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ABSTRACT
	Aim
The study aims to assess the sustainability of Kerala’s public debt during the period 2019–20 to 2023–24 by examining key fiscal indicators and applying the Domar framework to understand whether the state’s debt trajectory aligns with sustainable fiscal practices.
Study Design
This is a descriptive and analytical study that utilises secondary fiscal data to evaluate trends in Kerala’s debt indicators and interpret their sustainability in relation to the state's economic performance.
Place and Duration of Study
The study focuses on the state of Kerala, India, covering the period 2019–20 to 2023–24, including the phase before, during, and after the COVID-19 pandemic.
Methodology
The analysis incorporates fiscal indicators such as overall public liabilities, per capita debt burden, effective interest rate on debt, inflation rate, and real Gross State Domestic Product (GSDP) growth rate. These variables were used to compute the Domar Gap, defined as the difference between the real cost of debt and real economic growth. The Domar framework was applied to determine whether Kerala’s debt stock tends toward sustainability, focusing on whether the growth rate consistently exceeds the real interest burden. The state’s performance was also compared with the all-state average to contextualise Kerala’s fiscal position.
Results
The findings indicate a significant rise in Kerala’s public debt and per capita liabilities, especially during the pandemic years, resulting in increased fiscal pressure. The Domar analysis shows unsustainable debt dynamics in 2019–20 and 2020–21, when real economic growth fell below the real interest rate on debt. However, a positive turnaround occurred from 2021–22 onward, as economic growth rebounded and the Domar Gap shifted into favourable territory. Despite this improvement, Kerala’s debt indicators remain weaker than the all-state average, highlighting the need for ongoing fiscal discipline.
Conclusion
The study concludes that while Kerala’s debt position has improved in recent years, long-term sustainability depends on maintaining economic growth consistently above the real cost of debt and ensuring prudent borrowing practices. Balancing developmental needs with fiscal consolidation remains essential. Consistent with the theoretical insights of Domar (1944) and Yoshino and Miyamoto (2020), sound debt sustainability for Kerala requires growth-led debt management and disciplined fiscal planning.
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1. INTRODUCTION 
Debt sustainability is a key topic in public finance, deeply rooted in the work of Evsey Domar and later economists who examined how governments manage borrowings over time. Domar’s central concern was whether persistent government deficits would inevitably lead to an unmanageable debt burden. He established that fiscal health does not solely depend on reducing deficits but fundamentally on the relationship between how fast an economy grows and the interest rate the government must pay on its debt. If economic growth consistently keeps ahead of debt costs, the government’s debt-to-GDP ratio will eventually stabilise, even when small deficits continue. This insight shifted attention from short-term fiscal balances to the long-term interplay between growth, interest rates, and fiscal discipline.

Over time, debt sustainability theory has expanded to include the ways that budgetary rules, global economic shocks, and government structures can influence outcomes. Modern literature also emphasises the unique challenges for regional governments within federal systems—like Kerala—since their borrowing powers and repayment capacity are shaped by their revenue sources, expenditure mandates, and intergovernmental fiscal transfers from the central government. Kerala’s fiscal framework, which includes a heavy commitment to social sector spending and limited scope for direct tax mobilisation, means that conventional benchmarks for debt sustainability often require adaptation to the local context. Scholars stress that a careful analysis of sustainability for a state like Kerala must look beyond headline debt numbers to factors such as primary deficits, demographic pressures, and the capacity to absorb external shocks without endangering development (Renjith & Joseph, 2024; Nair, S. R., & Sensarma, R., 2017; Kurian & Muraleedharan, 2024).

The empirical research on Kerala’s public debt sustainability gives a nuanced picture, shaped by historical trends and recent policy responses. Over the past two decades, Kerala’s debt burden has often exceeded commonly accepted thresholds for Indian states, with a rising proportion owed through internal liabilities such as provident funds and local bonds. These trends have raised concerns that long-term demographic shifts—particularly an ageing population and increased welfare commitments—may make it harder for the state to meet its repayment obligations (Government of Kerala, 2023; Nair & Sensarma, 2017).

Following the COVID-19 pandemic, Kerala, like many Indian states, experienced a sharp increase in the debt-to-GSDP ratio. The state’s debt peaked near 40% in 2020–21, driven by expanded health and welfare spending, but recent fiscal consolidation has led to notable improvements. Latest fiscal documents and independent studies now report a debt-to-GSDP ratio down to 34.2% by 2023–24 and forecast a further reduction to 33.8% in 2025–26, indicating a gradual return to sustainability (GIFT, 2025; Renjith & Joseph, 2024). Comparative reviews show Kerala’s pace of debt reduction faster than several similar states, thanks to higher revenue mobilisation and prudent expenditure management.

Advanced empirical analyses—including autoregressive distributed lag (ARDL) modelling and threshold regression—reveal that Kerala’s debt positively influences economic growth up to a certain point (estimated around 27.8% of GSDP). When debt exceeds this threshold, the growth impact turns negative, highlighting the importance of strict borrowing discipline above a certain level (Renjith & Joseph, 2024; Joseph & Kumar, 2024). Recent research by key Kerala institutions suggests that, with continued fiscal prudence and careful management of off-budget borrowing, the state can maintain debt at sustainable levels even while pursuing ambitious welfare and development programmes.

To summarise, the empirical evidence suggests that Kerala’s debt position—though challenging in the early 2020s—shows signs of improvement, provided the state continues to consolidate revenue streams, restrict non-productive borrowing, and adapt fiscal strategies to emerging demographic and economic realities (Renjith & Joseph, 2024; GIFT, 2025).

2. material and methods 

2.1 Research Problem
Kerala’s public debt has expanded rapidly over the past decade, driven by persistent revenue deficits, large committed expenditures, and off-budget borrowings through agencies such as the Kerala Infrastructure Investment Fund Board (KIIFB). While the state argues that its borrowings finance productive infrastructure and social investment, fiscal analysts and the Comptroller and Auditor General (CAG) have warned of growing stress, as interest payments and debt servicing absorb a rising share of revenue. Against this backdrop, assessing the sustainability of Kerala’s public debt in comparison with other Indian states becomes crucial. The study employs the Domar criterion, which examines whether the nominal growth rate of the economy exceeds the growth rate of public debt. A positive Domar gap implies that the economy is growing faster than debt, ensuring sustainability, while a negative gap signals fiscal vulnerability.

Using data from the Reserve Bank of India’s State Finances: A Study of Budgets and Handbook of Statistics on Indian States, along with CAG and PRS India reports, the research will estimate Kerala’s Domar gap and compare it with the all-states average for 2018–19 to 2023–24. The analysis will decompose Kerala’s debt growth into contributions from primary deficits, interest payments, and off-budget liabilities, and contrast these with states showing better fiscal performance. The study also links the Domar framework with the interest–growth differential (r–g) to identify the primary surplus required for debt stabilisation. By quantifying Kerala’s relative position and identifying structural drivers of its debt accumulation, this article seeks to determine whether Kerala’s fiscal trajectory remains sustainable under current growth and borrowing patterns. The findings will contribute to policy debates on fiscal discipline, off-budget transparency, and the design of future FRBM targets for Indian states.

2.2 Objectives of the Study
1. To examine the sustainability of Kerala’s public debt using the Domar criterion and to compare its Domar gap with that of other Indian states.
1. To identify the key factors influencing Kerala’s debt sustainability, such as economic growth rate, interest burden, primary deficit, and off-budget borrowings.


The study on Kerala’s debt sustainability adopts a descriptive and analytical research design, utilizing secondary data drawn from credible official sources such as the Reserve Bank of India’s State Finances: A Study of Budgets, Handbook of Statistics on Indian States, Kerala Budget Documents, Economic Reviews, Comptroller and Auditor General (CAG) Reports, PRS Legislative Research’s State of State Finances 2022–23, and publications of the State Planning Board and KIIFB. The analysis spans the period 2019–20 to 2023–24, covering both pre- and post-pandemic fiscal phases to capture variations in Kerala’s debt profile and fiscal responses to economic shocks. The research is anchored in the Domar framework (Domar, 1944), which evaluates public debt sustainability by analysing the relationship between the real growth rate of Gross State Domestic Product (GSDP) and the real effective interest rate on public debt. Under this approach, debt is considered sustainable when the growth rate exceeds the interest rate, ensuring that the debt-to-GSDP ratio remains stable or declines over time.
The analytical process involves three key stages. First, relevant indicators such as the Domar gap, debt-to-GSDP ratio, per capita debt, effective interest rate, and inflation were computed using consistent and comparable datasets. Second, a comparative and trend analysis was undertaken to evaluate Kerala’s fiscal position relative to the all-state average and to identify the best- and worst-performing states in terms of debt sustainability. Finally, the results were interpreted in light of theoretical sustainability conditions to assess the stability of Kerala’s debt trajectory. By combining empirical computation with comparative benchmarking and theoretical interpretation, this methodology provides a comprehensive framework for assessing Kerala’s fiscal sustainability and understanding the structural patterns underlying its debt dynamics.

3. results and discussion

3.1 Kerala’s Debt Dynamics
Table 1 presents the Debt Profile of the State of Kerala over the five-year period from 2019–20 to 2023–24, highlighting key indicators that determine the state’s public debt position and debt sustainability. The data includes figures for Public Debt, Public Account Liabilities, Off-Budget Borrowings, Overall Liabilities, and Gross State Domestic Product (GSDP), along with the ratio of Overall Liabilities to GSDP. Together, these indicators provide a comprehensive view of Kerala’s debt accumulation trends, the composition of its liabilities, and its debt burden relative to the size of the state economy.

Table 1: Public Debt Profile of Kerala during 2019-20 to 2023-24 (₹ Crores)
	SL No
	Debt Sustainability Indicators
	2019-20
	2020-21
	2021-22
	2022-23
	2023-24

	1
	Public Debt
	174640.2
	199681.7
	219974.6
	238000.97
	267989.99

	2
	Public Account Liabilities
	90722.14
	102938.3
	122912.9
	132524.1
	132725.85

	3
	Off-Budget Borrowing
	14142.2
	16469.05
	24272.67
	29475.97
	32942.14

	4
	Overall Liabilities
	279504.56
	319089.06
	367160.12
	400001.040
	433657.98

	5
	GSDP (Nominal)
	812934.6
	771723.9
	924465.5
	1023602.5
	1146108.67

	6
	Overall Liabilities/GSDP (%)
	34.38
	41.35
	39.72
	39.08
	37.84


Source: State Finance Audit Report- Comptroller and Auditor General of India

Table 1 highlights key indicators that reflect the state’s debt position and fiscal sustainability. The data show a consistent increase in Public Debt, rising from ₹1,74,640 crore in 2019–20 to ₹2,67,990 crore in 2023–24, indicating a growing dependence on borrowings to meet fiscal needs. Public Account Liabilities also increased from ₹90,722 crore to ₹1,32,726 crore during the same period, reflecting higher non-debt obligations such as provident funds and deposits. A notable rise is observed in Off-Budget Borrowings, which almost doubled from ₹14,142 crore to ₹32,942 crore, suggesting an increased reliance on borrowings outside the budget framework. Consequently, Overall Liabilities expanded from ₹2,79,505 crore in 2019–20 to ₹4,33,658 crore in 2023–24, marking a rise of over 55 per cent in five years. Meanwhile, Kerala’s Gross State Domestic Product (GSDP) grew from ₹8,12,935 crore to ₹11,46,109 crore, indicating a recovery in economic activity post-pandemic. The Overall Liabilities to GSDP ratio, which measures debt sustainability, increased sharply to 41.35 per cent in 2020–21 due to pandemic-related fiscal stress but gradually declined to 37.84 per cent by 2023–24, implying some improvement in the state’s fiscal position. Overall, while Kerala’s total debt burden has risen considerably, the declining debt-to-GSDP ratio in recent years reflects a gradual stabilisation supported by economic growth and improved fiscal management.

3.2 Growth of Overall Liabilities and GSDP of Kerala
Figure 1 presents the trend in the rate of growth of overall liabilities and the GSDP growth rate of Kerala from 2016–17 to 2023–24. It highlights the changing relationship between the state’s debt growth and economic performance over time. By comparing these two indicators, the figure provides insights into Kerala’s fiscal and economic dynamics, showing how the pace of debt accumulation has corresponded with fluctuations in the state’s economic growth, particularly during and after the COVID-19 pandemic period.

Figure 1: Rate of Growth of Overall Liabilities and GSDP (2016-17 to 2023-24
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[bookmark: _Hlk211677788]Source: State Finance Audit Report- Comptroller and Auditor General of India

Figure 1 illustrates the comparative trend between the rate of growth of overall liabilities and the GSDP growth rate of Kerala over the period from 2016–17 to 2023–24. The chart reveals significant fluctuations in both indicators, reflecting the state’s changing fiscal and economic conditions.

From 2016–17 to 2018–19, both the growth of overall liabilities and GSDP followed a relatively parallel pattern, with liability growth ranging between 12.6% and 15.5%, while GSDP growth remained around 10–13%. In 2019–20, the growth rate of liabilities declined slightly to 11.12%, and GSDP growth dropped sharply to 3.13%, indicating an early slowdown in the economy.

The year 2020–21 marks a striking divergence, as the GSDP growth rate turned negative (-5.07%) due to the impact of the COVID-19 pandemic, while liabilities continued to grow at 14.18%, highlighting increased government borrowing to manage fiscal stress. Subsequently, in 2021–22, both indicators rebounded strongly — the GSDP surged by 19.79% following post-pandemic recovery, and liabilities grew by 15.07%.

However, the following years (2022–23 and 2023–24) show a moderation in both variables, with the growth of overall liabilities stabilising at 8–10% and GSDP growth settling around 9–12%, suggesting a return to normalcy in fiscal operations.

Overall, the figure indicates that Kerala’s liabilities have consistently grown at a faster or comparable pace to GSDP, except during the pandemic year. This trend underscores the state’s persistent fiscal pressure, although the post-pandemic moderation suggests efforts toward achieving fiscal consolidation and sustainable debt management.

3.3 Size and Growth of Debt Per Capita
Table 2 presents Kerala’s overall liabilities, GSDP, projected population, per capita values for liabilities and GSDP, and the per capita liability-to-GSDP ratio for 2019–20 through 2023–24. It converts aggregate fiscal indicators into per capita terms, thereby providing a clearer understanding of how the state’s debt burden and economic performance impact individual residents over time.

Table 2: Size and Growth of Debt Per Capita of Kerala
	
Year
	Overall
 Liabilities
(Rs. Crores)
	GSDP
(Rs Crores)
	Projected 
Population
(Million)
	Per capita
Overall Liabilities
(Rs)
	Per capita GSDP
(Rs)
	Per Capita Liability–GSDP Ratio

	2019-20
	279504.56
	812934.63
	35.4
	78956.09
	229643
	34.38

	2020-21
	319089.06
	771723.89
	35.5
	89884.24
	217387
	41.35

	2021-22
	367160.12
	924465.46
	35.7
	102846.00
	258954
	39.72

	2022-23
	400001.04
	1023602.46
	35.8
	111732.13
	285922
	39.08

	2023-24
	433657.98
	1146108.67
	36.0
	120460.55
	318364
	37.84


Source: Author’s estimation based on State Finance Audit Report- Comptroller and Auditor General of India
 
As Table 2 illustrates, during this period, Kerala’s overall liabilities increased substantially from ₹2,79,505 crore to ₹4,33,658 crore, leading to a rise in per capita liabilities from ₹78,956 to ₹1,20,461 — an increase of over 52 per cent. Meanwhile, per capita GSDP grew from ₹2,29,643 to ₹3,18,364, reflecting a slower growth of about 39 per cent. The per capita liability-to-GSDP ratio, which indicates the debt burden relative to income, rose sharply from 34.38 per cent in 2019–20 to 41.35 per cent in 2020–21 due to pandemic-induced economic contraction, and then gradually declined to 37.84 per cent by 2023–24 as the economy recovered. These trends suggest that although Kerala’s per capita income improved in the post-pandemic years, the growth of debt outpaced income growth, pointing to persistent fiscal stress and highlighting the need for continued fiscal discipline and prudent debt management to ensure long-term sustainability.

3.4 Market Borrowing by Kerala: Present Scenario
Kerala’s borrowing pattern in recent years reflects the state’s increasing dependence on market loans to finance its fiscal deficit and meet developmental as well as revenue expenditure needs. The post-pandemic period has witnessed a notable rise in both gross and net borrowings, driven by higher spending commitments, limited revenue growth, and repayment obligations from past debts. The trend highlights the mounting fiscal pressure on the state and underscores the importance of effective debt management strategies to ensure fiscal sustainability and prudent resource utilisation in the coming years.

Table 3 presents a comparative picture of market borrowings by the State of Kerala and all Indian states for the period 2018–19 to 2024–25. It includes both the gross and net amounts raised through market loans, along with their annual growth rates, thereby reflecting the borrowing behaviour, fiscal needs, and repayment obligations of Kerala vis-à-vis the aggregate trends of all states. Gross amount raised represents the total borrowings during the year, while net amount raised indicates the additional debt after accounting for repayments. Together, these indicators help assess the fiscal pressure, debt management strategy, and liquidity needs of the states over time.

Table 3: Market Borrowing Raised by Kerala and All States: A Comparison
	


Year
	Kerala
	All States

	
	Gross Amount
 Raised
Rs. Crores
	Net Amount
 Raised
Rs. Crores

	Growth rate of
Gross Amount Raised
(%)

	Growth rate of
 Net Amount
Raised
(%)
	Gross Amount
 Raised
Rs. Crores
	Net Amount
 Raised
Rs. Crores

	Growth rate of
Gross Amount
Raised
(%)
	Growth rate of
 Net Amount
Raised
(%)

	2018-19
	19500
	13984
	--
	--
	478324
	348644
	--
	--

	2019-20
	18073
	12617
	-7.32
	-9.78
	638506
	490871
	33.49
	40.79

	2020-21
	28566
	23066
	58.06
	82.82
	808143
	657795
	26.57
	34.01

	2021-22
	27000
	18120
	-5.48
	-21.44
	701626
	492484
	-13.18
	-25.13

	2022-23
	30839
	15620
	14.22
	-13.80
	758392
	518829
	8.09
	5.35

	2023-24
	42438
	26638
	37.61
	70.54
	1007059
	717142
	32.79
	38.22

	2024-25
	53666
	37966
	26.46
	42.53
	1073310
	753346
	6.58
	5.05


Source: Author’s Estimation Based on RBI Data on Market Borrowings of State Governments  from https://www.rbi.org.in/

During the period from 2018–19 to 2024–25, Kerala’s market borrowings show notable fluctuations, indicating periods of fiscal expansion and consolidation in response to economic conditions. In 2018–19, Kerala raised ₹19,500 crore gross and ₹13,984 crore net through market loans. The following year (2019–20) saw a decline in both gross (−7.32%) and net (−9.78%) borrowings, reflecting restrained borrowing ahead of the pandemic. However, in 2020–21, borrowings surged sharply—gross by 58.06% and net by 82.82%—as the state relied heavily on debt to meet pandemic-related expenditure and compensate for revenue shortfalls.

In 2021–22, Kerala reduced its borrowings, with the gross amount falling by 5.48% and the net amount by 21.44%, suggesting an attempt at fiscal consolidation following the pandemic shock. The year 2022–23 showed a mixed pattern: the gross amount raised increased by 14.22%, but the net amount declined by 13.80%, likely due to higher repayments. In 2023–24, Kerala’s borrowing requirements rose again substantially, with gross and net amounts growing by 37.61% and 70.54%, respectively, reflecting renewed fiscal expansion. The upward trend continued in 2024–25, when the gross borrowing reached ₹53,666 crore and net borrowing ₹37,966 crore, marking further growth of 26.46% and 42.53%.

When compared with all states, Kerala’s borrowing pattern broadly mirrors national trends but with greater volatility. For all states combined, gross borrowings increased from ₹4,78,324 crore in 2018–19 to ₹10,73,310 crore in 2024–25, showing steady growth. The highest growth occurred in 2019–20 (33.49%) and 2020–21 (26.57%), driven by increased financing needs during the pandemic. A decline followed in 2021–22 (−13.18% for gross and −25.13% for net), after which borrowing resumed a moderate upward trajectory.

Overall, the data show that Kerala’s market borrowings have expanded significantly post-2020, with sharper swings than the all-states average, indicating higher fiscal stress and dependency on debt financing. The surge during and after the pandemic years highlights Kerala’s heavy reliance on market loans to sustain expenditure, while the fluctuating growth rates suggest ongoing challenges in achieving consistent fiscal consolidation and debt sustainability.

3.5 Assessing the Sustainability of Kerala’s Public Debt: A Domar Gap Perspective
Table 4 summarises Kerala’s macro-fiscal environment from 2019–20 to 2023–24 by reporting constant-term GSDP, real growth rates, CPI inflation, the effective interest rate on public debt, the real effective interest rate (nominal effective interest rate minus inflation), and the Domar gap (real growth minus real effective interest rate). Together, these indicators show whether the state’s economic growth is sufficient to stabilise or reduce the debt burden (a positive Domar gap) or whether indebtedness is likely to rise relative to the economy (a negative Domar gap).
 
Table 4: Real Growth of GSDP, Real Effective Interest Rate and Domar Gap of Kerala
	Indicators
	2019-20
	2020-21
	2021-22
	2022-23
	2023-24

	GSDP (in constant terms) Rs. Crores
	559194.18
	511702.92
	571982.96
	596236.86
	635136.53

	Real Growth Rate
 (in constant terms) 
	0.9
	-8.49
	11.78
	4.24
	6.52

	Inflation based on CPI 
(per cent)
	6.14
	5.35
	4.17
	5.79
	4.96

	Effective Rate of Interest 
	7.73
	7.53
	7.35
	7.26
	7.26

	Real Effective Rate of Interest 
(Effective rate of interest -Inflation)  
	1.59
	2.18
	3.18
	1.47
	2.3

	Domar Gap 
(Real growth - Real Effective Rate of Interest)
	-0.69
	-10.67
	8.6
	2.77
	4.22


[bookmark: _Hlk212367706]Source: State Finance Audit Report 2023-24, Comptroller and Auditor General of India.

The table presents key macroeconomic and fiscal indicators of Kerala from 2019–20 to 2023–24, such as GSDP at constant prices, real growth rate, inflation, effective interest rate on public debt, real effective interest rate, and the Domar gap. These indicators are essential for assessing public debt sustainability, which depends on the relationship between the real growth rate of the economy (g) and the real interest rate on debt (r), as postulated by Domar (1944). According to the Domar model, if the economy grows faster than the real interest rate (g > r), the debt-to-GSDP ratio will decline over time, indicating fiscal sustainability; conversely, when g < r, the debt burden tends to rise, posing sustainability risks (Yoshino & Miyamoto, 2020).

The data show that Kerala’s real GSDP contracted by 8.49% in 2020–21, reflecting the severe impact of the COVID-19 pandemic, while the real effective interest rate remained positive at 2.18%, resulting in a large negative Domar gap (−10.67) — a clear sign of unsustainable debt dynamics during that year. However, the state’s economy rebounded sharply in 2021–22, with 11.78% growth and a positive Domar gap (8.60), implying that economic growth outpaced the real cost of debt. In the subsequent years, 2022–23 and 2023–24, the Domar gaps of 2.77 and 4.22 continued to be positive, suggesting improved fiscal health and a gradual return to sustainability. Meanwhile, Kerala’s effective interest rate slightly declined from 7.73% to 7.26%, and inflation remained moderate between 4–6%, which together helped stabilise the debt burden.

These patterns align with the observations of STCI (2021) and Yoshino and Miyamoto (2020), who emphasise that the sustainability of public debt depends on maintaining a positive g − r differential and controlling the real cost of borrowing. Thus, Kerala’s experience demonstrates how strong post-pandemic growth helped restore fiscal stability after a period of unsustainable debt expansion. However, sustaining a positive Domar gap will require continued fiscal discipline, efficient debt management, and policies that promote long-term economic growth, as emphasised in the broader literature on debt sustainability (Domar, 1944; Vyas, 2021).
 
Table 5 compares Kerala’s Domar gap year-by-year (2019–20 to 2023–24) with the national (all-states) average and the best/worst performing states in each year. The table, therefore, lets us see whether Kerala’s debt dynamics were more or less favourable than the Indian average in each year and how Kerala’s volatility compares with state extremes.

Table 5: Comparison of Kerala’s Domar Gap with State Averages and Extremes
	 

Domer Gap of
	

2019-20
	

2020-21
	

2021-22
	

2022-23
	

2023-24
	Average of 
the entire period

	Kerala
	-0.69
	-10.67
	8.6
	2.77
	4.22
	0.85

	All States' Average*
	1.69
	-5.60
	7.17
	6.87
	5.43
	2.93

	
Best Performed State
	10.46
(Mizoram)
	0.11
(Sikkim)
	13.59
(Odisha)
	16.78
(Mizoram)
	10.45
(Mizoram)
	


	
Worst Performed State
	(-)2.51
(Jharkhand)
	(-)13.52
(Uttarakhand)
	(-)1.56
(Goa)
	(-)1.54
(Goa)
	1.76
(Delhi)
	


Source: State Finance Audit Report 2023-24, Comptroller and Auditor General of India. *Author’s estimation. Due to the deficiency of data, West Bengal, Andhra Pradesh, Tripura and J&K are not included. 
As Table 5 illustrates, Kerala’s Domar Gap was negative during 2019–20 and 2020–21, registering –0.69 and –10.67, respectively, implying that the real growth rate was lower than the real effective interest rate. This reflects the severe fiscal stress and economic contraction Kerala experienced during the pandemic years. However, from 2021–22 onwards, the Domar Gap turned positive, peaking at 8.6 in 2021–22 and remaining positive thereafter, signifying a gradual return to sustainable debt dynamics as economic recovery gained momentum.

In contrast, the all-states average Domar Gap shows a similar pattern but with higher overall values—averaging 2.93 compared to Kerala’s 0.85, indicating that Kerala’s debt sustainability improved but remained below the national norm. States like Mizoram and Odisha consistently performed better, maintaining high positive Domar Gaps throughout the period, suggesting strong fiscal discipline and faster growth. Conversely, states such as Goa, Uttarakhand, and Delhi displayed persistent negative or marginal gaps, reflecting weaker debt management. Thus, while Kerala has moved toward fiscal stability post-pandemic, the state still trails behind better-performing peers, underscoring the need for enhanced fiscal consolidation and growth-oriented debt management strategies (Yoshino & Miyamoto, 2020; Vyas, 2021). 

4. MAJOR FINDINGS
· Kerala’s overall liabilities have grown consistently throughout the period, often outpacing the growth of GSDP, indicating rising fiscal pressure.

· The year 2020–21 showed a sharp fall in GSDP growth and a simultaneous rise in liabilities, reflecting the fiscal impact of the COVID-19 pandemic.
· Post-2021–22, both GSDP and liability growth stabilised, suggesting gradual economic recovery and efforts toward fiscal consolidation.

· Kerala’s per capita debt burden increased significantly between 2019–20 and 2023–24, rising by over 52%, indicating that the state’s liabilities grew faster than population and income levels.
· Although per capita GSDP recovered after the pandemic, the liability-to-GSDP ratio remained elevated, showing that the pace of debt accumulation continues to exceed economic growth, posing concerns for long-term fiscal sustainability.

· Kerala’s market borrowings have increased sharply in the post-pandemic years, with both gross and net amounts showing strong upward trends, indicating growing fiscal dependence on debt to meet expenditure needs.

· The volatility in Kerala’s borrowing growth—with alternating periods of expansion and consolidation—suggests continued fiscal stress and the challenge of maintaining a stable and sustainable debt path compared with the more moderate borrowing pattern of all states combined.

· Kerala’s public debt sustainability improved after 2021–22, as the Domar gap turned positive and remained so, indicating that economic growth outpaced the real cost of borrowing.
· The pandemic year 2020–21 marked a phase of unsustainable debt, with negative growth and a sharply negative Domar gap, but subsequent fiscal recovery restored stability in the state’s debt dynamics.

· Kerala’s Domar Gap turned positive after 2021–22, indicating a shift toward debt sustainability as economic growth began to outpace the real cost of borrowing.

· Despite improvement, Kerala’s average Domar Gap (0.85) remained below the all-state average (2.93), showing that the state’s debt position is still weaker than most other states and requires continued fiscal discipline.

5. CONCLUSION
The analysis clearly indicates that Kerala’s public debt has grown substantially, driven by high developmental and welfare expenditures, particularly during and after the COVID-19 crisis. Although the Domar Gap turned positive after 2021–22, signalling an improvement in debt sustainability, Kerala’s overall fiscal position remains below the national average. The state’s debt burden per capita continues to rise, and borrowing dependence persists, highlighting the need for strong fiscal discipline, enhanced revenue mobilisation, and efficient expenditure management. Sustainable public finance for Kerala thus hinges on achieving a durable balance between growth stimulation and prudent debt management, ensuring that economic expansion consistently exceeds the real cost of borrowing—a principle long emphasised in fiscal sustainability literature (Domar, 1944; Yoshino & Miyamoto, 2020; Vyas, 2021).
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