
Uttarakhand 8.6 43.9 47.4 0.0 0.0
West Bengal 4.5 21.8 20.8 49.5 3.4
All States and UTs 5.8 27.5 32.9 26.6 7.2
Source: RBI.

2.29 The weighted average yield (WAY) of SGSs
fell to 7.2 per cent in 2024-25 from 7.5 per cent
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Chart I1.16: Movement of SGS Yield and Spread

(Per cent, left scale: basis points, right scale)
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in 2023-24. The weighted average spread (WAS)
over comparable Central Government Securities
(CGSs) fell to 30 bps in 2024-25 from 31 bps in
2023-24 while the inter-State spread on 10-year
tenor securities rose to 4 bps in 2024-25 from 3
bps in 2023-24 (Table 11.5). In H1:2025-26, yields
have hardened due to both domestic and global
factors (Chart 11.16).

Financial Accommodation to States

2.30 Based on the recommendations made by
the Group (consisting of select States Finance
Secretaries) constituted by the Reserve Bank,
Ways and Means Advances (WMA) limits of the
States/UTs were revised up from July 01, 2024, to
360,118 crore from 347,010 crore. States/UTs can
avail overdraft (OD) for 14 consecutive days and
can be in OD for a maximum number of 36 days
in a quarter. During 2024-25, 16 States/UTs
availed Special Drawing Facility (SDF), 13 States/
UTs resorted to WMA, and 9 States/UTs availed
OD.
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Cash Management of State Governments

2.31 As on March 31, 2025, States/UTs on an
aggregate basis maintained a surplus that was
invested in Intermediate Treasury Bills (ITBs) and
Auction Treasury Bills (ATBs) (Table 11.7).

States’ Reserve Funds

2.32 Giventheincreasing borrowing requirements
of the States and their contingent liabilities, it is
desirable to keep adequate buffers to minimise
the potential fiscal stress that could arise from
redemption pressure and unforeseen liabilities.
States maintain Consolidated Sinking Fund (CSF)

Table I1.7: State Governments’ Investments
in Treasury Bills
(Outstanding as on March 31)

X Crore)
Item 2021 2022 2023 2024 2025
1 2 3 4 5 6
14-Day (ITBs) | 2,05,230 | 2,16,272| 2,12,758 | 2,66,805 | 1,88,072
ATBs 41,293| 87,400 58,913| 51,258 | 88,781
Total 2,46,523 | 3,03,672 | 2,71,671 | 3,18,063 | 2,76,853
Source: RBI
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and Guarantee Redemption Fund (GRF) with the
Reserve Bank as a buffer for repayment of their
future and contingent liabilities. States can also
avail SDF at a discounted rate from the Reserve
Bank against funds invested in CSF and GRF.
As on March 31, 2025, 25 States and two UTs
had set up CSF. Similarly, 21 States and one
UT had become members of GRF. Outstanding
investments in CSF and GRF stood at 32,40,348
crore and 16,019 crore, respectively, at end-
March 2025, as against 32,06,441 crore and
12,259 crore, respectively, at end-March 2024
(Table 11.8).

7. Outstanding Liabilities

2.33 The consolidated debt of States declined to
28.1 per cent of GDP at end-March 2024, from a
peak of 31 per cent at end-March 2021 (Table 11.9).
The improvement reflects both fiscal consolidation
efforts and favourable debt dynamics, as robust
nominal GDP growth during 2021-23 outpaced
the increase in debt stock, leading to a gradual
correction in the debt ratio. The outstanding debt
stock is budgeted to increase again to 29.2 per
cent of GDP by end-March 2026. Disaggregated
data of major States indicate that the debt-GSDP
ratio ranges between 17.8 per cent and 46.3 per
cent at end-March 2026 with several of them
having debt levels above 30 per cent of GSDP.
The elevated debt levels necessitate a clear,
transparent, and time bound glide path for debt
consolidation by States.

2.34 In terms of composition, States’ outstanding
debt continues to be dominated by market
borrowings. Its share has risen steadily over time
and is budgeted at 69 per cent by end-March 2026
(Table 11.10). This increasing reliance on market
borrowings reflects the progressive deepening of
the market for SGS and gradual substitution away
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Table I1.8: Investment in CSF/GRF by
States/UTs (March 31, 2025)

(X Crore)
State/UT CSF GRF CSF as
per cent of
Outstanding
Liabilities
1 2 3 4
Andhra Pradesh 1,17,30 1,155 2.1
Arunachal Pradesh 2,786 7 10.9
Assam 7,487 92 4.2
Bihar 12,660 3.4
Chhattisgarh 8,345 497 5.0
Goa 1,095 463 3.1
Gujarat 15,494 675 3:3
Haryana 2,651 1,731 0.7
Himachal Pradesh
Jammu & Kashmir UT 37 36 0.04
Jharkhand 2,440 1.9
Karnataka 20,556 760 2.8
Kerala 3,273 0.7
Madhya Pradesh 1,292
Maharashtra 72,804 2,182 8.6
Manipur 70 142 0.3
Meghalaya 1,291 110 5.5
Mizoram 510 81 3.8
Nagaland 1,915 47 8.7
Odisha 18,543 2,073 9.5
Puducherry UT 588 4.3
Punjab 9,257 0 2.4
Rajasthan 1,818 0.3
Tamil Nadu 3,479 0.4
Telangana 8,019 1,757 1.8
Tripura 1,337 30 5.0
Uttarakhand 5,372 262 5.6
Uttar Pradesh 12,799 1,578 1.5
West Bengal 13,993 1,049 1.9
Total 2,40,348 16,019 2.6

-”: Indicates no fund is maintained.

1. UT of J&K became a member to CSF/GRF post March

2. Rajasthan became a member to CSF post March 31,

3. Total may not add due to rounding off.

Note:
31, 2024.
2024.
Source: RBI.
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Table 11.9: Outstanding Liabilities of State
Governments and UTs

Year Amount | Annual Growth | Debt /GDP
(End-March) (% Lakh crore) (Per cent)

1 2 3 4
2015 27.43 9i3 22.0
2016 32.59 18.8 23.7
2017 38.59 18.4 25.1
2018 42.92 1.2 25.1
2019 47.87 11.5 25.3
2020 5851 11.8 26.6
2021 61.55 15.0 31.0
2022 68.76 1.7 29.1
2023 75.93 10.4 28.2
2024 84.66 1.5 28.1
2025 (RE) 93.86 10.9 28.4
2026 (BE) 104.28 1.1 29.2

RE: Revised Estimates. BE: Budget Estimates.

Sources: 1.
2.

N

Budget documents of State governments.

Combined finance and revenue accounts of the Union
and the State governments in India, Comptroller and
Auditor General (CAG) of India.

. Ministry of Finance, Government of India.
. Reserve Bank records.
. Finance accounts of

the Union government,
Government of India.

from other liabilities. Loans from the Centre have
also gained prominence in recent years, primarily
due to the Special Assistance Scheme for Capital
Investment, which provides 50-year interest-free
loans aimed at fostering productive investment
and infrastructure creation. In contrast, the shares
of NSSF loans and public account liabilities have
declined.

2.35 Notwithstanding elevated debt levels, the
burden of interest payments relative to GDP (IP-
GDP) has remained broadly stable, fluctuating
within a narrow range of 1.5-1.9 per cent during
2011-12 to 2025-26 (Chart 1l.17a). The interest
payments-to-revenue receipts (IP-RR) ratio has
improved in the post-COVID period, as revenue
mobilisation outpaced the growth in interest
obligations, thereby enhancing debt-servicing
capacity. While, the interest-growth differential
(r-g) continues to be negative, the gap is narrowing
(Chart 11.17b).

Table 11.10: Composition of Outstanding Liabilities of State Governments and UTs
(As at end-March)

(Per cent)
ltem 2020 2021 2022 2023 2024 | 2025 RE| 2026 BE
1 2 3 4 5 6 7 8
Total Liabilities (1 to 4) 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1. Internal Debt 73.5 74.0 73.0 72.5 73.4 74.0 75.0

of which:
(i) Market Loans 57.2 60.5 61.6 62.9 65.2 67.1 69.0
(i) Special Securities Issued to NSSF 7.7 6.1 5.1 4.1 318 2.7 2.1
(iii) Loans from Banks and Financial Institutions 4.8 4.2 3.8 3.5 3.3 3.1 2.8
2. Loans and Advances from the Centre 3.0 5.1 7.2 7.7 7.4 8.5 9.2
3. Public Account (i to iii) 23.4 20.8 19.7 19.7 19.1 17.5 15.7
(i) State PF, etc. 9.8 8.8 8.4 7.9 7.3 6.8 6.4
(ii) Reserve Funds 3.8 3.4 3.4 3.8 4.0 3.5 3.1
(iii) Deposits & Advances 9.7 8.6 7.9 8.0 7.8 71 6.3
4. Contingency Fund 0.1 0.1 0.1 0.1 0.1 0.1 0.1

RE: Revised
Sources: 1.
2.

3
4.
&),

Estimates.  BE: Budget Estimates.
Budget documents of State governments.

Combined finance and revenue accounts of the Union and the State governments in India, Comptroller and Auditor General (CAG)

of India.

. Ministry of Finance, Government of India.

Reserve Bank records.

Finance accounts of the Union government, Government of India.
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Chart I1.17: Indicators of States’ Debt Sustainability

a. Interest Payments to Revenue Receipts
and Interest Payments to GDP
(Per cent, left scale; Per cent, right scale)
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Sources: Budget documents of State governments and Staff estimates.

2.36 The concessional nature of interest-free
loans from the Centre, has been instrumental in
containing debt-servicing pressures. During 2024-
25, fiscal deficit aggregating to 0.5 per cent of GDP
was financed through 50-year, interest-free loans
from the Centre, which dampens debt-servicing
costs and channels borrowing into productive
capital formation (Chart 11.18).

Chart 11.18 Gross Fiscal Deficit of States

and 50-year Interest- Free Loans
(Per cent of GDP)
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Sources: Budget documents of State governments; and CAG.
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Contingent Liabilities

2.37 Outstanding guarantees of States increased
from 2 per cent of GDP at end-March 2017 to 3.9
per cent at end-March 2024 (Table 11.11). Data
from 18 States and UTs indicate that outstanding
guarantees increased by 6.9 per cent at end-
March 2025.

Table I1.11: Guarantees Issued by
State Governments

Year Outstanding Guarantees

(BRI % Lakh crore As per cent of GDP
1 2 3
2015 4.28 3.4
2016 3.64 2.6
2017 3.12 2.0
2018 4.29 2.5
2019 5.38 2.8
2020 6.33 3.2
2021 7.79 3.9
2022 9.21 3.9
2023 10.31 3.8
2024 11.60 3.9

Sources: State governments; and CAG.
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8. Conclusion

2.38 After remaining below 3 per cent of GDP
for three successive years during 2021-22
to 2023-24, the consolidated GFD of States
widened to 3.3 per cent of GDP in 2024-25.
The deficit exceeding 3 per cent mainly reflects
50-year interest free loans from the Centre
under Special Assistance to States for Capital
Insvestment, which is over and above the normal
net borrowing ceiling of the States. States’
quality of expenditure improved with higher
capital outlay and social sector expenditure.
Going forward, the temporary revenue loss on
account of GST rate rationalisation is expected to

23

be offset by higher private consumption. Similarly,
higher capital outlay is likely to be offset by
moderation in revenue expenditure. On balance,
States are likely to achieve their budgetary
targets.

2.39 The outstanding liabilities of States have
remained sticky downwards, partly reflecting an
increase in loans from the Centre in lieu of GST
compensation and 50-years interest free loans
under scheme for Special Assistance to States for
Capital Investment. Given the interest free nature
of these loans, despite overall increase in the debt
level, there will be no commensurate increase in
debt-servicing pressure.
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Annex Il.1: States’ Expenditure on Research and Development (R&D)

(@ Crore)

ltem 2021-22| 2022-23| 2023-24| 2024-25| 2025-26
(RE) (BE)

1 2 3 4 5 6

Arunachal Pradesh

Total R&D (a to g) 1,289.9| 1,224.2| 2,266.5| 2,051.4| 2,058.7
(3.9) (3.5) (5.8) (4.4) (4.0)

a. Education - - - - -
b. Medical, Health, Family Welfare and Sanitation 1,289.1 1,223.1 2,265.4 2,050.3 2,057.3
c. Agricultural Research 0.4 0.5 0.5 0.5 0.6
d. Industrial Research - - - - -
e. Environmental Research 0.4 0.6 0.6 0.6 0.7
f. Infrastructure Research 1.7 1.5 1.8 2.0 -
g. Others = = = = =

Bihar

Total R&D (a to g) - 291.3 398.0 427.3 375.6

- (0.0) (0.0) (0.0) (0.0)

a. Education = 61.2 189.7 64.5 68.1
b. Medical, Health, Family Welfare and Sanitation - 0.7 0.7 9.0 16.0
c. Agricultural Research - 101.0 37.2 51.7 60.5
d. Industrial Research - - - - -
e. Environmental Research = = = = =
f. Infrastructure Research = 62.1 95.9 130.4 82.7
g. Others - 66.4 74.4 171.7 148.3

Chhattisgarh

Total R&D (a to g) 764.1| 1,396.0| 1,287.5| 2,516.4| 2,984.6
(0.2) (0.3) (0.3) (0.4) (0.5)

a. Education 8.4 8.8 8.2 20.0 21.4
b. Medical, Health, Family Welfare and Sanitation 325.9 404.3 584.8 950.8 1,144.3
c. Agricultural Research 246.6 235.4 299.6 4721 544.8
d. Industrial Research 1.2 1.6 1.9 6.3 53.0
e. Environmental Research 4.15 7.8 7.7 88.2 39.2
f. Infrastructure Research 165.7 727.6 372.1 955.5 1,146.1
g. Others 12.2 10.5 13.2 23.6 35.7
(Contd...)
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ltem 2021-22| 2022-23| 2023-24| 2024-25| 2025-26
(RE) (BE)

1 2 3 4 5 6

Haryana

Total R&D (a to g) 73.4 83.7 83.7 91.0 27.9
(0.0) (0.0) (0.0) (0.0) (0.0)

a. Education 10.4 23.3 21.9 25.5 26.9
b. Medical, Health, Family Welfare and Sanitation 1.0 0.3 0.3 0.0 0.1
c. Agricultural Research 56.3 57.2 60.9 63.7 0.0
d. Industrial Research 0.0 0.0 0.0 1.2 0.0
e. Environmental Research 5.7 29 0.7 0.5 0.9
f. Infrastructure Research - - - - -
g. Others 0.0 0.0 0.0 0.2 0.0

Himachal Pradesh

Total R&D (a to g) 1,047.1| 1,479.4| 1,300.5| 1,549.8| 1,403.1
(0.6) (0.8) (0.6) (0.7) (0.5)

a. Education 2.9 3.4 2.8 3.0 &8
b. Medical, Health, Family Welfare and Sanitation 781.2 1,168.6 1,030.3 1,284.7 1,158.4
c. Agricultural Research 244.6 292.4 257.4 247.8 234.5
d. Industrial Research 0.5 0.6 0.5 0.6 0.5
e. Environmental Research 2.40 1.2 0.9 0.7 0.1
f. Infrastructure Research 0.0 0.2 0.0 0.0 0.0
g. Others 15.6 138.2 8.6 13.0 6.4

Jammu and Kashmir

Total R&D (a to g) 80.5 113.9 74.0 106.8 52.0
(0.0) (0.1) (0.0) (0.0) (0.0)

a. Education 4.8 1.4 0.1 0.6 0.1
b. Medical, Health, Family Welfare and Sanitation 0.6 0.5 0.1 0.1 1.1
c. Agricultural Research 60.2 76.5 44.6 50.1 14.8
d. Industrial Research 0.0 0.0 0.0 0.0 0.0
e. Environmental Research 2.9 4.5 4.7 5.2 5.6
f. Infrastructure Research 7.3 27.9 17.9 44 .4 22.5
g. Others 4.6 3.1 6.7 6.4 7.9
(Contd...)
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ltem 2021-22| 2022-23| 2023-24| 2024-25| 2025-26
(RE) (BE)

1 2 3 4 5 6

Kerala

Total R&D (a to g) - - - -l 4,039.4

- - - - (0.28)

a. Education = = = = 1,810.2
b. Medical, Health, Family Welfare and Sanitation - - - - 1,015.0
c. Agricultural Research - - - - 566.9
d. Industrial Research - - - - 370.2
e. Environmental Research - - - - 16.3
f. Infrastructure Research - - - - 87.4
g. Others - - - - 173.4

Nagaland

Total R&D (a to g) 0.8 0.9 0.9 0.9 0.9
(0.0) (0.0) (0.0) (0.0) (0.0)

a. Education 0.1 0.1 0.1 0.1 0.1
b. Medical, Health, Family Welfare and Sanitation 0.2 0.2 0.3 0.3 0.3
c. Agricultural Research 0.1 0.1 0.1 0.1 0.1
d. Industrial Research 0.0 0.0 0.0 0.0 0.0
e. Environmental Research 0.1 0.1 0.1 0.1 0.1
f. Infrastructure Research 0.3 0.3 0.3 0.3 0.3
g. Others 0.1 0.1 0.1 0.1 0.1

Odisha

Total R&D (a to g) 550.7 879.5 1,602.8 2,702.0 2,517.9
(0.0) (0.0) (0.1) (0.1) (0.1)

a. Education 195.3 296.7 562.2 1,237 .1 1,116.3
b. Medical, Health, Family Welfare and Sanitation 29.8 69.2 95.0 131.2 152.2
c. Agricultural Research 96.6 123.8 214.4 243.7 258.1
d. Industrial Research 2.0 3.1 23.1 92.2 43.0
e. Environmental Research 12.9 29.8 37.8 771 47.0
f. Infrastructure Research 56.9 79.4 188.6 171.0 191.3
g. Others 157.3 277.5 481.7 749.7 710.1
(Contd...)
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ltem 2021-22| 2022-23| 2023-24| 2024-25| 2025-26
(RE) (BE)
1 2 3 4 5 6
Puducherry
Total R&D (a to g) 21 1.6 1.5 1.8 2.7
(0.0) (0.0) (0.0) (0.0) (0.0)
a. Education 0.3 0.2 0.1 0.1 0.3
b. Medical, Health, Family Welfare and Sanitation - - - - -
c. Agricultural Research - - - - -
d. Industrial Research - - - - -
e. Environmental Research 0.0 0.0 0.0 0.1 0.2
f. Infrastructure Research - - - - -
g. Others 1.8 1.4 1.4 1.6 2.3
Rajasthan
Total R&D (a to g) 3,554.8| 5,109.2| 4,082.3| 5,697.4| 7,319.0
(0.3) (0.4) (0.3) (0.3) (0.4)
a. Education 16.8 52.3 46.3 731 62.0
b. Medical, Health, Family Welfare and Sanitation 2,571.8| 4,012.2| 3,509.5| 5,094.4| 6,645.2
c. Agricultural Research 318.6 393.6 422.9 389.9 370.4
d. Industrial Research 0.2 0.8 0.1 0.1 0.1
e. Environmental Research 5.0 8.0 3.0 4.1 5.8
f. Infrastructure Research 214.9 213.2 51.0 69.1 134.9
g. Others 427.4 429.1 49.6 66.7 100.6
Sikkim
Total R&D (a to g) 29 4.4 6.0 7.0 6.6
(0.0) (0.0) (0.0) (0.0) (0.0)
a. Education 0.3 0.7 0.1 - 0.2
b. Medical, Health, Family Welfare and Sanitation - - 0.7 - -
c. Agricultural Research - - - - -
d. Industrial Research - - - - -
e. Environmental Research 1.7 1.6 1.6 1.8 2.1
f. Infrastructure Research = = 0.1 0.1 0.0
g. Others 1.0 2.1 3.6 5.1 4.3
(Contd...)
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ltem 2021-22| 2022-23| 2023-24| 2024-25| 2025-26

(RE) (BE)

1 2 3 4 5 6
Tamil Nadu

Total R&D (a to g) 4,574.8| 5,791.2| 5,880.4| 6,620.2| 8,522.6

(0.2) (0.2) (0.2) (0.2) (0.2)

a. Education 1,342.1 2,447 1 1,706.4 1,999.2 2,560.5

b. Medical, Health, Family Welfare and Sanitation 1,096.8 1,188.3 1,303.6 1,339.6 1,540.6

c. Agricultural Research 1,238.8 1,033.5 1,037.4 1,095.7 1,127.7

d. Industrial Research 325.1 578.0 631.0 608.9 724.9

e. Environmental Research 10.9 40.9 34.9 51.7 49.5

f. Infrastructure Research 96.8 164.1 323.2 384.9 973.9

g. Others 464.3 339.2 843.9 1,140.1 1,545.6

Note: Figures in parentheses are per cent of GSDP.

Source: State governments.
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III

Demographic Transition in India -
Implications for State Finances

Indin’s demographic transition is increasingly influencing the State government finances. While a
favourable age profile supports demographic dividend at the national level, the interstate difference in age
structuve has altered the window of opportunity for the States. The youthful States have a wider window
of opportunity benefiting from expanding working age population and stronger rvevenue mobilisation.
In contrast, the window is getting narvower for the ageing States facing fiscal pressuve avising out of
shvinking tax bases and vising obligations from commutted expenditure. The diffevential fiscal pressure
arising out of divergent age structure of States calls for forward-looking policies incorporating population
dynamics and the velated fiscal challenges. Going forward, youthful States may havness their demographic
dwidend by strengthening human capital investiments, intermediate States may balance growth priovities
with early prepavation for ageing, and ageing States may enhance vevenue capacity alongside healtheare,

pension and workforce policy veforms.

1. Introduction

3.1 India’s demographic landscape is undergoing
a profound shift, reflecting changes in population
size, age structure, and age dependencies over
time. The demographic transition characterised
by declining fertility, rising median age, higher life
expectancy and falling dependency, has opened
up a ‘window of opportunity’ to move into a higher
growth trajectory supported by demographic
dividend. The all-India picture, however, hides
the large interstate divergence in age structure.
While some States with their young age structure
are currently enjoying the ‘window of opportunity’,
there are States with a relatively matured age
structure for whom the ‘window of opportunity’ is
gradually closing as they have crossed or move
closer towards their ‘demographic turning point’.
This uneven demographic transition across States
necessitates a balanced public policy approach
that leverages the economic potential of a youthful
workforce while addressing the health and social
needs of an ageing population.
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3.2 Against this backdrop, this chapter aims to
address the following research questions: How
uneven is the demographic transition across
Indian States? How prepared are the States to
handle their current and future demographic
challenges? and How do demographic dynamics
affect medium-term fiscal sustainability? The
chapteris organized as follows. Section 2 analyses
demographic transition in India at the national
level. Section 3 presents a demographic profile of
the Indian States highlighting the unevenness in
their age structure. Section 4 analyses the fiscal
implications of demographic changes in terms
of their impact on State government revenue,
expenditure and debt sustainability. Section 5
suggests policy options for States at different
stages of demographic transition. Section 6
concludes.

2. Demographic Transition in India

3.3 India is currently the most populous country
in the world having surpassed China in 2023.
As of mid-2025, its population is estimated at
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1.46 billion, a figure expected to reach 1.5 billion
by 2036, peak around 1.7 billion in the early
2060s and then begin a gradual decline, though
remaining the most populous country throughout
the century (UN, 2024). Further, median age
of the Indian population was just around 28
years in 2022 as compared to above 40 years in
developed countries such as the US, Europe, and
South Korea', making it one of the ‘youngest large
nations’ in the world. The share of the working-
age (15-64 years) population in India which was
estimated at 64 per cent in 2021 (UNFPA, 2022),
is projected to peak around 65.1 per cent in 2031,
before stabilising by 2036 (Chart lll.1a). The
high share of working age population provides a
window of opportunity towards faster economic
growth by reaping the benefits of a demographic
dividend?. The demographic dividend can, in turn,
enhance aggregate labour supply, productivity,

consumption, and savings, fostering economic
growth if supported by enabling policies (Bloom
et al., 2003).

3.4 The demographic transition in India is being
shaped by two major factors - falling fertility rate
and increasing life expectancy. India’s total fertility
rate (TFR) has fallen from 5.9 children per woman
in 1950 to 2.0 children per woman in 2021. Further,
the country witnessed a significant rise in average
life expectancy at birth from just 37 years in the
post-independence period to 70 years in 2020
which is projected to reach 81 years by the end of
this century (UN, 2019). Consistent with this shift,
dependency ratios are also undergoing changes.
With lower fertility and higher life expectancy,
the youth dependency ratio® is expected to fall
steadily during 2011 to 2036, while the old-
age dependency ratio* (OADR) would almost

Chart lll.1 Changing Demographic Patterns — India

a. Demographic Indicators
(Population in crore, left scale; working age share as
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' World Population Prospects, UN 2024.
the dependent population.

working-age population (15-59 years).
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The term demographic dividend here refers to the economic growth potential during a period when the working-age population surpasses
Youth Dependency Ratio refers to the number of individuals in the 0-14 age group (youth dependents) expressed as a proportion of the

Old-Age Dependency Ratio measures the ratio of population aged 60 years and above relative to the working-age population.
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double during the same period. As a result, the
total dependency ratio, though declining initially,
is expected to bottom out by 2031, reflecting
the offsetting effects of fewer children and more
elderly dependents (Chart Ill.1b).

3.5 The narrowing gap between youth and
old-age dependency ratios captures two critical
demographic realities. First, India possesses
a short-lived window over the next decade to
capitalise on its demographic dividend, as the
working-age cohort attains its apex, and the total
dependency ratio remains favourable. From 2036
onwards, the share of working age population
is expected to decline, whereas the total age
dependency ratio is expected to rise, gradually
closing the window of opportunity. Second, the
nation must concurrently take on board the
accelerated onset of population ageing and
prepare itself to grapple with the diverse fiscal
policy challenges which most of the advanced
economies of the world are facing today.

3. Demographic Profile of Indian States

3.6 The time and pace of demographic transition
vary significantly across the Indian States due to
differences in the total fertility rate as well as the
life expectancy at birth. The total fertility rate at all
India level declined from 2.4 during 2011-13 t0 2.0
during 2021-23. While the total fertility rates of all
the States have declined during this period, the
dip has been particularly sharp for Delhi, Gujarat,
Jharkhand, and Jammu & Kashmir (Table 111.1).
Currently, the total fertility rates of only seven
States — Bihar, Uttar Pradesh, Madhya Pradesh,
Rajasthan, Chhattisgarh, Jharkhand, and Assam
are at or above the replacement rate of 2.1°.

Table lll.1: Total Fertility Rate and Life
Expectancy of States/UTs

Sl. | States TFR TFR | Change Life
No. (2011-| (2021-| in TFR| Expectancy
13) 23) (%)| atBirthin

Years

(2016-20)

1 |2 3 4 5 6
1 |[Bihar 3.3 2.9 -12.1 69.5
2 | Uttar Pradesh 3.2 2.6 -18.8 66.0
3 |Madhya Pradesh 3.0 2.5 -16.7 67.4
4 | Rajasthan 2.9 2.4 -17.2 69.4
5 | Chhattisgarh 2.7 2.3 -14.8 65.1
6 |Jharkhand 2.8 2.2 -21.4 69.6
7 | Assam 24 2.1 -12.5 67.9
8 |Haryana 2.2 2.0 e} 69.9
9 | Guijarat 25 1.9 -24.0 70.5
10 |Odisha 2.1 1.7 -19.0 70.3
11 | Karnataka 1.9 1.6 -15.8 69.8
12 | Andhra Pradesh 1.8 1.5 -16.7 70.6
13 | Himachal Pradesh 1.7 1.5 -11.8 73.5
14 | Jammu & Kashmir 1.9 1.5 -21.1 74.3
15 |Kerala 1.8 1.5 -16.7 75.0
16 | Maharashtra 1.8 1.5 -16.7 72.9
17 | Punjab 1.7 1.5 -11.8 72.5
18 | Tamil Nadu 1.7 1.4 -17.6 73.2
19 | West Bengal 1.7 1.4 -17.6 72.3
20 |Delhi 1.8 1.3 -27.8 75.8
All India 24 2.0 -16.7 70.0

Note: For TFR and life expectancy, Andhra Pradesh, Jammu
& Kashmir, and Uttar Pradesh include Telangana, Ladakh and
Uttarakhand, respectively.

Source: Sample Registration System Statistical Report 2023.

3.7 Total fertility rate of all other States has
fallen below the replacement rate. Similarly, there
are interstate differences in life expectancy. The
average life expectancy at all India level is 70
years. However, life expectancy at the State level
ranges from around 65 years in Chhattisgarh to
around 76 years in Delhi. Generally, States, which

® As per United Nations World Fertility Report (2024), a fertility level of around 2.1 births per woman yields a growth rate of zero in the long run
for a population with low mortality and no migration. At this level, known as the “replacement level”, each generation is followed or “replaced”

by another generation of roughly the same size.
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have a lower fertility rate, also have higher life
expectancy, resulting in higher share of elderly
population than the national average (MoHFW,
2020).

3.8 To assess the demographic profile of
Indian States, a modified version of the standard
International  Labour  Organisation  (2023)
classification has been adopted®. In this approach,
a State is classified as ageing if the share of
population aged 60 years and above is 15 per
cent or more, intermediate if it is 10 per cent to
below 15 per cent, and youthful if it is below 10
per cent. Data from the Report of the Technical
Group on Population Projections, 2020, published
by the Ministry of Health and Family Welfare,
Government of India, has been used to classify
the States under these three categories’. In 2016,
all the Indian States remained in the youthful
or intermediate category (Table 111.2). By 2026,
Kerala and Tamil Nadu are expected to enter the
ageing category, with more than 15 per cent of
their population above 60 years of age. Most of
the remaining States will be in the intermediate
category and a few States under the youthful
category during this period. By 2036, however,
more than half of the States will be ageing and the
rest will fall under the intermediate category with
no States remaining in the youthful category.

3.9 India’s gradual shift from a predominantly
youth-heavy population towards a more mature
age structure is depicted in Chart 1ll.2. In the
early and mid-transition stages, falling fertility
reduces younger cohorts and increases the
share of the working-age population, generating

Table Ill.2: State-wise Share of Population

Above 60 Years of Age
(Per cent of Total Population)
State\Year 2011| 2016| 2021 | 2026 | 2031| 2036
1 2 3 4 5 6 7
Kerala 12.7| 145
Tamil Nadu 10.6| 12.0
Himachal Pradesh 104 11.6
Punjab 10.5| 11.4
Andhra Pradesh
West Bengal
Maharashtra
Odisha
Karnataka
Telangana
Uttarakhand
Gujarat

Jammu & Kashmir

Haryana

Delhi 10.8| 12.5| 14.2
Chhattisgarh 11.7| 13.4
Rajasthan 1.2 128
Assam 11.6| 13.7
Madhya Pradesh 111 128
Jharkhand 10.8| 123
Uttar Pradesh 11.8

Bihar

Classification

Colour Code

Ageing States

Intermediate States
Youthful States

Source: Staff estimates.

a demographic dividend that can accelerate
growth (Bloom, Canning and Sevilla, 2003; Lee
and Mason, 2006). The dividend can boost per
capita income and is often reinforced by higher

® The International Labour Organisation (ILO) defines a country as “aged” when the population aged 65 years and above constitutes 14
percent or more of the total, “ageing” when this share lies between 7 and 14 per cent, and “not aged” when it is below 7 percent. In this study,
we have chosen 60 years instead of 65 years for demographic classification of States, as in India the retirement age is generally 60 years,
and people are categorised as senior citizens for various government entitlements when they cross 60 years of age.

” Goa and Union Territories (except Delhi and Jammu & Kashmir) are excluded from the analysis as detailed data on their demographic profile

is not available in the Technical Group Report.
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Chart lll.2: Demographic Shifts - State-wise

a. 2016 b. 2026

c. 2036

mmmm Ageing States (60+ population = 15 per cent)

Source: Staff estimates.

Intermediate States (10 per cent < 60+ population < 15 per cent)

mmmm Youthful States (60+ population < 10 per cent)

investment in health and education, rising female
labour force participation, and greater savings.
With supportive policies in education, healthcare,
gender equality, job creation, and governance,
these benefits can be maximised. However, as the
transition advances, population ageing becomes
the dominant outcome, placing unprecedented
demands on public resources while shrinking the
working-age tax base that sustains them.

3.10 A country’s demographic dividend peaks
when its working-age population is at its highest.
Several studies highlight that a country’s
demographic dividend peaks when the share of
working age population is approximately two-
thirds of the total population (UN, 2023). The share
of working age population in India is projected to
rise from 64.8 per cent in 2026 to 65.1 per cent
in 2031 and then decline to 64.9 per cent by
2036 (Table 111.3). India may, however, continue
to enjoy demographic dividend for a longer period
than other countries due to significant regional
heterogeneity in the process of demographic
transition (Jain and Goli, 2021).
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Table II1.3: State-wise Share of Working
Age Population 2026-2036

(Per cent)
State\Year 2026 2031 2036
1 2 S 4
Bihar 60.5 61.2 61.4
Kerala 62.0 60.8 59.5
Madhya Pradesh 62.7 63.8 64.5
Uttar Pradesh 62.8 64.8 66.1
Rajasthan 63.2 64.5 65.2
Chhattisgarh 63.9 64.6 64.9
Jharkhand 64.0 64.4 64.7
Gujarat 64.8 64.8 64.6
QOdisha 65.2 64.8 64.1
Tamil Nadu 65.9 65.0 63.6
Haryana 65.9 66.5 66.6
Assam 66.1 65.7 65.2
Himachal Pradesh 66.6 65.9 64.7
Karnataka 66.6 66.5 65.6
Uttarakhand 66.6 66.5 66.4
Andhra Pradesh 66.9 66.4 65.4
Punjab 67.0 66.6 65.8
Maharashtra 67.3 66.9 66.2
West Bengal 67.7 66.7 65.5
Telangana 67.8 67.4 66.7
Delhi 68.9 68.3 67.3
Jammu and Kashmir 70.1 68.8 66.8
India 64.8 65.1 64.9

Source: Staff estimates.
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3.11 Depending on the age structure, the effective
demographic windows of opportunity — when the
maximum demographic dividend can be reaped —
will vary across the States. For instance, by 2026,
States like Kerala and Tamil Nadu will already be
ageing, with falling share of working age population,
resulting in narrowing of the window of opportunity.
In contrast, there are several States with younger
population like Bihar, Madhya Pradesh, Uttar
Pradesh, Chhattisgarh, Jharkhand and Haryana,
where the share of working age population will
continue to rise beyond 2031, widening the
window of opportunity for a longer period. These
States will also serve as the principal source of
labour supply to the national economy. In these
youthful States, however, reaping demographic
dividend will not be automatic but conditional on
supportive socio-economic policy environment in
terms of investment in human capital and decent
employment opportunities. For the intermediate
States, the window of opportunity will be narrower
than the youthful States, with almost half of the
intermediate States of 2026 entering the ageing
category by 2031 and the remaining ones by 2036.
The share of working age population in some of
these States will start moderating from 2026 and
for others from 2031. However, the “demographic
turning point” - the year when the share of the
working-age population in their total population
begins to decline - will differ across States even
within this group.

3.12 By 2036, more than half of the States are
projected to transition into the ageing category,
with Kerala at the forefront, with more than 22
per cent of its population as elderly, an indication
of advanced ageing. In these regions, the
demographic dividend is likely to close earlier than
the national average, primarily on account of rapid
and sustained decline in fertility levels (UNFPA,

34

2019). For these States, policy imperatives would
gradually shift from employment generation
towards old-age support systems.

4. Fiscal Implications of Demographic Changes

3.13 Public finances are highly sensitive to
demographic changes. Changes in the population
age structure can have a significant effect on
fiscal sustainability since they can affect both
government revenues and expenditures.

4.1 Impact on Revenue

3.14 Population age structure has profound
implications for government revenue. In the
youthful States, a larger workforce, if employed
effectively, can create a larger tax base, boosting
both direct and indirect tax receipts. Increased
urbanisation can further boost tax receipt in these
States by shifting away from hard-to-tax sectors
like agriculture. In contrast, in the ageing States,
a gradually shrinking labour force will lower the
long-term growth rate and thus partly erode the
tax base, particularly, for personal income taxes
(Crowe et al., 2022; Kim et al., 2014). Different
revenue indicators constructed as simple averages
of States belonging to each demographic cohort
viz. youthful, intermediate, and ageing, provide
insightful outcomes (Tables I11.4 and III.5).

3.15 The youthful States consistently display
stronger revenue mobilisation, reflected in higher
levels of revenue receipts, tax revenues and
central transfers (Table 111.5). Intermediate States
maintain a relatively stable revenue performance,
with moderate outcomes across revenue receipts,
tax revenues, and central transfers, suggesting
steady but less dynamic fiscal capacity. Ageing
States exhibit weaker performance, with lower
revenue receipts compared to the other two
groups on account of lower tax collections as
well as lower transfers from the Centre reflecting
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Table Ill.4: Revenue Indicators for States

Major Heads
1 2

Components

1. Revenue Receipts | Total revenue collected by State, including

tax and non-tax revenue

2. Tax Revenue Total tax revenue of State, which includes
States own taxes and share of central

taxes

3. Own Tax Revenue | Taxes levied and collected directly by the

State, excluding central transfers

Transfers received from the central
government, inluding devolution of central
taxes and grants

4. Central Transfers

structural challenges linked to higher demographic
pressures and slower growth (Table 111.5).

4.2 Impact on Expenditure

3.16 Demographic transitions alter established
patterns of public outlays and compel governments
to recalibrate priorities (Baldacci, 1997). Public
expenditure, inherently dynamic, is shaped by
demographic, economic, and politicalundercurrents
that define a society’s trajectory. With Indian
States traversing distinct stages of demographic
transition, any straitjacket expenditure rule will be
rendered untenable. Expenditure priorities must
adapt to the demographic contours of each State
and the pace at which they unfold. Youthful States
are expected to emphasise education and skilling
to harness their demographic dividend (Jain et
al., 2025). In contrast, ageing States will require
greater public spending on healthcare, pensions,
and social security (Bloom, Canning & Fink, 2010).
Most studies have found that population ageing
leads to an increase in health expenditure of the
government (Kim et al., 2014; Matteo, 2005).

3.17 An analysis of the social sector expenditure
of States across four benchmark years - 2010-11,
2015-16, 2020-21, and 2024-25 yields interesting
results. Here, social sector expenditure includes
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Table II.5: Revenue Indicators of States by

Demography
(Per cent of GSDP)
Category 2010-11 2015-16 | 2020-21 | 2024-25
1 2 3 4 5

Revenue Receipts
16.8 17.8 18.5 19.5
Intermediate 13.7 13.8 13.1 15.9
— — 12.6 10.2

Tax Revenue

10.7 12.2 10.8 14.3
Intermediate 9.5 9.6 8.1 10.0
- - 7.7 8.1

Own Tax Revenue
6.3 6.2 5.8 6.9
Intermediate 7.5 6.7 5.7 7.0
= = 6.2 6.4

Central Transfers
4.5 6.0 4.9 7.4
Intermediate 2.0 2.9 2.4 3.1
— — 1.5 1.7

Source: Staff estimates.

spending under five broad heads - education,
health, urban development, social security and
welfare, and pension (Table 111.6). All aggregates
are standardised across States and presented
both as ratios to GDP as well as shares in total
social sector expenditure.

Table 111.6: Key Social Sector Expenditure
Components

Sub-Components

Major Heads
1 2

1. Education Education, sports, art, and culture

Medical and public health
2. Health, nutrition, and .

. Family welfare
family welfare

Nutrition

Water supply and sanitation
3. Urban development | Housing

Urban development

4. Social security and | Labour and labour welfare

labour welfare Social security and welfare

5. Pension Pension expenditure
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3.18 At the aggregate level for all States,
spending patterns have undergone a structural
pivot towards infrastructure and social protection.
State governments’ spending on social security
and labour welfare has expanded visibly from 0.6
per cent of GDP in 2010-11 to 1.1 per cent of GDP
in 2024-25 (Chart 111.3a). Urban development
expenditure has also moved upwards, climbing
from 0.7 per cent to 1.2 per cent over the same
period. Health outlay as per cent of GDP has
risen since the pandemic, while education
has remained largely flat throughout. Pension,
too, has remained broadly stable, barring the
pandemic related spike that has since unwound.

3.19 As a share of total social sector spending,
expenditure on social security has risen from 9.5
per cent in 2010-11 to 14.3 per cent in 2024-25,
largely driven by the expansion of direct benefit
transfers that cut across demographic groups
(Chart Ill.3b). The share of urban development
has inched up from 12.2 per cent to 15.6 per cent,
reflecting the need to cater to the expanding city
population. In contrast, the share of education,

has steadily receded, from 41.5 per cent in 2010-
11 to 32.9 per cent in 2024-25. The sharp decline
in the share of education, despite a growing need
to invest in human capital, suggests emerging
trade-offs in expenditure prioritisation. This trend
underscores the need for safeguarding long term
growth enablers such as education and health from
being crowded out by immediate consumption-
based commitments.

Youthful States

3.20 Demographic groupwise analysis reveals
that in the youthful States, education dominates
the social sector expenditure followed by
expenditure on pension, urbanisation, health and
social security. In 2024-25, the youthful States
on average devoted a higher share of social
sector expenditure (35 per cent) to education
compared to the other two groups, underscoring
their commitment towards skilling, and building
capacities (Charts 111.4; 1l11.6; and IIl.7). Bihar
recorded the highest education share (41.8 per
cent) among all States, followed by Maharashtra,
Rajasthan, and Chhattisgarh in close succession.

Chart lll.3 States’ Expenditure on Key Social Sector Components

a. As per cent of GDP
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Chart lll.4 Average Share of Social Sector Expenditure Components (Youthful States)

a. 2015-16
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Source: Staff estimates.

However, even within the youthful cohort, the
share of education in total social sector spending
has moderated from the 2015-16 levels, signalling
a gradual shift in fiscal priorities as social and
infrastructural needs have expanded. Accordingly,
there has been an increase in the share of
urbanisation, and social security between 2015-16
and 2024-25, whereas the share of pension and
health remained broadly stable (Chart I1l.4). Among
States, Chhattisgarh, Uttar Pradesh, Gujarat, and
Telangana recorded the highest allocation towards
urban development, as expanding population
heightens demand for housing, transport, and
civic infrastructure. Health spending as per cent of
total social sector spending remained flat between
2015-16 and 2024-25, reflecting States’ continued
focus towards maternal and childcare, which is
critical to help realise the demographic dividend in
youthful States.

3.21 The youthful States have scaled up their
capital spending and improved the quality of

expenditure. The revenue expenditure to capital
outlay (RECO) ratio has declined from 6.2 in
2015-16 to 5.0 in 2024-25, reflecting their focus on
infrastructure and capacity building (Chart 1ll.5a).
Their lower committed expenditure® compared
to the other two groups has generated greater
fiscal headroom to prioritise demographically
sensitive areas such as education, skilling, health,
and infrastructure (Chart II1.5b). As these States
broaden social support programme, calibrated
spending and careful targeting will be essential to
ensure that expanding social commitments do not
crowd out critical developmental spending.

Intermediate States

3.22 Broadly similar expenditure pattern was
noted for the intermediate States in 2024-25
with education having the dominant share in
social sector expenditure followed by pension,
urbanisation, health, and social security.
Intertemporally, there is a sharp decline in the

& Committed expenditure consists of interest payments, administrative services, and pensions.
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Chart lI.5: Quality of States’ Expenditure Across Demographic Group
a. Revenue Expenditure to Capital Outlay b. Committed Expenditure
(Ratio) (Per cent of total expenditure)
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expenditure shares of education and pension 3.23 Intermediate States have maintained

between 2015-16 and 2024-25, whereas the
shares of urbanisation, social security and health
have increased considerably (Chart 111.6). For
urban development, the youthful and intermediate
cohorts allocate a higher share (around 16 per
cent), compared to the ageing States (7 per cent),
consistent with their relatively younger age profile.

a balanced expenditure profile, with gradual
improvement in quality of spending over time
(Chart 111.5). The RECO ratio has edged down
from 8.0 in 2015-16 to 6.5 in 2024-25, reflecting
gains in fiscal space to support developmental
priorities. Their committed expenditure has also
softened from the pandemic peak and dipped

Chart lll.6 Average Share of Social Sector Expenditure Components (Intermediate States)
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slightly below the 2015-16 levels, indicating
measured containment of routine obligations.

Ageing States

3.24 In the ageing States, education and pension
accounted for almost equal share of social sector
expenditure, followed by social security in 2024-
25. The expenditure share of health was marginally
lower than the youthful and intermediate States,
whereas the share of urbanisation was less than
half of those States (Chart I1.7). The considerably
lower share of urbanisation in the ageing States
compared to the other two age groups reflects their
earlier urban transitions and already mature city
systems. Similarly, their lower share of education
compared to youthful and intermediate States
reflects the impact of population ageing.

3.25 The ageing States on average allocate close
to 30 per cent of their total social sector spending
to pensions - the highest among the three cohorts
(Chart 11.7). Pension burdens have increased in
tandem with the rising share of elderly population
in these States. Intermediate States and youthful
States spend less for now, but as ageing pressures

become ubiquitous, rising life expectancy and
expanding coverage mean pension liabilities
could escalate rapidly in the years ahead.

3.26 Underscoring the growing fiscal pressure of
welfare commitment amid demographic change,
the share of social security and welfare - which
encompasses expenditure on women, children, the
elderly and persons with disabilities - has moved
upward for all the cohorts, with ageing States
devoting the highest share (around 18 per cent)
[Chart 111.7]. This spending is largely driven by the
expansion of direct benefit transfers, including the
surge in cash transfers. Such expenditures have
become a structural component of State budgets,
driven by broad based policy imperatives rather
than demographic pressure alone. If not managed
carefully, the rising emphasis on such transfers
risks constraining the ability of States to allocate
adequate resources towards demographically
sensitive areas such as health and education.

3.27 Among the three groups, ageing States
exhibit the highest RECO ratio of 9.0 in 2024-25,
nearly double that of the youthful States, signalling

Chart 1.7 Average Share of Social Sector Expenditure Components (Ageing States)
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limited fiscal flexibility to scale up investment in
critical areas such as geriatric support, public
health, and long-term care systems (Chart Ill.5a).
Committed expenditure also remains elevated at
32.4 per cent of total expenditure, reinforcing the
constraints (Chart 111.5b). For these States, greater
efficiency in spending, targeted social support,
and efforts to strengthen revenue mobilisation
will be key to generate fiscal space for essential
demographic-responsive spending.

4.3 Impact on Fiscal Sustainability

3.28 While population ageing has a negative
impact on revenue mobilisation due to lower labour
force participation and slower growth, States with
higher percentages of elderly population require
substantial resource allocation towards elderly
care, including healthcare, social security, and
infrastructure. This poses significant challenges
for fiscal sustainability, limiting fiscal policy space
and effectiveness (Bloom et al., 2010). The
Organisation for Economic Co-operation and
Development (OECD) countries have already
experienced rising old-age dependency leading
to higher fiscal deficits and debt accumulation.
Similar patterns are emerging in advanced Asian
economies like Japan and South Korea, where
population ageing has intensified fiscal pressures.
To safeguard against the adverse economic and
fiscal consequences of population ageing, there
is a need for fiscal buffers, improved quality of
public finances and structural reforms (ECB,
2022).

3.29 The IMF’s Debt Sustainability Framework
highlights that debt burden indicators, primary
balance, and debt service costs are central to
assessing medium to long-term vulnerabilities in
public finances (IMF, 2013; 2021). Debt-GDP ratio
(reflecting the overall debt burden), and interest
payments to revenue receipts ratio (capturing the
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stress of debt servicing on fiscal resources) are the
most widely used indicators of debt sustainability
of a government. In India, different groups of
States face distinct revenue and expenditure
pressures, which shape their debt dynamics
differently. Linking debt indicators to demographic
patterns provides a more nuanced framework for
evaluating fiscal sustainability and for designing
differentiated fiscal strategies across States. The
debt indicators presented here are constructed
as simple averages of States belonging to each
demographic cohort viz. youthful, intermediate,
and ageing.

3.30 The Debt-GSDP trends show a clear
demographic pattern, with youthful States
desplaying relatively higher debt burden compared
to the intermediate States in 2015-16 (Chart
[11.8a). In the Covid year of 2020-21, the debt
ratios spiked across all demographic categories.
The ageing States faced the maximum stress
during this period, with debt levels significantly
higher than those of youthful and intermediate
States. By 2024-25, there has been some
moderation in debt levels across all demographic
groups as their economies recover, though the
ageing States continue to bear the highest debt
burden as they remained structurally vulnerable
due to weaker revenues and elevated committed
expenditure. The intermediate States registered
relatively lower debt burden across the years
compared to the other two groups. The lower debt-
to-GSDP ratio of intermediate States, such as
Odisha, Maharashtra, and Karnataka, compared
to youthful States like Uttar Pradesh and Bihar,
reflects multiple factors like stronger growth
dynamics, robust industrial base, higher fiscal
capacity, greater fiscal discipline and sustainable
debt management practices (RBI, 2023; Mohan,
2023).
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Chart lIl.8: Indicators of States’ Debt Burden
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3.31 The interest payment to revenue receipts
ratio (debt service ratio) highlights persistent
fiscal stress, particularly among the ageing
States. During the entire period between 2015-
16 and 2024-25, the debt-service burden of
the youthful States remained lower than that
of the intermediate States with the gap getting
wider over time (Chart 111.8b). While there has
been some moderation in debt service ratio of
both youthful and intermediate States in 2024-
25 from the Covid high of 2020-21, the ageing
States continue to carry a heavier burden. These
dynamics underline the fiscal vulnerability of
ageing States, where rising interest commitments
constrain spending flexibility. High debt service
often crowds out productive public spending,
such as investment in human and physical capital
(Bacchiocchi et al., 2011).

5. Policy Options

3.32 The findings of the previous sections are
consistent with the broader literature highlighting
the role of demographic transitions in shaping
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fiscal performance. This calls for forward-looking
policies incorporating population dynamics and
the related fiscal challenges.

5.1 Policy Suggestions for Youthful States

3.33 The youthful States with relatively lower
share of elderly population, and lower old-age
dependency ratios, are in a position to reap the
benefits of their large working-age populations.
However, reaping demographic dividend in
these States is not automatic but conditional on
supportive socio-economic policy environment
in terms of investment in human capital and
The

expenditure profile during the last decade reveals

employment  opportunities. review of
that the share of public spending on education by
the youthful States has declined over time, even as
demographic pressures intensify. Thus, for them
the policy priority should be to strengthen revenue
mobilisation through broadening the tax base and
simultaneously investing heavily in human capital

and infrastructure to accelerate growth.
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3.34 Second, these States should also
proactively expand employment opportunities,
particularly for youth, to convert their demographic
dividend into sustained fiscal capacity. A boost to
labour intensive sectors such as trade, transport,
tourism, e-commerce, and other utility services
can create jobs for unskilled and semi-skilled
workforce. Alongside, it is also critical to ensure
that the working age population in general, is
suitably educated and skilled for jobs of the
future in the era of artificial intelligence and
automation. For the skilled workforce, promoting
entrepreneurship,  business-friendly  policies,
and labour market reforms are crucial for job
creation. The Indian States have adopted various
education and skill development policies suitable
to their demographic structure (Annex Ill.1). India’s
success in exporting Information Technology and
Business Process Outsourcing services is a good
example of how it has leveraged its demographic
advantage.

3.35 Third, as States traverse through different
stages of demographic transition, there has been
a pronounced expansion in social sector outlays
through cash transfer to women, farmers, and
youth, pensions, and other welfare schemes.
Once introduced, these schemes often acquire a
quasi-committed character, making them difficult
to scale back or discontinue. Although such
interventions have deepened social safety nets,
their growing scale calls for periodic review and
sharper targeting. In youthful States, where the
dividends from investing in early life nutrition,
learning and skills are especially high, rising
transfer commitments must not overshadow the
imperative of building human capital.

5.2 Policy Suggestions for Intermediate States

3.36 Intermediate States are entering a phase
where ageing pressures are becoming visible, with
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moderate increases in old-age dependency ratios.
Meanwhile, the window for reaping demographic
dividends in these States is gradually closing. Their
fiscal stance should balance growth-enhancing
investments with the need to gradually expand
social security and healthcare systems.

3.37 Policies to encourage higher labour force
participation - especially among women and
older workers - will be critical to sustain economic
dynamism. Equally important are productivity-
oriented reforms, such as technology adoption,
innovation, and industrial diversification, which
can help offset the slowdown in labor supply and
ease long-term fiscal pressures.

3.38 Looking ahead, strengthening revenue
capacity, and improving the quality and efficiency
of government expenditure will be essential for
creating durable fiscal space as demographic
needs evolve. At the same time, early steps in
building healthcare and pension buffers will help
them avoid sharp fiscal adjustments once ageing
pressures begin to mount in the coming decades.
The pension reform carried out by Indian States
by shifting from the defined benefit Old Pension
Scheme (OPS) to the defined contribution National
Pension System (NPS) is a major step forward to
reduce the fiscal burden of population ageing.

5.3 Policy Suggestions for Ageing States

3.39 Ageing States are facing high old-
age dependency ratios and rising social
sector expenditure obligations. Rising old-

age dependency ratios also suggest that the
demographic transition currently confronting the
ageing States, such as Kerala and Tamil Nadu,
will gradually extend to today’s intermediate
and youthful States (Table 111.7). Addressing
the mounting fiscal pressures stemming from
population ageing and safeguarding public
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Table 11l.7: State-wise Old-Age Dependency

Ratio
State/Year 2011| 2016| 2021 | 2026| 2031| 2036
1 2 3 4 5 6 7
India 13.8| 14.6| 15.7| 17.6| 20.1| 23.0
Jammu & Kashmir [ 11.9| 129 14.1| 16.0f 19.2| 23.2
Himachal Pradesh| 16.3| 17.7| 19.7| 22.4| 26.0| 30.3
Punjab 16.5| 17.4| 18.8| 21.3| 243| 278
Uttarakhand 14.8| 153| 16.2| 17.6| 19.8| 224
Haryana 139| 143| 15.0| 16.5| 185| 21.0
Delhi 10.5 11.8| 13.4| 156| 18.2| 21.1
Rajasthan 123 129| 13.9| 155| 17.4| 19.7
Uttar Pradesh 13.1| 129| 13.2| 143| 158| 17.9
Bihar 11.8| 12.7| 13.1| 14.0| 156| 17.8
Assam 10.5( 11.3| 12.7| 14.8| 17.7| 20.9
West Bengal 134 | 14.6| 16.6| 19.7| 235| 27.9
Jharkhand 11.4| 126| 13.5| 149| 16.8| 19.0
Odisha 15.0| 16.1| 17.7| 20.0| 23.1| 26.6
Chhattisgarh 126| 129| 13.8| 15.7| 18.1| 20.6
Madhya Pradesh 12.7| 129| 13.6| 153| 174| 19.8
Gujarat 126| 13.9| 15.7| 18.2| 20.9| 23.9
Maharashtra 15.7| 16.4| 17.5| 19.5| 22.4| 258
Andhra Pradesh 15.7| 16.9| 185| 21.1| 247| 28.9
Karnataka 149| 157 17.2| 19.6| 226| 26.2
Kerala 19.8| 22.7| 26.1| 30.1| 343 -
Tamil Nadu 16.0| 18.0| 20.5| 23.9| 28.0| 327
Telangana 145| 152| 16.3| 184| 21.5| 25.7

Note: Green corresponds to lower dependency, yellow to moderate
dependency, and red to higher dependency.
Source: Staff estimates.

finance sustainability requires a comprehensive
policy strategy.

3.40 Older people aged 60 or above usually
have different needs and behaviour than younger
individuals. Older individuals tend to work and save
less, implying they offer less labour and capital to
economies. They also require more health care
and social security support compared to working

9

active and engaged in economic, social and familial roles.
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age population. Thus, the ageing States should
prioritise healthcare financing reforms, preventive
health systems, and public—private partnerships,
while rationalising subsidies and non-merit
spending to create fiscal space. Tamil Nadu has
implemented measures like doorstep delivery of
medical services for elderly households; centres
for day care and health services for senior citizens,
and State pension schemes for the elderly and
the vulnerable (Annex lll.1). Ensuring universal
access to quality health services together with
increasing life expectancy can result in second
and third waves of demographic dividend® like in
the case of East Asian economies (Box IIl.1).

3.41 Second, due to rising old-age dependency,
the ageing States would witness a gradual decline
in labour supply resulting in lower productivity
and economic growth. In these States, however,
healthier ageing could continue to boost labour
supply by extending working lives and enhancing
older workers’ productivity, offering a bright spot
amid the rise of the silver economy (IMF, 2025).
This will require a change in workforce policy of
the States such as increasing the retirement ages
beyond 60 years in alignment with the improved
life expectancy. Employers may also adopt phased
retirement plans, flexible work arrangements, and
re-skilling programmes tailored for older workers.

3.42 Third, interstate migration could be another
way to boost labour supply in the ageing States.
Internal migration in India has been closely
linked to regional disparities, with movement
predominantly directed from less-developed to
more-developed States (Srivastava, 2011; Das
& Saha, 2013). Out-migration is currently heavily
concentrated in a few States like Uttar Pradesh,

The old age dividend refers to the potential economic and social benefits of an ageing society, particularly if elderly individuals can remain
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Box lil.1: Leveraging Demographic Dividend: Insights from East Asia

The East Asian countries’® experienced rapid economic
growth in the range of 9-10 per cent on an annual basis
during the period 1960s-80s'", often termed as “East Asian
Miracle”. Several of these economies were affected by the
ravages of World War Il and the speed with which these
countries transformed themselves thereafter to rise to
prominence in the global trade and finance, and sustained
the same through decades, was largely unprecedented.
Along with high growth rate, these economies often had
high savings and investment rates, partly attributable to
the export oriented industrial policy (Storm and Naastepad,
2005). Demographic factors also played an important role in
the transition of East Asian economies. A rapidly increasing
proportion of working age population resulted in increased
supply of labour, lower dependency ratio'? during the late
1970s till mid-2000, coupled with a high potential support
ratio (Charts 1a and b)'3. Lower dependency ratio freed up
resources for savings and investment in these countries,
thus opening the “demographic window of opportunity”. In
addition, a higher'* potential support ratio indicates lower
strain on fiscal and social support systems.

While favourable demographic condition aided growth in
these economies, the same was further strengthened by
public policy aiming universal education and supply of
healthy and skilled labour. The duration of compulsory
education was kept at nine years in Japan, Hong Kong,
Taiwan, and China, covering a portion of secondary
education. Compulsory education Acts in Japan, and Korea
made it imperative to allocate sizeable resources from
national budget. Another striking feature of these countries
was emphasis on vocational and technical education,
facilitating low unemployment rate. Most of these countries
prioritised universal access to basic health services, and
health insurance expansion during the early years of their
demographic dividend period. Specific examples include
establishment of mandatory health savings accounts in
Singapore (MediSave, introduced in 1984) and strong
workplace health policies for factory workers in Taiwan.

Mirroring the global trend, most East Asian economies
witnessed rapid ageing of their population since the 1990s.
Japan started facing the problem early amongst them

Chart 1: Demographic Transition in East Asia
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10 Primarily refers to Japan, South Korea, Taiwan, Hong Kong, Singapore, and China, while several studies on the East Asian miracle also
included Malaysia, Indonesia, and Thailand, as the second tier newly industrialised economies (NIEs).

" The peak growth rates, however varied across the East Asian countries. While for Japan, the peak growth rates were observed during
mid-1950s to early 1970s, for the four Asian Tigers (South Korea, Taiwan, Singapore, and Hong Kong) the peak growth occurred during
1960-1980s. For China, the peak was observed post-reform (1978), during 1980s-2000s, while for Singapore, highest growth was observed
during early independence years (1960s-1990s).

'? Dependency ratio is the ratio of dependents (people younger than 15 or older than 64) to the working-age population (those in age bracket
15-64).

'3 Defined as number of persons in age group 15-64 per old person (aged 65 and above).

'* East Asian countries’ potential support ratio continued to be higher when compared with developing economies, though the gap reduced
from mid-1990s.
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and reformed its pension system to tackle the problem of
mounting fiscal burden by raising retirement age as well
as introducing defined contribution scheme and long-
term care insurance (introduced in 2000). In South Korea,
pension reforms during 1998-2007 were in the form of
cutting replacement rates, raising retirement ages and
establishing long-term care insurance. Other measures
adopted by East Asian countries were moving to a defined
contribution system (Hong Kong, Singapore), change from
wage-based to price-based indexation (Japan and South
Korea) and expanding pension coverage (China). Finally,
universal access to quality health services and higher life
expectancy in most of these economies resulted in a second
and even third wave of demographic dividend. During the
second wave, mid-aged professionals save more as they
prepare for a longer post-retirement life, thus boosting the
national savings, whereas the third demographic dividend
refers to exploring untapped resources within the healthier
elderly population, which also lowers dependency burden
(Ogawa et al., 2021).

The experience of East Asian economies during the years of
their demographic dividend and subsequent rise in ageing
population provides valuable lesson for countries like India,
which is in the midst of demographic transition. For India,
the dependency ratio has already fallen below 67 per cent
by 2000, indicating the opening of demographic window
of opportunity. This low dependency ratio is expected to
continue till 2041, after which it will start rising as per the

projections of United Nations Population Fund (UNFPA)
[Kumar et al., 2023]. One unique feature of the demographic
transition in India is that its States are at various stages
of transition; hence the demographic dividend will be
staggered spatially. Some States like Kerala and Tamil
Nadu, which started to derive the benefit of favourable
age profile of their population from 2000 onwards, would
lose it sooner (around 2040s). In contrast, late entrants like
Jharkhand, Madhya Pradesh, Rajasthan, and Bihar would
continue to der