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Revenue deficit of states widened mildly
amid higher welfare spending in recent
years; capex improved to 2.5% of GSDP
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EXHIBIT: Composition of total
expenditure of 19 states during FY2022-
FY2025 PA
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Note: Includes all major Indian states excluding North-
East states and Goa

Source: State Budgets; Comptroller and Auditor
General of India (CAG); National Statistical Office
(NSO); ICRA Research

Over 80% of the state government’s spending is towards revenue expenditures, which includes outgo on salaries,
pensions, interest payments, power subsidy, and other welfare spending etc. Growth in revenues and borrowing
limits influence the ability and the priorities of spending by state governments. In recent years, the social welfare
spending of several states has increased, which includes, social security pensions, transfers to low-income
households, cash transfers to women etc. For instance, the combined cash transfers to women by 11 states totalled
Rs. 1.5 trillion in FY2026 or a sizeable 0.8% of gross state domestic product (GSDP), up from Rs. 120 billion in FY2023
or 0.1% of GSDP. Despite the rise in the welfare spending of the states, their revenue deficit widened mildly to 0.7%
of GSDP in FY2025 provisional actuals (PA) from 0.5% of GSDP in FY2022.

Moreover, the combined capital expenditure of the 19 states displayed a robust CAGR of 16% between FY2022-
FY2025 PA. As a proportion of the GSDP, their capital expenditure increased to 2.5% of the GSDP in FY2025 PA from
2.2% of GSDP in FY2022 benefitting from expansion in the magnitude of capex loans. Overall, led by rise in revenue
deficit and capital expenditure, the combined fiscal deficit of the sample states widened to 3.2% of the GSDP in
FY2025 PA from 2.8% in FY2022. This fiscal deficit was funded by augmented borrowing limits, which included loans
from the Centre, reform-linked borrowing etc. as well as the provision of carry-forward of unutilised borrowing.

EXHIBIT: Trends in deficits and capital expenditure as a % of GSDP
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