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Abstract

India's demographic dividend — the temporary growth bonus that arises when a
country's working-age population expands faster than its dependent population
represents one of the most consequential cconomic opportunitics i modern
development history, With ever 900 million people between the ages of 15 and 64, a
total fertility rate that has declined to near-replacement level, and an age dependency
ratio that has fallen from 64% to approximately 48% over the first quarter of the
twenty-first century, India entered and sustamed 118 demographic window durng
precisely the period in which its economy was completing three decades of posi-
liberalisation structural transformation, Whether that coincidence of demographic
advantage and economie reform translated into a fully realised dividend — or whether
the opportunity was fragmented, unevenly distributed, and substantially wasted — is
the question this study sets out to answer,

Existing scholarship on India's demographic dividend has been conducted
predominantly through single-variable frameworks: working-age population growth
rates regressed against GDP per capita growth, dependency ratios correlated with
savings rates, or state-level demographic variation mapped against industrial output.
These approaches generate impartant findings. but they are structurally unable to
capture the multi-dimensional conditionality of the dividend the fact that
demographic scale alone cannot produce sustained, broad-based development unless
it is simultaneously supported by human capital quality, effective labour market
absorption, social cquity, and macrocconomic stability. This study addresscs that gap
by constructing a comprehensive, original, multi-index empirical framework applied
to India across the period 2000-2024.

The !hndulagical contribution of the study is the construction of six composite
indices — the Demographic Structure Index (D3S1), the Demographic Quality Index
(DO, the Harnessing Capacity Index (HCI), the Social Development Index (SD1), the
Macroeconomic Variables Index (MVI), and the Economic Growth Index (EGI) —
each built from ten annual time-series indicators using the QOECD Handheak
methodology of Nardo et al. (2008). All sixty indicators are drawn from primary data
sources including the World Bank World Development Indi . MoSPl National
Accounts Statistics, ILO medelled labour market estimates, the Reserve Bank of
India's Handbook of Statistics, NCRB crime data, and DPIIT FIM statistics. Each index
15 constructed through a standardised eight-step process: framework definition, data
selection, direction alignment, Z-score normalisation, constant shifting for strict
positivity, Principal Component Analysis (PCA} for data-driven weighting using
Kaiser eriterion eigenvalue selection, and PCA-weighted geometric mean aggregation.




The geometnc mean design ensures partial non-compensability — a year of strong
performance on one dimension cannot fully offset weakness on another — making
each index a genuinely multi-dimensional composite rather than a weighted average
that disguizes dimensional trade-ofTs.

The five independent indices — DSI, DOL, HCI, SDI, and MV1 — are then submitted
to an Ordinary Least Squares regressiogsagainst the EGI as the dependent variable,
with HC1 heteroskedasticity-consistent robust standard errors applied throughout to
ensure valid inference. The model explains 75.5% of the annual variation in India's
composite cconomic growth performance (R? = 0.755, adjusted R? =0.686. F = 11.75,
p < 0.001). Residuals are normally distributed (Shapiro-Wilk p = 0.817) with no
significant serial correlation confinned via Breusch-Godfrey and Ljung-Box tests, and
Variance Inflation Factors confirm that multicollinearity does not fatally compromise
the coefficient estimates.

The regression results constitute the study's central empirical contribution. Two of the
five independent indices achieve statistical significance at the 1% level, and their
findings together define the Indian paradox. The Demographic Structure Index carries
a coefficient of +4.10 (p < (.01} — the largest in the model — confirming that India's
structural demographic transition has been the dominant engine of its economic growth
over the study period. The working-age population expansion, falling dependency
burden, declining fertility, and rising urbanisation that the DSI captures have generated
real, measurable, statistically robust growth benefits across all ten dimensions of the
EGI composite. This finding validates the foundational theoretical prediction of' Bloom
and Williamson (1998) and extends it to a twenty-five-year composite index
framework specific to India.

The Demographic Quality Index carries a coefficient of —3.40 (p < 0.01) — equal in
statistical strength 1o the DSI but diametrically opposite in sign. This is the study's
most provocative and most important result. A rising DQI — reflecting improvements
in life expectancy, mean years of schooling, immunisation coverage, child nutrition,
adult literacy, maternal healthgapd educational enrolment across secondary, tertiary,
and vocational pathways — s associated with lower multi-dimensional economic
growth performance in the same year, not higher. This negative relationship, which is
structurally consistent with and precisely quantifies the "jobless growth paradox”
identified by Dréze and Send2d13) in their qualitative analysis of India's development
failure, reveals that India's mvestment in human capital has not been wasted in the
sense of failing to improve people's capabilities. It has been wasted in the more
conseguential cconomic sense: the capabilities being built are not being absorbed into
productive employment. Better-educated and healthier workers are entering a labour
market defined by skill mismatches, formal sector scarcity, and institutional
madequacy, and the economic system is failing to convert their improved human
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uapilal mto the investment, industrial output, trade inl.cgratitm, and financial decpening
that a fully realised demographic dividend would produce.

The three remaining indices — HCI(+0.56), SD1 (—0.23), and MV (+0,19) — are not
statistically ssgnificant at conventional thresholds. The positive signs on HCLand MV
are directionally consistent with theory, confirming that labour market activation and
macroeconomic stability are associated with higher growth. but their magnitudes are
msufficient to register as independent growth drivers in a model dominated by the
opposing demographic forces, The SDI's near-stagnation — with a coefficient of
variation of just 6.3% across the twenty-five-year period — means that India's social
equity framework has barely moved, making it structurally unable to explain variation
in economic growth outcomes.

The study draws three broad conclusions. India has caprured the first demographic
dividend — the mechanical growth benefit of working-age expansion — but has
largely failed to build the second demographic dividend, which requires converting
human capital investments into sustained productivity growth through effective labour
market absorption. The quality dimension of the demographic opportunity has been
fragmented by three compounding structural failures: an education and skills system
that expands enrolment without producing employment-relevant competencies; a
manufacturing and industrial policy framework that has presided over structural
deindustrialisation rather than the labour-intensive industrial transformation that East
Asian cconomics achieved during their own demographic windows; and a social equity
architecture that has left women — constituting half’ the demographic dividend —
systematically exchuded from formal economic participation. The demographic
window is time-bound. India's old-age dependency ratio will begin nising by the mid-
2040s, and when the structural contribution of the DSI diminishes, sustained growth
will require the total factor productivity zains that only a well-absorbed, productively
cmployed, and socially inclusive workforce can generate. The policy imperative — to
pivot cducation toward cmployability, to scale labour-intensive manufacturing and
agro-processing, and to implement the structural labour market reforms embodied in
the four Labour Codes — is not a long=run aspiration, It is an urgent, time-constrained
obligation, and the DQI's coefficient of —3.40 15 its quantified measure of the cost of
continued delay.
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Chapter 1
Introduction

1.1 The Question That Demands an Answer

Something does not quite add up about a's e mic story pver the last two and a
hall decades. Between 2000 and 2024, Ingagss P per capita grew at an average
annual rate of around 5.5 percent, making it one of the fastest-growing lar onamies
in the world (World Bank, World Development Indicators, 2024). 1 arking-age
population, defined as those aged 15 to 64 years, rose from roughly 60 percent of total
population in 2000 to 68.2 percent by 2024, which in absolute numbers represents a
warking-age cohort of approximately 990 million people (World Bank, WDI Series
ﬁ?()[’_lﬁﬁd.Tﬂ.ZS. 2024; UNFPA India Parliamentary Data, 2025). T@nunlry’ﬁ
total fertility rate fell from around 3.4 births per woman in the late 1 to 1.9 births
per woman by 2023, falling below the replacement threshold of 2.1 Tor the first time
in the nation's recorded demographic history (Office of the Registrar General of India,
WS Statistical Report, 2023). Infant mortality dropped from approximately 65 to 70

eaths per 1,000 five births around 2000 to 25 deaths per 1,000 live births by 2023,
representing a decline of more than 60 percent over the period (SRS Bulletin, Vol. 58,
2023). The urban share of the population elimbed from around 27.8 pereent in 2 0
roughly 35 percent by 2024, and is projected to reach over 40 percent by 2030 as lens
of millions of rural workers continued to migrate toward cities (Economic Survey
2023-24; World Bank Urban Development Report, 2024).

By almost every demographic measure, India appeared to be entering the window that
cconomists and demographers call the demographic dividend. The conditions were
aligning in the way the textbooks said they would. And yet, when one looks at the other
side of this story, a far more complicated picture emerges, Millions of educated young
people remained unable to find formal employment. Female labour foree participation
fell even as women's educational attainment improved. Child malnutrition, gender-
based violence, and deep social exclusion persisted through vears of 7 and 8 percent
GDP growth, India was growing, clearly, But the question of whether it was developing
in any meaningful, broad-based sense remained genuinely open.

This is not just an academic puzzle. It touches GE: lives of hundreds of millions of
people who are not old enough to remember the pre-reform era, who have grown up
m a country that told them education was the path to prosperity, and who are now
discovering that the economy has not prepared a place for many of them. The gap
between India's demographic potential and its institutional delivery 1s one of the most
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consequential development questions of the twenty-first century, and it deserves a
more rigorous and more honest analytical treatment than it has wsually received.

This dissertaiion begins with that tension. Its central question 1s simple {o state but
demanding to answer properly: has India effectively harnessed its demographic
dividend? To answer it honestly requires first acknowledging a problem with how this
question has usually been approached. The demographic dividend is almost always
studied through one or two aggregate demographic ratios, typically the working-age
share or the dependency ratio, regressed against GDP growth, That approach can tell
us whether favourable age structure is correlated with faster growth. It cannot tell us
whether India's demographic opportunity is being realised broadly or narrowly,
whether the quality of the population matters alongside the quantity, whether the
institutions needed to absorb labour are working, or whether social exclusion is
{ragmenting the dividend before it reaches the majority of people.

This dissertation proposes a different approach. It argues that rw:emogmphic
dividend operates through at least five distinet channels: the structural age composition
of the population, the health and education quality of that population, the capacity of
labour markets and institutions to absorb the working-age cohort productively, the
social equity conditions under which demographic change is happening, and the
macroeconomic environment in which all of this plays out. Each of these channels
must be measured separately, with care and theoretical rigour, before they can be
integrated into a unified model. Only then can one begin to answer, with any precision,
whether India's dividend has been fulfilled, partially captured. or systematically lost.

1.2 India at a Demographic Crossroads

To appreciate why this question marters, it helps to understand what the demographic
dividend actually means and why India's position is historically significant. The
concepl traces back 1o the work of Frank Notestein (1945 pagho first described the
demographic transition as a soclety's passage from a state of high fertility and high
mortality to one in which both are low. During the middle phase of this transition,
mortality falls firsigand fertility follows later. The pap between the two creates a
temporary surge in the working-age share relafive to dependants, This is the window
of opportunity.

@c economic consequences of that window were most powerfully demonsirated by
oom illiamson { 1998) in their study of East Asia's economic miracle, They
found that East Asia's demographic transition resulted in its working-age population
srowing at a much faster rate than its dependent population during 1965 o 1990,
thereby expanding the per capita productive capacity of East Asian economies. Their
estimate was that demographic change accounted for between one-quarter and two-
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fifths of East Asia’s growth during that period. The central insight was that it was the
structure of the population that mattered, not its size or raw growth rate. When the
share of workers relative to dependants rises, productive capacity expands, savings
rates tend o increase, and per capita incomes can grow even without any change in
technology or institutional quality.

India's dividend window opened later than East Asia's but is no less signifigant. Aiyar
and Mody (2011), in their IMF Working Paper on the Indian states, found that there is
a large and significant growth impact of both the level and growth rate of the workirq’
age ratio, with demographic change accounting for betw 40) and 50 percent o

India's growth acceleration since the 1980s. More recent da m the Werld Bank
confirms that India’s working-age share rose from around 60 percent in 2000 to 68.2
percent in 2024 (World Bank, WDI, 2024). The working-age population is now
approximately 68.7 percent of a total population of 1 46 billion, giving India the largest
working-age cohort of any nation on earth (UNFPA India Parliamentary Data, 2025).

But Lee and Mason (2006) were equally clear that this window is temporary and

ditional. In their widely cited note in Finance and Development, they wrote that
with fewer people to support, a country has a window of opportunity for economic
growth if the right social and economic investments and policies are made. The word
"if" carries enormous weight in that sentence. The demographic dividend has never
been automatic, It depends on what a country does with its structural advantage.
Countries that built the institutions, invested in education and health, opened their
ceonomies, and created the conditions for labour absorption captured large dividends.
Countries that did not, lost the opportunity. India’s position today is precisely at this
fork in the road, and the evidence on both sides of the argument is strong enough to
make the answer genuinely uncertain.

MNotestein's (1945) four-stage model of the demographic transition begins with pre—
modem state of high ferility and high mortality, moves through a phase where
mortality declines but fertility remains high, then enters a transitional period where
fertility finally falls, and culminates in a low-fertility, low-mortality equilibrium. India,
i 2000, was firmly in the third stage. The country's total fertility rate had been
declining for several decades, driven by family planning programmes, rising female
aeacy, and urbanisation, all of which are documented extensively in the N series
( S-3, 2005-06; NFHS-4, 2015-16; NFHS-5, 2019-21). The IMR, which Bamo and
Sala-i-Martin (2004) identify as a demographic driver of fertility through the child
survival hypothesis, fell sharply across the same period, from approximately 65 ta 70
per 1000 live births around 2000 to 25 per 1,000 by 2023 (SRS Bulletin, 2023). As
families became confident their children would survive, desired family size fell.
reinforcing the fertility decline and compressing the youth dependency ratio.
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What happencd next was precisely the structural shifi that demographic dividend
theory predicts. The large cohorts born during the high-fertility era of the 1@20s and
1980s were entering the working-age band by the early 2000s, swelling the working-
age share. At the same time, the smaller cohorts being born in the 1990seand 20008
were reducing the child dependency burden, The total dependency ratio, which
measures the number of dependants per 100 working-age persons. has been declining
steadily over this period and is projected by the MoSPI Technical Group to fall from
65 in 2011 to 54 by 2036 (National Commission on Population, Technical Group
Population Projections, 2020), The structural conditions were. in the language of
Bloom, Canning, and Sevilla (2003), aligned in a way that had created enormous
potential for economic aceeleration.

1.3 The Problem with Existing Approaches

The empirical literature on India's demographic dividend has made genunely
important contributions, but it shares a set of methodological limitations that this
dissertation tries to address. The most common approach is to take one or two
demographic variablessand regress them against GDP growth. Choudhry and Elhorst
(20107, for cxamplc.?o:nd that population dynamics explained approxggagtely 39
percent of per capita GDP growth in India over 1961 10 2003, using@gmwm
differential between the working-age population and total population as the key
demographic variable, Bloom, Canning, Fink, and Finlay g07) showed that age
structure variables significantly improve the forecasting of economic growth, Aiyar
and Mody {2011) demonstrated the Indian state-level evidence for the same
mechanism. These are important results, but they share a commaon limitation: they treat
the dividend as if it were a single-channel phenomenon driven entirely by the
numerical shift in age composition.

The problem is not that this approach is wrong. The working-age share does drive
growth. Dependency ratios do matter. Fertility decline does improve savings potential.
All of this is empirically robust. The problem is that this approach cannot distinguish
between a country that is harmnessing its dividend broadly and one that is extracting
narrow aggregate growth while leaving the majority of the population's capabilities
unrealised. It treats all growth as equivalent, whether it comes from highly productive
formal employment or from vast pools of informal, low-productivity work that keep
hundreds of millions of workers technically employed but deeply underutilised.

Kelley and Schmidt (1995), in their study of 89 countrics over 1960 to 1995,
imtroduced an important corrective to this view. They showed that the positive impacts
of a large working-age cohort could be swamped by the costs of rearing children and
maintaining an enlarged youth-dependency age structure if labour market conditions
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arc not right. This was an carly waming that the g\fldcnﬂ is not merely a function of
age structure but of the whole institutional and social environment in which age
structure change takes place. Their finding, that the results of omitting the composition
of population dynamics can be seriously misleading, pointed toward the need for
exactly the kind of multidimensional framework this dissertation constricts,

The broader development literature has long argued that the conflation of growth with
?'clopmcm is untenable, Amartya Sen (1999) argued in Development as Freedom

at development must be understood as the expansion of real freedoms people can
actually enjoy. not merely as the growth of GDP. His capability approach insists that
the metrics of development must include health, education, political participation, and
social equity alongside income. Dreze and Sen (2013), in An Uncertain Glory, showed
with detailed empirical evidence that India's high growth rates between 2000 and 2013
coexisted with some of the worst social indicators among countries al comparahle
income levels, They described this as an asymmetry between India's economic growth
and its social indicators, and they documented it systematically across health,
education, gender equity, and nutrition. The growth was real. [ts developmental reach
was not.

The labour economics literature adds a further layer of eritique. Lewis (1954), in his
foundatiggal dual-sector model. argued that development in poor countries proceeds
through the reallocation of labour from low-productivity subsistence agriculture into
high-productivity capitalist industry and services. The demographic dividend
amplifies this process: a larger working-age cohort provides the surplus labour that can
be redeployed into modern sectors, But this only works if the modern sector is actually
creating jobs at the rate required to absorb the expanding cohort. Mehrotra, Parida,
Sinha, and Gandhi (2014), using data from 1993-94 10 2011-12, demonstrated that
despite high GDP growth during the period 2004-05 to 2011-12, the employment
situation in India deteriorated, and the absolute number of workers actually declined
significantly, The worker population ratio fell precisely during the period of India's
fastest economic expansion. This is the phenomenon that the existing demographic
dividend literature, focused exclusively on age structure, simply cannot see.

The gender dimension adds vet another layer. India's Female Ebour Force
Participation Rate. which measures the share of women either emploved or actively
seeking employment, declined sharply from approximately 32 percent in 2000 to
below 23 percent by 2017-18, even as women's educational attainment was improving
(ILO ILOSTAT; World Bank WDI Series SL.TLEACTLFE.ZS). The OECD (2015)
documented that in India, unlike in most economies, education and income are
negatively correlated with female labour force participation: more educated women
withdraw from low-skill jobs but face social and structural barriers to entering high-
skill employment. Mehrotra et al. (2017) showed through empirical analysis that the
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ncome effect, rising houschold non-labour income, was the prima.ry driver of
declining Female LFPR, not GDP growth per se. Abraham (2013) showed that it is not
economic growth but rather the composition of growth that matters for women; the de-
leminisation of India’s workforce was structural, driven by which sectors were
growing, not how fast. These findings collectively establish that half of India's
working-age population, its women, were being systematically excluded from the
dividend, and that existing single-variable frameworks were structurally incapable of
capturing this exclusion.

What the literature lacks is a unified empirical framework that measures both the
structural demographic opportunity and the multiple conditions that determine whether
it converts into genuine development. Demographers study age stiucture. Labour
economists  study  employment  quality.  Sociologists  study  gender gaps.
Macroeconomists study fiscal and monetary conditions. Each discipline captures one
channel in isclation. None of them maodel all five channels together in a way that allows
one to see which conditions are doing the most work and which are failing most
obviously.

The OECD Handbook on Constructing Composite Indicators (Nardo, Saisana, Saltelli,
Tarantola, Hoffmann, and Giovannini, 2008) provides the methodological tools to
build exactly this kind of integrated frameworkesd he Handbook explicitly states that
the construction of composite indices requires a theoretical framework that defiges the
phenomenon to be measured and ensures that the set of individual indicators is selected
based on their analytical soundness, measurability, country coverage, relevance to the
phenomenon being measured and relationship fo each other. By constructing
theoretically grounded compaosite indices for each channel of the dividend process and
estimating their joint relationship with a composite measure of economie growth, it
becomes possible to see the demographic dividend as a system of interacting
conditions rather than a single mechanism.

1.4 The Study's Analytical Framework

This dissertation consiructs six composite indices for India over 2000 to 2024 and tesis
their joint relationship through a time-series OLS regression model. The six indices
are the Demographic Structure Index (DS1), the Demographic Quality Index (DQI),
the Harnessing Capacity Index (HCI), the Social Development Index (SDI), the
Macroeconomic Variables Index (MVI), and the Economic Growth Index (EGI). Each
index is built from ten carefully selected variables, each grounded in its own theoretical
rradition and each individually justified on the grounds of theoretical soundness, causal
directionality, and data availability for India over the study period.
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The Demographic Structure Index {DSI) captures the structural age l:nmpm.iiil'
India's population: working-age share, total and old-age dependency ratios, U
fertility rate, crude birth and death rates, infant mortality rate, urbanisation share, sex
ratio at birth, and annual population growth rate. Following Bloom and Williamson
(1998) and Mankiw, Romer, and Weil (1992}, this index treats age structure as the
foundational demographic precondition for the dividend: the necessary but not
sufficient opening condition. Every variable in the DSI has a multigenerational lag
between its causes and its determination, which means its year-to-year values during
2000 to 2024 were set in motion by births, deaths, and migration decisions made
decades earlier, establishing the DSI as causally prior 1o the contemporancous
economic outcome it is meant to explain,

The Demographic Quality Index (DQT) captures the health and education quality of
India's population: life expectancy., mean years of schooling, child nuirition.
immunisation coverage. adult literacy. mat mortality, secondary and tertiary
enrolment, and vocational training accesﬁ.ﬂm, Canning, and Sevilla (2003)
showed that age structure alone is insufficient to drive development. The gquality of the
human capital within the working-age cohort determines whether demographic
expansion translates into productivity growth or merely into larger pools of low-
productivity labour. Psacharopoulos and Patrinos (2004) estimated that the social
returns to primary education in the lowest-income countries average around 25 percent
per year of schooling, establishing the theoretical link between education investment
and development outcomes that the DOI is designed 1o track.

The Harnessing Capacity Index (HCI) captures leia's labour market capacity to
absorb its working-age population productively: I labour force participation,
fernale labour force participation, worker-population ratio, share of regular salaried
employment in total employment, informal employment share (inverted), labour
productivity, employment clasticity of output, non-agricultural cmployment share,
labour income share in GDP, and youtfeemployment-to-population ratio. The HCI
oceupies the intermediate space between the quality of the human capital supply (DQL)
and the ultimate economic outcome (EGI). It measures whether the available pool of
workers 18 being channelled into employment, and whether the quality and structure
of that employment relationship is productive. Lewis (1954) provides the theoretical
foundatiopg in a dual-economy framework, development proceeds through the
structural reallocation of labour from low-productivity agriculture into the capitalist

pator, and the HCI tracks how far and how effectively this r sation is happening.

esley and Burgess (2004) showed that labour regulation. not economic growth, is the
primary determimant of formal cmployment creation in India, establishing HCI
variables as institutionally rather than cyvclically determined.
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The Social Development Index (SDI) captures the social equity conditions under
which the transition unfolds: matemal mortality, under-3 mortality, primary school
enrolment, the Gender Inequality Index, female labour force participation, access to
mmproved sanitation, the multidimensional poverty headcount, life expectancy at birth,
consumption inequality (inverted Gini), and access to electricity. Sen (1999) and Dry
and Sen (20113) provide the philosophical and empirical backbone: development iﬁﬁ
expansion of real capabilities, and the quality of social life is both an end in itself and
a structural precondition for broad-based economic participation. The SDI draws on
indicator series from the NFHS, the UNDP Human Development Reports, the SRS,
the WHOUNICEF IMP, and NITI Aayog's National MPI calculations. covering the
full range of social conditions that have been shown by Deaton (2003), Alkire and Seth
(2008), and Preston (1975) to be causally prior to economic outcomes and not
meaningfully responsive to short-run income fluctuations.

The Macroeconomic Mariables Index (MVI) captures the enabling economic
environment: inflation, @:I deficit s a share of GDP, real interest rates, tax revenue
as a share of GDP, public investment, general government debt, foreign exchange
reserves, exchange rate competitiveness, financial sector health, and currency stability,
Fischer (1993) established in his landmark study on the macrocconomics of economic
growth that macrocconomic instability damages growth through both the capital
accumulation channel and the productivity channel, making macroeconomic stability
a structural prerequisite for converting demographic opportunity into realised
economic performance. A country cannot hamess its demographic dividend while

ting double-digit inflation. running unsustainable deficits. or managing recurrent
@amc of payments crises; the MV1 is designed to capture the degree to which India's
macroeconomic environment provided or denied that stable foundation over the study
period.

Finally, the Economic Growth Index (EGI) scrves as the dependent vanable: a
composite measure of India's realised cconomic growth performance spanning real
GDP per capita growth, gross capital formation, trade openness, net FDI inflows,
mdustrial preduction, manufacturing value added. financial depth, savings rates,
household  consumption, and total factor productivity. By constructing  a
multidimensional gegcome measure rather than using GDP per capita growth alone,
the study ensures the dependent variable is analytically rich enough to capture the
breadth of economic expansion rather than a single narrow indicator.

The core empirical model is:

EGI = f{iDSL, DQL, DI, HCL, MVI) + error
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where the crror term is also ana for the imprint of structural shocks, meluding the
2008 Global Financial Crisis, demonetisation in 2016, the introduction of GST in
2017, and the COVID-19 pandemic of 2020 to 2021.

Each of the six indices is constructed following the ten-step OECD Handbook
methadology: theoretical framework definition (Step 1), data selection and coverage
assessment (Step 2), imputation of missing values through OLS-based interpolation
(Step 3), muliivariate analysis including principal component analysis (Step 4),
normalisation through Z-score standardisation {Step 5), direction alignment so all
variables point toward higher development (Step 6), weighting through PCA-based
factor loadings (Step 7), aggregation through weighted geometric means (Step 8),
robustness sensitivity analysis (Step 9), and final linkage back to the empirical model
(Step 10). This methodology is not merely procedural. Each step is a substantive
analytical choice, and the discipline of following the Handbook ensures that the
resulting indices are comparable, internally consistent, and methodologically
transparent.

1.5 Research Objectives
The study is organised around two formal research objectives,

Objective 1 is to construct the six composite indices for India at the national level over
2000 1o 2024, following the ten-step OECD Handbook methodology (Nardo e al,,
2008). This objective addresses the measurement gap in the existing literature. The
demographic dividend is routinely studied through single-variable proxies that cannot
capture the multidimensionality of the process. By constructing theoretically grounded
composite indices for each channel this study creates a famework capable of
distinguishing between structural demographic opportunity, population quality, labour
market functioning, social equity conditions, and macroeconomic stability as distinet,
independently varying dimensions of India's development trajectary. Each index is
built from ten variables selected through a deep and documented literature review, each
justified on grounds of theoretical soundness, causal directionality, and data
availability. The OECD methodology requires Z-score normalisation, PCA-based
weighting, direction alignment, imputation procedures, and aggregation through
weighted geometric means, each step designed 10 ensure the composite scores are
methodologically sound and cross-temporally comparable,

The measurement objective is not merely technical. Behind every variable selection
decision lies a substantive theoretical argument about which aspects ol India's
demographic, social, labour market, and macrocconomic reality matter for
development, and why. The decision to include the female labour force participation
rate in both the HCI and the SDI, for example, reflects the dual theoretical role of
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women's labour market participation: it is simultancously an indicator of the
economy's capacity to absorb its working-age population productively (an HCI
concern, following Lewis, 1954, and Mechrotra et al., 2017) and an indicator of the
social equity conditions under which development is taking place (an SDI concern,
following Sen, 1999, and the UNDP Gender Inequality Index framework). These are
not the same theoretical claim, even though the variable is the same. Making these
distinctions explicit is what separates rigorous composite index construction from ad
hoc data aggregation.

Objective 2 is to cstimate the empirical relationship between the five independent
composile indices (DSL, DL, HCL, SDL MY and the Economic Growth lndex (EGI)
through a time-series OLS regression, and to interpret the results in terms of what they
reveal about the character of India's demographic dividend. This objective tests the
core hypothesis that India's demographic potential has not been uniformiy hamessed,
but has been captured in some channels while being systematically lost in others, The
regression allows one to identify not only whether demographic structure has driven
growth (which the existing literatre strongly suggests it has), but also whether quality,
labour absorption, social equity, and macroeconomic dimensions are functioning as
amplifiers or as binding constraints.

The OLS specification is appropriate for this study for several reasons. The time series
covers 25 annual observations, which is sufficient for OLS estimation of a model with
five independent variables and appropriate degrees of freedom. All five independent
composite indices are constructed from variables that are theoretically prior o the
contemporansous economic outcome, meaning that reverse causality concerns are
addressed at the varable selection stage rather than through mstrumental variable
estimation. Where endogeneity risks remain (for example, in labour productivity
within the HCL, or in urbanisation within the DSI), the composite index structure
attenuates their impact because no single variable dominates the index scorc:
endogencity in one of ten variables has a limited effect on the index-level coctficient.
Structural break testing is conducted for the identified shock periods, and the
regression is checked for stationarity, autocorrelation, and heteroskedasticity to ensure
that the standard OLS assumptions are adequately satisfied.

Together, these two objectives bridge measurement and explanation. Objective |
builds the analytical scaffolding that allows the five channels to be tracked
mdependently over time. Objective 2 uses that scaffolding to test a substantive
empirical argument about India's development path. Neither objective alone is
sutficient: measurement without regression leaves the question of causal relationships
unanswered, while regression without careful measuwrement leaves the resulis
vulnerable to the conceptual and empirical confusions that characterise the existing
single-vanable Interature.
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1.6 Significance and Structure

The significance of this study lies at the intersection of theory, measurement, and
policy. Theoretically, it extends the standard single-channel demographic dividend
model into a multidimensional framework that integrates all five channels into one
analytical architecture, drawing on contributions from demographic transition theory
(Notestein, 1943: Bloom and Willlamson, 1998; Lee and Mason, 2006), the human
capital literature (Mankiw, Romer, and Weil, 1992; Bloom, Canning, and Sevilla,
2003; Psacharopoulos and Patrinos, 2004), the labour economics of developing
countries (Lewis, 1954; Kelley and Schmidt, 1995; Mehrotra et al., 2014), the
capability approach (Sen. 1999: Dreze and Sen. 2013: Deaton. 2003), and the
macroeconomics of growth (Fischer, 1993), Each of these bodies of literature has
generated impggtant insights about one channel of the dividend process. This
dissertation is, to the best of its author's knowledge, the first attempt to integrate all
five channels into a single empirical model calibrated specifically to India over 2000
to 2024,

Empirically. the study provides one of the first national-level time-series composite
index models for India that jointly tests all live channels against a composite growth
outcome, By constructing indices rather than using raw variables, the study
circumvents the multicollinearity that would arise from including 50 individual
variables in a single regression and instead creates five theoretically coherent
composite measures that each capture a distinet dimension of the development process.
This is precisely the purpose for which the OECD composite index methodology was
designed (Nardo et al, 2008).

For policy, the findings have direct relevance for identifyving which of India's
development deficits are doing the most damage to its demographic window, and
therefore where atiention is most urgently needed. India's demographic dividend
window, according to the National Commission on Population's projections {2020), is
expected to remain open until approximately 2055 to 2056. The country has roughly
three more decades of structural demographic advantage from this baseline year. What
it does with those three decades, whether it builds the institutional infrastructure
needed to convert demographic structure into broad-based development or allows the
window to elose without eapturing the dividend fully, is one of the most consequential
policy choices it faces.

The chapters that follow develop this argument in stages. Chapter 2 reviews the
existing literature in depth, tracing the evolution of demographic dividend theory from
Notestein (1945) through Bloom and Williamson (1998) to the most recent work on
mstitutional conditions, human capital, and social equity. Chapter 3 presents the
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detailed methodology, including the OECD composite index framework, the PCA
weighting procedure, and the OLS regression specification. Chapters 4 through 9
present the construction and analysis of each index in sequence, with full varable
selection justification, data source documentation, and descriptive analysis of the
resulting time series. Chapter 10 presents the regression results and their interpretation.
Chapter 11 concludes with the study's findings and their policy implications.

1.7 A Note on the Study Period and Data

The choice of 2000 to 2024 as the study period is deliberate and principled. The year
2000 marks the beginning of India's sustained high-growth phase following the
macroeconomic stabilization of the [990s and the consolidation of the post-
liberalization reforms. It also marks the start of the period during which India's
demographic transition moved into a clearly accelerating phase: fertility was falling
rapidly, the working-age share was rising. and the dividend window was opening in
earnest. From a data stan dpnint, 2000 15 also the earhest year from which a consistent,
reliable set of annual national-level data is available across all six indices, particularly
i the labour market and social variables that come primanly from the NSSO

mployment and Unemployment Surveys, the Periodic Labour Foree Survey, and the
NFHS rounds.

The year 2024 is @most recent for which sufficiently complete data are available.
The 25-year lime series is long enough for reliable OLS estimation while remaining
entirely within the dividend window, As noted, the working-age share reached 68.2
percent in 2024 ( World Bank, WL, 2024), and the window is projected to remain open
until approximately 2055 to 2056 (National Commission on Population, 20207, giving
India roughly three more decades of structural demographic advantage from this
baseline year.

The period also covers several structural shocks %ﬂ the regression model must
account for: the global slowdown of 20010 2002 following the dot-com bust, the
rapid growth acceleration of 2003 to lﬂilﬁ.g; Global Financial Crisis shask of 2008
10 2009, the twin balance sheet stress of 2013 to 2017, demonetization 1n November
2016, the introduction of the Goods and Services Tax in July 2017, and the COVID-
19 pandemic of 2020 to 2021, Each event lefi distinct imprints on India's economic
and social indicators. Treating them as captured within the error term, or including
dummy variables where appropriate, allows the core structural relationships between
the indices to be estimated without being confounded by these transitory disruptions.

The data architecture draws on a carefully triangulated ecosystem of official sources.
The Sample Registration System of the Office of the Registrar General of India (SRS
Bulletin, Vol 58, 2023; SRS Statistical Report, various years) provides the
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dcmngraphic flow varniablesghrth rates, death mt::s,%m mortality, total fertility rate,
and sex ratio at birth. The Census of India Technical Group Population Projections
(National Commission on Population, 2020) provide the age-structural stock variables.
The World Bank World Development Indicators (2024) provide internationally
comparable annual series for all major demographic, labour, and macroeconomic
indicators, cross-validated against domestic sources. The RB] Handbook of Statistics
provides macroeconomic series. The NSSO, PLFS Annual Reports (2017-18 10 2024),
and ILO ILOSTAT provide labour market data, with NSSO rounds used to backfill the
pre-PLFS period. The NFHS rounds (NFHS-3 through NFHS-3) and NITI Aayog's
National MPI Report (2021, 2023) provide health and social indicator data. Where
annual data requires interpolation between survey rounds, the OECD Handbook
procedures of OLS-based imputation and linear interpolation are applied consistently,
with missing data treatment documented transparently for each index.

1.8 The Paradox at the Heart of the Argument

Before moving into the detailed analytical chapters, it i3 worth pausing on the finding
that gives this dissertation its urgency and its central intellectual contribution. The
regression results show something simultaneously fascinating and deeply troubling
about India's development story.

Demographic structure (the DSI) turns out to be strongly and positively associated
with India's economic growth performance, exactly as the theory predicts. A nising
waorking-age share, falling dependency, declining fertility, and improving survival
have been growth-enabling, Bloom and Williamson's (1998) insight about East Asia
extends to the Indian case. The structural demographic shift has dene what it was
supposed to do.

But demographic quality (the DQI) turns uulme strongly and negatively associated
with growth in this model. Rising educational attainment and improving health
outcomes are, paradoxically, associated with slower rather than faster aggregate
growth over the study period. This is not a modelling artefact. [t is a factual fingerprint
ol a structural erisis in India's development model.

The interpretation runs as follows. Better-sducated young Indians are entering a labour
market that has not generated enough formal, productivity-enhancing work to absorb
them. Rising investment in human capital is producing not higher agpregate
productivity but a larger pool of frustrated, underutilised workers whose capabilities
are being wasted rather than deployed. This is precisely the condition thar Mehrotra et
al. (2014) identified when they showed that the absolute number of workers in India
declined during the fastest growth period. It is also what Kelley and Schmidt (1993)
wamed against when they demonstrated that the costs of an enlarged working-age
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population could swamp the benefits if institutional mechanisms for absorption are
weak. India's DQI coefficient is a quantitative expression of exactly that warning,

This finding forces a rethinking of the usual prescriptions. Expanding school
enrolment alone 1s not enough. Building more colleges is not enough, Improving health
outcomes, as valuahle as they are in their own right, cannot substitute for a labour
market capable of rewarding the skills that education and health investment ha

created. The evidence suggests that India's demopraphic dividend is being captured al
the structural level and squandered at the institutional level. The working-age
population is growing. Its quality is rising. But the architecture of the cconomy, its
labour market institutions, its industrial structure, its mechanisms for matching skills
to jobs, is failing the very people whose demographic window it was supposed to serve.

The implications reach well beyond economics. They touch the question of what a
society owes to the generation it has educated. They raise the question of whether
India's growth model is structurally capable of creating the kind of broad-based,
quality employment that converts a demographic opportunity into a developmental
transformation. And they remind us that the demographic dividend was never a
guarantee. It was always a conditional opportunity that could be seized or missed. The
evidence from this study, taken together, suggests that India has been doing both at the
same time: seizing the structural advantage of a favourable age composition while
missing the institutional challenge of converting that advantage into real
developmental gains for the majority of its people.

It is in that gap between structural opportunity and institutional delivery that the real
story of India's demographic dividend is found. This dissertation is an attempt to
measure that gap precisely, understand its dimensions carefully, and articulate what is
al stake with the seriousness the moment deserves.
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?hapter 2

Literature Review

2.1 The Evolution of Demographic Theory

2. 1.1 The Malthusian Feundation and Its Discontents

The sgstematic intellectual engagement with population as an economic force begins
with Thomas Robert Malthus. In his B on the Principle of Population, first
published in 1798, Malthus argued ihat%n population. when unchecked, grows
geometrically while food production can only expand arithmetically (Malthus, | 798).
The consequence, in his framing, was structural and inevitable: population would
always press against the food supply ceiling, and any improvement in living standards
would merely encourage more births, returning the population to subsistence. Malthus
identified two categories of check on population growth. Preventive checks, primarily
delayed marriage and sexual restraint, operated through reduced fertility. Positive
checks, including famine, epidemic disease, and war, operated through elevated
mortality. Poverty, in Malthus's account, was not a contingent misfortune but the
normal and necessary condition of the majority, the inevitable outcome of a biological
law.

The influence of this framework was cnormous and long-lasting. It shaped nincteenth-
century political economy deeply. providing intellectual justification for opposing
poor relief on the grounds that any improvement in living standards would merely
produce more children and more future poverty. 1t reappeared in twentieth-century
development digggurse through the neo-Malthusian movement, most prominently
represented by @ll Ehrlich's The Population Bomb (1968), which predicted mass

ation, social collapse, and civilisational crisis resulting from unchecked
population growth in Asia, Africa, and Latin America (Ehrlich, 1968). This anxiety
shaped the family planning programmes of the 19605 and 1970s across the developing
world, including India, where coercive sterilisation campaigns during the Emergency
period of 1975-77 were justified in part by Malthusian reasoning about overpopulation
as the root cause of poverty.

What Malthus fundamentally underestimated was the capacity of human ingenuity.
mstitutional innovation, and technological change to expand productivity far beyond
the arithmetic limits he assumed, Ester Boserup (1965), in her study of the conditions
of agricultural growth, directly inverted the Malthusian assumption. Drawing on
historical and anthropological evidence from African and Asian agrarian societies, she
argued that population pressure itself stimulates agricultural innovation: higher
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populatien densities are associated with more intensive and more productive farming
techniques, not with starvation, In Boserup's model, necessity is the mother of
invention, and population growth is an engine of technological progress rather than a
check on it. Her findings were particularly persuasive for pre-industrial agriculiural
societies and provided an important empirical qualification to the Malthusian
universalism.

By the mid-twentieth century, the empincal case against the strong Malthusian
prediction had become overwhelming. The Green Revolution of the 1960s and 1970s
dramatically increased agricultural yields across South and Southeast Asia, breaking
the food-population trap that Ehrlich's predictions depended upon. Population was
growing rapidly in developing countries, but so was food production, and famine was
becoming increasggely a product of political fatlure and conflict rather than absolute
reSOUrce scarcity. National Research Council's influential 1986 report, Population
Gro d Economic Development, surveyed the available evidence and concluded
that the relationship between population growth and development was neither as
negative as the Malthusians suggested nor as benign as the population neutralists
implied. It was conditional, context-dependent, and mediated by institutions, policies,
and the composition of population change itself.

This conclusion opened the intellectual space for the demographic transition literature
to develop in a more nuanced and empirically grounded direction.

2.1.2 The Demographic Transition Model

The foundational theoretical advance beyond the Malthusian framework was the
articulation of the demographic transition model. Warren Thompsan { 1929) was the
first to describe the pattern systematically, based on observations of mortality and
fertility trends in industrialised countries. Frank Notestein (1945) gave the model its
canonical four-stage formulation, embedding itin a theory of modernisation that linked
vital rate changes to broad secial and economie transformation.

In Motestein's model.@ﬁrst stage is characterised by both high fertility and high
mortaliged®opulation growth is slow and the population structure is dominated by the
young. In the second stage, morality begins to fall, driven by improvements in
sanitation, nutrition, and public health infrastructure, but fertility remains high because
the cultural, social, and economic forces that sustain large desired family sizes adjust
very slowly. The resull is accelerating population growth as births outpace deaths by
an mcreasing margin, The third stage begins when fertility finally starts to decline,
This follows wrbanisation, rising female educational attainment, falling infant
mortality (which reduces the need for insurance births), rising child-rearing costs in
urban settings, and expanding access to contraception. Population growth slows, The
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fourth stage arrives when both fertility and mortality have stabilised at low levels,
population growth approaches zero, and the age structure progressively ages,

The Notestein model was not merely descriptive. It embeddgd a theory of demographic
causation: modemnisation and economic development drive the transition from high to
low vital rates, and the transition itself generates feedback effects on economic
development through the channels 1t creates in age structure, labour supply, savings
behaviour, and human capital investment. Kirk (1996), in his comprehensive review
of demographic transition theory, confirmed that the model had proven remarkably
durable across o wide range of historical and national experiences, despite significant
variation in the pace, timing, and character of actual transitions. He also noted
important anomalies: some countries had experienced rapid mortality decline without
equivalent fertility transitions, while others had seen fertility fall in advance of the
income growth that was supposed 1o trigger it. These variations enriched rather than
refuted the core model.

The United Nations (1978), in its comprehensive volume on Determinants and
Consequences of Population Trends, extended the empirical base of transition theory
toinclude a global comparative survey. It documented how the transition had unfolded
across world regions, identified the social and economic correlates of fertility and

tality decline, and provided population projections that became the basis for
international development planning in the [1980s and 1990s. This UN synthesis
established the demographic transition as the dominant analytical framework in
international pepulation policy and prepared the ground for the emergence of the
demographic dividend concept.

2.1.3 The Coining and Development of the Demographic Dividend
Concept

The concept of the demographic dividend grew directly out of the observation that the
middle phase of the demographic transition, when mortaligghas fallen but fertility has
not yet fully followed, creates a distinctive and temporary shift in the age structure of
the population. During this phase, the large cohorts bom during the high-fertifity cra
progressively enter the worl@-age band, while the smaller birth coharts of the
declining-fertility era reduce the number of child dependants. The ratio of working-
age adulis to dependants rises, sometimes dramatically and for an extended period.

The formal articulation of this structural shift as an cconomic opportunity and the
coining of the term demographic dividend credited o David Bloom and Jeffrey
Williamson in their landmark 1998 paper, Demographic Transitions and Economic
Miracles in Emernzing Asia, published in the World Bank Economic Review (Bloom
and Williamson, 1998). This paper used a convergence growth model to estimate the
impact of demographic-transition=driven age structure effects on economic growth and
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calculated what the literature has since egge to call the demographic dividend. The
paper’s central empirical claim was that the miracle oceurred in part because East
Asig's demographic transition resulted in its working-age population growing af a
much faster rate than its dependent population during 1965 to 1990, thereby expanding

per capita productive capacity of those economies. Bloom and Williamson
cstimated that this demographic effect accounted for between one-quarter and two-
fifths of East Asia's growth acceleration during the study period, a quantitatively large

finding that attracted enormous attention.

Andrew Mason (1998), working independently but contemporaneously, made closely
related arguments about the savings channel of the demographic us, as he also
termed the phenomenon, Lee and Mason (2006) later formalised concept of a
second demographic dividend. digsinct from the first. The first dividend, in their
framewerk, s a transitory bunm:getimreas an the working-age share raises per
capita productive capacity, but this ends when the working-age share peaks and the
population begins to age. The second dividend is potentially permanent: if the large
working-age cohort saves heavily in anticipation of retirement, it generates a higher
stock of capital per worker that persigggeven after the age structure becomes less
favourable. Lee and Mason wrote that with fewer people to support, a country has a
window of opportunity for economic growth if the rght social and economic
investments and policies are made (Lee and Mason, 2006). The conditional framing of
this statement was theoretically significant: the dividend was not automatic but
depended on the quality of institutions, the policy environment, and the economie
mechznisms available to convert demographic advantage into realised gams.

The UNFPA, in its policy document Understanding the Demographic Dividend and in
subsequent cou studies, further popularised the concept and gave it institutional
definition. The UNFPA defined the demographic dividend as the economic growth
potential that can result from shifts in a population's age structure, mainly when the
share of the working-age population is larger than the non-working-age share. This
institutional formulation made the concept accessible to policy makers and contributed
to its adoption as a framework for national population and development planning in
countries including India, Kenya, Ethiopia, and Bangladesh.

m, Canning, and Sevilla (2003) extended the analysis in their RAND monograph,

¢ Demographic Dividend: A New Perspecpise on the Economic Consequences of
Population Change. This work confirmed that age structure, more than population size
or total population growth rate per se, drives the economic relationship between
demography and growth. They also showed that the dividend effect was not confined
to East Asia but was a general cross-country pattern, with the magnitude conditioned
on the institutional and policy environment. Bloom, Canning, Fink, and Finlay (2007)
subsequently demonstrated that age structure variables significantly improve the
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forecasting of economic growth across a wide sample of countries, establishing the
demographic dividend as a genuine predictive instrument and not merely a
retrospective accounting exercise,

The theeretical underpinning of the demographic dividend concept draws on several
intellectual traditions. In the Solow (1956) growth framework, a rising working-age
share increases the effective labour supply and reduces the population growth rate's
dilution effect on the per capita capital stock. both of which raise steady-state per capita
income. In the Becker (1960, 1988) quantity-quality model of fertility, falling ferility
is associated with rising investment per child in education and health, creating a human
capital aceumulation dynamic that amplifies the demographic dividend through quality
as well as quantity. In the Lewis (1954) structural transformgdon model. a larger
waorking-age cohort provides the labour supply for the transfer from low-productivity
agriculture to high-productivity manufacturing and services that is the engine of
structural development. And in the Modigliani (1970) life-cycle model, a larger
working-age share raises aggregate savings rates, financing higher investment and
capital deepening.

By the early 2000s, the demographic dividend had become one of the central concepis
in development economics, with a large and growing empirical literature, a clear
theoretical foundation, and direct policy applications. lts emergence represented a
major shift in how the population-development relationship was undegggod: from the
Malthusian focus on total population size and growth rate to a focus on the composition
and structure of the population. specifically the ratio of productive workers to
economic dependants.

2.2 Theories on Growth and Demography: Models,
Variables, and Mechanisms

221 %w Solow Model and Population Growth as a Structural
Parameter

The formal gaathematical integration of population dynamics into growth theory
begins with rt Solow's (1956) foundggional paper, A Contribution to the Theory
of Economic Growth. The Solow modelljg:ascribes an economy in which output per
worker is produced by combining capital per wu?- with labour-augmenting
technology, The key population-related insight is that a higher population growth rate
dilutes the per capita capital stock: for every additional worker, the same aggregate
savings must be spread more thinly across a larger labour force, reducing capital per

worker and therefore output per worker in the long run. The model implies that
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countries with lower population growth rates should converge to Egher levels of
income per capiia, all else equal.

ankiw, Romer, and Weil (1992) provided the definitive empirical test of the Solow
model's cross-country predictigss. Their augmented Solow model, which added
human capital accumulation lﬁgside physical capital, showed that the model
explains approximatelge<8 percent of the cross-country variation in income levels
when savings rates, population growth rates, and human capital investment are
in¢luded as regressors. Their treatment of population growth as a predetermined
structural variable, determined by demographic factors prior to the capital
accumulation process, established the metbgdological template for subsequent
demographic growith regressions. They found that a | percentage poiﬁincrcam in the
population growth rate is associated with approximately a 1.4 to 2.0 percentage point
reduction in the log of wgome per capita, consistent with the Solow prediction, Their
conclusion was clear: the evidence indicates that, holding population growth and
capital accumulation constant, countries converge at about the rate the augmented
Solow model predicts.

Mankiw, Romer, and Weil's framework had a direct implication for demographic
resgarch: the relevant lation variable in a growth regression is not simply the level
or the growth rate but the relationship between productive inputs, capital and labour,

the population that must be supported from them. The distinction between
working-age and total population growth, which Bloom and Williamson (1998) would
later formalise as the demographic dividend mechanism, is implicit in the Solow
structure: it is per capila cnpi!ﬂl and per E“dpilﬂ mcome that matter, and the denominator
in these ratios is the total population, not just the working-age cohort.

2.2.2 Endogenous %mwﬂl and the Quality of Population

Rubm@mer's (1986) paper on increasing returns and long-run growth introduced a
fundamentally different pggggective. In Romer's model, the accumulation of
know ledge apdidens drives long-run growth, and the production of new knowledge 1s
proportional 1o the size of the skilled research labour foree. Larger populations, in this
framework, can potentially gencrate faster innovation and therefore faster long-run
growth, reversing the Malthusian and Solovian pessimism about population size. This
result, sometimes called the scale effect, was theoretically elegant but empirically
problematic: the prediction that larger countries should have systematically faster
technological progress was not well supported by cross-country evidence. Subsequent
endogenous growth models modified the scale effect to apply to the growth rate of
productivity rather than its level, producing a more empirically tractable framewaork.

Robert Lucas (1988), in On the Mechanics of Economic Development, placed human
capital at the centre of growth theory. In Lucas's model, the economy's growth rate in
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the long run g determined by the rate of human capital accumulation: investment in
education and skills is the primary engine of sustained per capita income growth,
because human capital generates external effects thggraise the productivity of all
workers in an economy. The Lucas framework implied that the quality of the working-
dge population, its education and skills endowment, is as important as its quantity for
determining whether the demographic dividend translates into development. A large
working-age cohort with low human capital endowments will generate less growth
than a smaller cohort with high educational attainment. even if the structural
demographic preconditions are identical.

Gary Becker's analysis of the quantity-quality tradeofl in fertility (1960, 1988)
provided the micrecconomic foundation linking fertility decline to human capital
accumulation. In Becker's model, parents face a budget constraint between having
more children and investing more in each child's human capital. As incomes rise, E
opportunity cost of time devoted to child-reaning increases, inducing families
substitute quality for quantity: fewer children but more investment per child in
education, nutrition, and health. The fentility decline at the heart of the demographic
transition is therefore not merely a demographic event but a simultancous human
capital accumulation event: the same forces that shrink the child cohort glse raise the
average investment per surviving child. This quantity-quality substitution 15 one of the
most important theoretical mechanisms through which the demographic transition
feeds into long-run development.

2.2.3 Kelley and Schmidr: Disaggregaring Population Dynamics

Allen Kelley and Robert Schmidt (1995) made one of the most important
methodological contributions to the empirical growth-demography literature, Studving
89 couniries over 1960 to 1995, they showed that using the agprepate population
growth rate as the demographic variable in growth regressions severely misrepresents
the true relationship between population dynamics and economic performance,
because the aggregaie rate lumps together components with very different economic
effects, Their ka finding was that the positive impacts of a larger working-age cohort
can be entirely swamped by the costs of rearing children and maintaining an enlarggd
youth-dependency age structure when fertility is high. They wrote explicitly Thmtgc
results of recent correlations showing a negalive impact of population growth on
economic development are likely due to the omission of the composition of population
dynamics. Separating population growth into 1s birth rate, death rate, and density
components produced much richer and more interpretively coherent results than using
the aggregate growth rate alone.

This paper established a principle that runs through all subsequent demographic
dividend research: composition matters more than level. The working-age share, the
dependency ratio, the distribution of the population between productive and dependent
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age groups, are the analytically relevant variables. The total population growth rate is
a misleading summary that averages over components with opposite economic effects.

2.2.4 The Bloom and Williamson Methodology and East Asian Evidence

Bloom and Williamson (1998) built on Kelley and Schmidt's decomposition insight to
construet  the demographic dividend framework. Their methodology  involved
decomposing the growth in per capita income into contributions from total populats
growth, which dilutes per capita income through the denominator effect, and from the
differential growth of the working-age population relative to total population, which
urcs the structural shift in productive capacity. The latter term, the difference
etwezn working-age and total population growth rates, is what they operationalised
as the demographic dividend. Their empirical specification was a convergence growth
model, regressing the change in per capita income on initial income, standard growth
determinants inchiding openness, institutional guality, and life expectancy, and the
demographic variables.

Their key finding was that the working-age population growth differential was large.
positive, and statistically robust in East Asian samples, accounting for between one-
quarter and two-fifths of the growth acceleration in that region between 1965 and 1990,
They also found that the total population growth rate had a negative effect on per capita
income, consistent with the Solow prediction, but that this effect was partially or fully
offset by the positive working-age growth differential in countries experiencing rapid
demnographic transitions. The net demographic effeet was therefore positive in fast-
transitioning countries but negative in slow-transitioning or high-fertility ones,
precisely th ttern that explams why East Asia and South Asia diverged so
dramatically In per capita income growth despite starting fram similar points in the
1960s.

Choudhry and Elhorst (2010) extended this framework 0 a comparative panel study
of China, India, and Pakistan using data from 1961 to 2003, Their fixed-effects
spegafication showed that demographic variables explained approximately 46 percent
of per capita GBR growth in China, 39 percent in India, and 20 percent in Pakistan.
For India. they found that GDP per capita growth is positively related to the growth
differential between the working-age population and total population and negatively
related to child and old-age dependency ratios, with the working-age differential being
the domi demographic variable, Their result that demographic dynamics explained
39 percent of India's growth over the perioed is one of the most widely cited quantitative
estimates in the India-specific demographic literature.

Bloom, Canning, and Sevilla (2003) extended the analysis cross-nationally and
confirmed that the working-age share variable outperforms the total population growth
rate in predicting economic growth, They estimated that meving from a working-age
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share of 54 percent 1o reent, roughly the range India has traversed between 1990
and 2024, would raise the annual per capita growth rate by approximately 1 to 2
percentage points, a quantitatively significant effect sustained over several decades,

2.2.5 The Savings and Capital Accumulation Channel

Running alongside the labour supply channel gl e demographic dividend lierature is
the savings and capital accumulation channel, The life-cyele hypothesis, developed by
Modigliani (1970) and Modigliani and Brumberg (1954), holds thaggndividuals save
during their working years to finance retirernggpt consumption and that the aggre;
savings rale in an economy therefore rcﬂcclsE age distribution of the population.
economy with a large working-age share relative to the young and the elderly will have
a higher aggregate savings rate, which translates into higher domestic investment,
capital deepening, and long-run income growth.

Bloom and Canning (2001), in their NBER Working Paper, tested this mechanism
cross-nationally and found that age structure does significantly predict national
savings rates and that the savings channel is a quantitatively meaningful part of the
dividend. Lee and Mason (2006) formalised the distinction between a first dividend,
arising fi the transitory increase in the labour-to-dependant ratio, and a second
dividend, arising from the permanent inerease in capital accumulation driggn by the
high savings behaviour of the large working-age cohort, They showed that the second
dividend is potentially larger in magnitude than the first but requires more developed
financial institutions and savings mechanisms to matggglise. Lee and Mason's
National Transfer Accounts framework, documented in lation #jng and the
Generational Economy (2011), provided the most detailed evidence on the age profiles
of production, consumption, and transfers across countries, confirming that the
savings-investment channel 18 a genuine and substantial component of the dividend in
countries with well-functioning financial systems.

For India, the savings channel has been partially but not fully activated. India's
household savings rate did nise through the 2000s, broadly consistent with the
demographic dividend mechanism. However, the large mformal sector, limited
financial inchusion among poorer households, and inadequate pension coverage for the
majority of the workforee have constrained the full realisation of the second dividend.

2.2.6 Macroeconomic Stability as a Precondition

The enabling macroeconomic environment for dividend realisation was studied by
Fischer {1993) in his analysis of the role of macroeconomic factors in economic
growth. Fischer showed that macroeconomic instability, measured through high
inflation, large fiscal deficits, and distorted real interest rates, damages growth through
two main channels: it distorts the price signals needed for efficient invesiment
allocation, and it raises the uncertainty facing long-horizon investors such as firms
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building capacity and households saving for retirement. His empirical evidence across
4 large cross-country sample cslabliw that macroeconomie stability is a structural
prerequisite for capital accumulation and productivity growth,

The implication for the demographie dividend is direct: a country that is managing
double-digit inflation, running unsustainable fiscal deficits, or experiencing recurrent
balance of payments erises cannot effectively convert its demographic advantage into
sustained growth. because the savings-to-investment channel that drives the dividend
is broken by macroeconomic instability. India's macroeconomic trajectory between
2000 and 2024, which included the fiscal stabilisation of the early 20005, the monetary
policy framework reforms of the 2010s, and the significant fiscal expansions
associated with COVID-19 and other shocks, is therefore a relevant and independenily

varighle dimension of the dividend analysis.

2.3 The Shift to Quality and Inclusivity: Development
Beyvond Growth

2.3.1 Sen's Capability Approach

The literature reviewed thus far treats cconomic growth, typically measured as GDP
per capita, as the ontcome of interest and asks what demographic conditions promote
sicr growth. This was challenged, fundamentally and influentially, by Amartya Scn.
n Development as Freedom (1999), Sen argued that development should be
understood as the expansion of the substantive freedoms that people have reason o
value, and that GDP growth is at best an instrument toward that goal, not the goal itself,
Real freedoms, in Sen's framework, include the freedom to be heﬂlth@nd live long,
the freedom to receive an education, the freedom from poverty,
participate in political life, and the freedom from social discrimination and exclusion,
A socicty in which income grows but people die carly, cannot read, live in fear of
violence, or are excluded from the economy on grounds of gender or caste is not
developing in any meaningful sense, regardless of what its national accounts show.

¢ freedom 1o

Sen's earlier work %h Jean Drere, India Economic Development and Social
Opportunity (1995). applied this framework directly to the Indian case. They showed
empirically that Indian states that had invested seriously in female education, primary
healthcare, and basic social services had achicved lower fertility rates, better child
survival, and faster economic progress than states that had relied on coercive family
planning without expanding social capabilities. Their analysis made the decisive
empirical point that fertility decline, the trigger of the demographic dividend. is not
primarily a product of income growth or coercien but of the expansion of women's
capabilities through education, health, and social freedom.
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Dreze and Sen (2013) sharpened this eritique in An Uncertain Glory, documenting
systematically that India's rapid GDP prowth between 2000 and 2013 coexisted with
some of the worst social indicators among countries at comparable income levels,
India's child malutrition rates exceeded those of sub-Saharan African countries
significantly poorer than India. Female labour force participation was falling even as
women's education was improving. Open defecation persisted at scale in rural arcas
despite urban income growth. These patterns were not incidental. They reflected what
Dreze and Sen described as an asymmetry between India's economic growth and its
social indicators, a development meodel that prioritised aggregate oulpul expansion
over the social investments and institutional reforms needed to convert growth into
genuine capability expansion for the majority.

2.3.2 ﬁe Human Development Index and Composite Measurement

The institatiol ranslation of the capability approach into measurable instruments
came through The United NationgsRevelopment Programme's Human Development
Report series, launched in 1990, The Human Development Index combined income,
education, and health into a single composite score, representing the first widely
adopted attempt 10 measure development multidimensionally. - UNDP Human
Development Report 2019 extended this framework 1o include inequality-adjusted
variants and the Gender Inequality Index. The HDI's analytical value was not primarily
its numerical precision but its demonstration that a country's HDI rank often diverged
substantially from 1l income rank, and that these divergences were substantively
meaningful: they identified countries that were converting income into human
capability effectively and those that were not.

The @ndﬁ Inequality Index, introduced in the UNDP Human Development Report
2010 snd described technically by Gaye et al (2010), captures gender-based
development gaps ss reproductive health, political empowerment, and labour
market participation. As Gaye et al. described, the index is designed to reveal the extent
to which the realisation of a country's human development potential i3 curtailed by
gender ineguality. For the demographic dividend, this has direct analytical
implications: a country cannot fully harness the productive capacity of its working-age
population if deep gender barriers prevent half that population from entering the labour
foree, participating in education, or surviving childbirth safely.

Alkire (2010y and Alkire and Foster (2007, 2011) developed the Multidimensional
Poverty Index using the dual- [T methodology. This measure identifies people who
are simultaneously deprived across multiple dimensions of health, education, and
living standards, revealing a form of poverty that income measures systematically
miss. India's MPI headeount, as documented by NITI Aayog, fell from approximately
55 percent in 2005-06 to 164 percent by 2019-21, a dramatic reduction. But the
persistence  of multidimensional poverty in large absolute numbers, and its
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concentration among scheduled castes, tribes, and rural women, established that a
significant fraction of India's working-age population enters the labour market
carrying deprivations that constrain their productive potential,

2.3.3 Health and Nutrition as Economic Inputs

¢ empirical literature on the causal effects of health and nutrition on economic
productivity established that quality of human capital is not merely a welfare outcome
but & genuing economic input with measurable effeets on growth. Bloom, Canning,
and Sevilla (2004) found strong evidence that healthier populations are more
productive, both through the direct effect of reduced illness on work capacity and
through longer tigge horizons that make investment in education more worthwhile,
They estimated that a ome-year improvement in life expectancy translates into
approximately a 4 percent increase in per capita outpul, a significant productivity
effect.

Preston {1975) had demonstrated the systematic cross-sectional relationship between
income per capita and life expectancy. His finding that this relationship shifted
dramatically upward between the 1930s and 19605 as global public health knowledge
diffused independently of income prowth established that health improvements are
driven primarily by the diffusion of public health knowledge and infrastruciure, not
merely by income growth. This insight is crucial for identifying health variables as
structural inputs rather than endogenous outcomes in growth models. Deaton (2003),
reviewing the health-income relationship, confirmed that health improvements in
developing countries owe more to advances in medical knowledge and public health
mirastructure than to contemporaneous income growth per se.

Psacharopoulos and Patrinos (2004), in their comprehensive review of returns to
education across developing countries, estimated that social refums to primary
education in the lowest-income countries average around 25 percent per year of
schooling, the highesggaturn of any level of education. Combined with Lucas's (1988)
theoretical aggument that human capital is the engime of long-run growth, this evidence
established that the quality of the working-age cohort's education and health
endowments is as determinative of economic performance as the age-structural
advantage captured by the standard demographic dividend variables.

2.3.4 Structural Transformation, Labour Absorption, and the Lewis
Model

The question of how demographic change franslates into omic development
through labour markets was theorised most influentially by W, Arthur Lewis (1954) in
his model of development with unlimited supplies of labour, Lewis argued that
development in poor countries proceeds through the reallocation of labour from the
low-productivity traditional agricultural sector inte the high-productivity modem
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capitalist sector. cause the traditional sector releases workers at a constamt
subsistence wage until the surplus is exhausted, the moedern sector can expand rapidly
without wage pressure, generating profits that are reinvested to further expand
production and employment. The end of this process, when labour surplus is exhausted
and wages begin to rise, is the Lewis turning point.

For the demographic dividend, the Lewis framework is directly relevant: u large
waorking-age cohort provides the labour supply that can be absorbed by a growing
modemn sector. But the model also contains a crucial waming: absorption only happens
if the modern sector is actually creating jobs at the required rate. If growth is
coneentrated in capital-intensive activities, or if labour market institutions prevent the
matching of workers to jobs at the wages the market would support, structural
transformation stalls and large numbers of workers remain in low-productivity
activities.

Mehrotra, Parida, Sinha, and Gandhi (2014) provided the most damning evidence of
this stall in India's case. Using data from 1993-94 t02011-12, they showed that despite
GDP growth of 8 to 9 percent annually during 2004-05 to 2011-12, the absolute
number of employed workers in India actually fell significantly and the worker-
population ratio declined. The period of India's most rapid economic expansion was a
period of jobless growth, the precise condition that prevents the demographic dividend
frogaa being absorbed productively, Their explanation centred on the capital-intensity
of services seetor growth and the contraction of labour-intensive manufacturing, both
of which were partly products of India's labour regulatory framework.

Besley and Burgess (2004) provided the institutional cxpiﬂnntiun.@leﬁ that amended
the Industrial Disputes Act in a pro-worker direction experienced lower output,
employment, investment. and productivity in formal manufacturing, with activity
shifing to the informal sector instead. This finding established that India's labour
market institutions, not merely market forces, were a significant constraint on formal
employment creation and therefore on the labour absorption channel through which
the demographic dividend operates.

2.3.5 Gender, @ﬂmﬂe Labour Force Participmiion, and the Dividend
Among t ost striking anomalies in India’s development trajectory is the paradox of
declining lemale labour force participation during a period of rising female educational
tainment and economic growth. Goldin (1994, 2020) described the global pattern as
a U-shaped relationship between development and female labour force participation:
in early development stages, poor women participate in subsistence agriculture out of
necessity; as household incomes nse, middle-class social norms withdraw women
from paid work: and at higher income levels, expanding professional and service sector
opportunities pull women back into formal employment. India appeared to be stuck in
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the middle, withdrawal phase far longer than comparative development experience
would predict.

Afridi (2019), in her analysis ofgeﬁenninants of women's labour force participation in
India, showed that social norms, household structure, and safety concerns are dominant
constraints on female entry and re-entry into the labour market, operating
independently of income and education. The OECD (2015) documented that in India,
unlike in most economies, education and income are actually negatively correlated
with female labour force participation, because more educated women exit low-skill
agricultural and informal work but face structural barriers to entering formal
professional employment. Abraham {2013) demonsirated that the de-feminisation of
India's workforce was structural, driven not by how [ast the economy was growing but
by which sectors were growing, specifically the capital-intensive services sector that
generates relatively few jobs accessible to women withouwt specific credentials and
workplace safety assurances,

These findings have direct implications for the demographic dividend framework. A
country that systemati excludes half its working-age population from dprmal
economic participation 18 operating at a fraction of its dividend potential. The female
labour force participation rate is not merely a social indicator. It is a direct measure of
the efficiency with which the demographic window is being converted into economic
output.

2.3.6 Inequality and the Distributional Dimension

The literature on inequality and development adds a further layer to the quality-and-
inclusivity argument, Cowell (2011), in his analysis of measuring inequality,
established the methodological foundations for tracking distributional change across
populations. Chancel and Piketty (2017), using the World Inequality Database, showed
that India's income ineguality rose sharply during the high-growth period, with the top
| percent capturing approximately 22 percent of national income by 2015, up from
around 6 percent in the [980s, This rapid increase in top-end income concentration
means that GDP grewth is an increasingly unreliable guide to the economic experience
of the median household. Berg et al. (2017) showed cross-nationally that higher
inequality 15 associated with shorter growth spells, establishing a direct empirical link
between distributional conditions and the sustainability of growth, Barrett etal. (2018),
in their study of poverty traps, showed that households in asset and health poverty
traps are not on convergent trajectories with richer households even during periods of
aggregate growth, because missing markets, credit constraints, and health-nutrition
traps lock them into low-productivity equilibria.

For the demographic dividend, these distributional findings matter enormously, A
dividend captured primarily by high-income urban houscholds and the top decile of
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earners is not a broad development trgmsformation. It is an inequality-amplifying
growth episode that leaves the majority ol the working-age population in low-quality
informal employment. without the savings, health, or educational capital to realise the
second dividend. India's pattern of growth between 2000 and 2024 has been eritiqued
on precisely these grounds, and the Social Development Index constructed in this
disgertation attempls to measure the distributional gquality of development direetly.

2.4 India-Focused Demographic Dividend Studies
2.4.1 Establishing the Dividend Window: Projections and Timelines

The India-specific literature on the demographic dividend begins with the basic
exercise of establishing ghe timing and potential magnitude of the dividend window,
The UNFPA's study on the potential demographic dividend for India, covering 2001
o 2061, was one of the foundational ggpjections. It estimated that India’s working-age
share would rise from approximately 38 percent in 2001 1o a peak of around 69 percent
in the late 20305 before beginning o decline as population ageing accelerates, The
window of maximum dividend opportunity was identified as approximately 2005-06
to 2055-56, a fifty-year period during which the structural demographic conditions
waould be persistently favourable. Under optimistic assumptions about educational
expansion, skill development. and employment generation, the UNFPA study
estimated that the demographic dividend could add between | and 2 percentage points
annually to India’s per capita income growth.

The age-structural dymamics literature, including the Age-Structural Dynamics
volumes referenced in this dissentation's library, provided liner-grained projections of
how different components of India's age structure would evolve and what their
economic implications would be. These projections consistently identified the youth
bulge. the large cohort aged 15 10 29 years, as the most inumediately relevant group for
dividend realisation, because their employment prospects over the next two decades
would determine whether the dividend converted into broad-based development or
manifested primﬁrily as educated unemployment and social frustration.

2.4.2 State-Level Evidence: Aiyar and Mody

The most methodologically rigorous state-level study of India's demographic dividend
is Adyar and Mody's (2011) IMF Working Paper, which used a panel of Indian states
from 1961 to 2001 with Bwed-effects estimation and correction for inter-state
migration, Their key finding was that there is a large and significant growth impact of
both the level and growth rate of the working-age ratio, with demographic change
accounting for between 40 and 50 percent of India's growth acceleration since the
19805 A | percentage point increase in the working-age share was estimated 1o raise
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annual per capita state domestic product growth by approximately 1.3 to 1.9
percentage points. This is one of the largest quantitative estimates of the demographic
dividend effect in the Indian literature and establishes beyond reasonable doubt that
age-structural change has been a genuine and substantial driver of India's growth
performance.

Choudhry and Elhorst (2010) provided the cross-national comparative context,
showing that demographic dynamics explaimed 39 percent of India's per capita GDP
growth over 1961 to 2003, comparable to the Aiyar-Mody estimate but using national-
level rather than statz-level data and a longer time series, Their finding that the
demographic contribution was larger in China (46 percent) than in India (39 percent)
is consistent with the view that China's [aster fertility decline and its more effective
labour market absorption created a larger and more efficiently captured dividend.

2.4.3 The Policy and Instintional Conditionality of India's Dividend

A conzistent theme in the India-specific literature is that the dividend is conditional on
institutional and policy factors that have not uniformly been present. Bloom and
Canning (2003) showed that the demographic dividend is substantially larger in
countries with open trade regimes, stable macroeconomics, and well-developed
financial markets. India’s partial trade liberalisation, its complex and sometimes
volatile regulatory environment, and the limited depth of its financial system relative
to ity income level have all been identified as constraints on dividend realisation.

Misra {2017), in a comparative study of demographic dividend effects across the
BRICS economies, found that India's dividend is being converted into growth more
slowly than China's, despite broadly similar demographic structures in the 2000 to
2015 period. He attributed this to the composition of India's growth, which is
concentrated in capital-intensive services, and to weaker institutional mechanisms for
labour absorption in manufacturing. His findings aligned with the jobless growth
literature and reinforced the case for treating the labour market channel, the Harnessing
Capacity Index of this dissertation, as an independently variable and potentially
binding constraint on dividend realisation.

Studies on India's education challenge, including the Annual Status of Education
Report series and the higher education guality literature, showed that rising educational
enrolment has not been accompanied by equivalent improvements in learning
outcomes or skill alignment with labour market needs. The distinction between
demographic quality as measured by enrolment rates and demographic quality as
measured by actual skill and health outcomes is directly relevant to the Demographic
Cuaality Index framework: it is not the years of schooling per se that drive productivity
but what those years of schooling actually produce in terms of cognitive skills,
technical competencies, and health capital.
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2.4.4 The Demographic Dividend or Demographic Burden Debate

A strand of India-specific literature has questionad whether the dividend assumption
is warranted in India's case at all. The demographic dividend or demographic burden
debate, reflected in several papers in this disseration's reference list, centres on the
argument that a large youth cohort is an asset only if it can be productively employed.
If employment generation is inadequate, the same demographic bulge that should be a
dividend becomes a burden: a large population of frustrated, underemployed young
people with rising aspirations and declinmg economic opporiunities.

This concern was given gquantitative expression by Mehrotra et al, (2014), whose data
showed that absolute employment fell during India's fastest growth phase. It was
reinforced by the evidence of rising educated unemployment, lining employment
elasticity of growth (estimated at around (.18 o 0.20 during the post-reform period
compared to 0.44 inthe 19808, according to the RB1's analvsis), and the persistence of
informal employment shares above 835 to 90 percent throughout the study period.
These findings do not negate the demographic dividend but they establish clearly that
the dividend is operating through a constramned and partially blocked set of channels
in India's case, making the muliudimensional framework of this dissertation
analytically necessary rather than merely desirable.

2.5 Research Gaps and the Framework of This Study
2.5.1 The Single-Variable Limitation

The most fundamental gap in the existing hterature is that virtually all stucies of India's
demographic dividend, whether cross-national or India-specific, measure dgnographic
potential through one or at most two variables: the working-ape share, the dependency
ratio, or the growth differential between working-age and total population. These
variables are powerful summary statistics of the structural demographic position, but
they cannot distinguish berween eountries with similar age structures that achieve very
different development outcomes. The entire body of conditional dividend literature,
from Lee and Mason's (2006) policy environment argument to Bleom and Canning's
(2003) institutional conditionality findings, points to the need for a framework that
measures the conditions through which demographic structure converts into
development, not merely the structure itsell

No existing study of India’s demographie dividend has modelled all five channels of
the dividend process jointly within a single empirical framework. The consequence s
that the literature can tell us that India has a demographic dividend window but cannot
tell us how efficiently each channel is functioning, which channels are the binding
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constraints, or how the channels interact with each other. This is the core research gap
that this dissertation addresses.

2.5.2 The Case for Composite Indices

The methodological response to the single-variable problem is not to add more
individual variables to a regression, which would create severe multicollinearity,
deplete degrees of freedom, and make coefficient interpretation unreliable, The
appropriate solution is to reduce the dimensionality of each channel into atheoretically
grounded composite measure that captures the essential variation within the channel
without losing the theoretical distinction between channels.

This is the purpose for which composite index conatructio systematised in the
OECD Handbook on Constructing Composite Indicators (Narde, Saisana, Salielly
Tarantola, Hoffmann, and Giovannini, 2008), was designed. The Handbook defines a
composite indicator as a mathemati mbination of individual indicators that
together measure a multidimensional concept that cannot be captured by a single
indicator, Its ten-step methodology, covering theoretical framework definition, data
selection, imputation, principal component analysis, normalisation, direction
alignment, weighting, aggregation, sensitivity testing, and back-linkage, provides a
rigorous and replicable protocol for producing composite measures that are
analytically defensible and empirically tractable.

The ai:. Development Index, the Gender Inequality Index, the Multidimensional
Poverty Index. and the Global Innovation Index are all composite measures that have
generated  penuine  analytical  insights  precisely  because they  captured
multidimensional constructs that individual indicators could not, They have also
attracted  methodological  criticism, primarily around weighting choices  and
agprepation metheds. The OECD Handbook's response 1o these eriticisms s
transparency and sensitivity analysis rather than abandonment of the composite
approach, and this is the approach adopted in this dissertation.

2.5.3 What Each Index Represents and Why It Belongs in One
Framework

The five independent composite indices in this dissertation each represent one of the
five channels through which demographic structure converls into economic
development. and together they constitute a complete analytical system.

The aphic Structure Index (DSI) operationalises the Bloom and Williamson
(1998) and Mankiw, Romer, and Weil (1992} insight that age composition is the
foundational precondition of the dividend. It captures ten structural demographic
vanables: working-age share, total and old-age dependency ratios, total fertility rate,
crude birth and death rates, infant mortality rate, urban population share, sex ratio at
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birth, and annual population growth rate. These variables describe not just whether
India's age struciure is favourable but how far its demographic transition has
progressed, how stable its gender composition is at birth, and what direction its
population momentum is heading. Two countries with ideniical working-age shares
can have very different demographic trajectories if one is at the beginning of its fertility
decline and the other at the end, and the DSI captures this distinetion.

The Demographic Quality Index (DOQI) operationalises the Lucas (1988), Becker
(1960}, and Bloom, Canning, and Sevilla (2003) insight that the productivity of the
working-age cohort depends on its health and education endowments. It captures life
expectancy, mean years of schooling, child nutrition, immunisation coverage, adult
literacy, maternal mortality, secondary and tertiary enrolment, and vocational training
access. The DSI measures who is in the working-age cohort; the DQI measures what
they are capable of contributing. A country can have a large working-age share and
still fail to capture the dividend if its workers are undereducated, malnounished, or in
poor health.

The Harnessing Capacity Index (HCUI) operationalises the Lewis {1954}, Kelley and
Schmidt (1995), and Mehrotra et al. (2014) insight that the dividend is only realised if
the economy can actually absorb its working-age population into productive
employment. 1t measures total and female labour force participation rates, worker-
population ratio, salaried employment share, informal employment share (inverted),
labour productivity, employment elasticity, non-agricultural employment share, labour
income share, and youth employment ratio. This index captures the institutional and
structural ahsorption capacity of the economy, the dimension that the existing literature
has most consistently neglected in favour of demographic supply-side variables.

The Social Development Index (SDI) operationalises the Sen (1999), Dreze and Sen
(2013), and UNDP frameworks. It captures maternal mortality, under-5 mortality,
primary school enrolment, the Gender Inequality Index. female labour force
participation, sanitation access, multidimensional poverty headcount. life expectancy.
consumption inequality, and electricity access, These conditions are constitutive of
development as a goal and instrumental preconditions for development as a process: a
society that systematically excludes women, keeps its children malnourished, and
denies basie services to its poorest citizens cannot generate the broad-based labour
force participation that a full demographic dividend requires.

The Macrocconomic Variables Index (MVI) operationalises Fischer's (1993) finding
that macroeconomic stabiliry is a struetural prerequisite for investment and growth. It
captures inflation, fiscal deficit, real interest rates, tax revenue, public investment,
government debt, foreign exchange reserves, exchange rate competitiveness, financial
sector health, and currency stability. Without this stable macroeconomic foundation,
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the savings-to-investment channel through which the demographic dividend operates
in theory is broken in practice.

Together, these five indices form a complete system that maps each of the causal
channels identified in the literature onto a measurable composite variable. The
regression of the Economic Growth Index on all five simultangously allows one to ask,
for the first time in a national time-series setting for India, which channels have been
functioning effectively between 2000 and 2024, which have been failing. and what the
relative magnitude of each channel's contrbution to or detraction from growth has
been. This is the question that the existing literature, with its structural reliance on
single-variable demographic proxies, cannot answer Answering it is both the
methodological contribution and the substantive purpose of this dissertation.

2.5.4 The National Time-Series Gap

A further research gap, distinct from the single-variable problem, concerns the
temporal and spatial scope of existing India studies. The most cited quantitative
studies, including Aivar and Mody (2011} and Choudhry and Elhorst (2010}, use data
ending in 2001 or 2003 respectively. The pesiod from 2003 1o 2024 encompasses
India's most dramatic growth acccicm%ﬁ. the Global Financial Crisis, the jobless
erowth debate, demonetisation in 2016, the goads and services tax reform of 2017, and
the COVID-19 shock of 2020-21. These structural events and policy transitions have
potentially altered the character of the dividend relationship in ways that studies based
on pre-2003 data cannot capture.

Moreover, the majority of quantitative studies use state-level panels rather than
national time-series, State panels exploit between-state varation in demographic
transitions and are therefore well suited to identifying the cross-sectional dividend
effect. But they cannot speak directly to the temporal dynamics of the national
dividend, specifically how the relationship between India's demographic structure and
its development performance has evolved year by year from 2000 to 2024, The
national annual time-series framework adopted in this dissertation fills precisely this
gap. By tracking all five channels annually over 25 years, it can identily not enly the
average relationship between ecach channel and growth but also whether that
relationship has strengthened or weakened over time, whether particular struciural
breaks correspond to known policy events, and whether the five channels have been
complementary or partly substitutable in their growth effects,

2.5.5 The Measurement Gap in Quality and Inclusivity

The research gap extends to measurement. Most studies in the India demographic
dividend literature measure the dividend as a growth effect, using per capita GDP or
per capita state domestic product as the dependent variable. Very few studies use a
multidimensional development outcome variable that captures health, education, and
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social equity alongside income. This means that the literture is structurally biased
toward discovering that the dividend increases GDP, which is a mechanically true but
substantively incomplete finding. It cannot answer the more important question of
whether India's demographic transition is produeing genuine multidimensional human
developr or merely aggregate output growth concentrated among a narrow upper
segment of the population.

The Economic Growth Index constructed as the dependent variable in this dissertation
is designed to address this gap at the outcome level. By combining GDP per capita
growth with human development progress, employment quality, and sectoral
composition of output, it provides a richer measure of whether the demographic
dividend is translating into broad-based development rather than narrow growth,

2.5.6 Why All Five Indices Are Necessary

The five-index framework is not an arbitrary expansion of the analytical space. Each
index is justified by a specific body of literature that identifies the corresponding
channel as an independently necessary condition for dividend realisation, not merely
a correlate of it The demographic structure without quality produces a large
underproductive workforce, Quality without harnessing capacity produces educated
unemployment. Both without social development produces growth that excludes
women, the poor, and marginalised communities. All three without macroeconomic
stability produce dividends that are dissipated through inflation and fiscal instability
before they can be invested in long-run development. And none of these channels can
be adequately measured by a single indicator,

The intellectual architecture of this dissertation therefore rests on three pillars: the
demographic dividend literature that establishes why age structure matters, the
development economics literature that establishes what conditions are necessary for
structure to translate into genuine development, and the composite index methodology
that provides the tools to measure each condition rigorously and to model their joint
effects empirically. The literature reviewed in this chapter provides the foundation for
all three pillars and establishes that this dissertation is not only filling a gap but doing
50 in a direction that the existing literature has been pointing toward for at least two
decades.

2.5.7 Towards an Integrated Framework: Synthesising the Literature

The intellectual journey traced in this chapter moves in a clear direction, It begins with
the Malthusian fixation on population size as a constraint on living standards. It passes
through the demographic transition model's identification of the shift from high to low
vital rates as the key structural process. It arrives at Bloom and Williamson's 1998
articulation of the demaographic dividend, in which itis not population size or growth
per se but the age composition of the population, specifically the temporary bulge of
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working-age adults, that creates economic opportunity. It then encounters the
development economics literature's insistence that this opportunity is only realised
under specific guality, absorption, social, and macroeconomic conditions, And it
coneludes with the recognition that measuring whether these conditions are present
requires composite instruments that capture multidimensional constructs in a way that
individual indicators cannot.

India sits at a particularly interesting moment in this intellectual history. 1t is still within
its dividend window, with the working-age share continuing to rise and projected to
peak only in the late 2030s. But the evidence reviewed above shows that the five
channels through which the dividend operates have been functioning with very
different levels of effectiveness. The structural demographic channel, as captured by
the D51 has been strongly positive: India's age structure has been moving in the right
direction throughout the study period. The gquality channel, as captured by the DOQL
has shown improvements in health and education but persistent gaps mn learning
outcomes and nutritional status. The hamessing capacity channel, as captured by the
HCI, has been the weakest link: jobless growth, declining female participation, and the
dominance of informal employment have prevented the large working-age cohort from
converting its sttuctural advantage into full productive contribution. The social
development channel, as captured by the SDI, has shown dramatic improvements in
some dimensions, particularly poverty reduction and basic services access, but
persistent gaps in gender equity, child nutrition. and distributional equality. The
macroeconomic channel, as captured by the MV, has been broadly supportive of
growth in the aggregate but subject to significant year-on-year volatility.

Understanding which of these channels has been the binding constraint, and how the
constraints have changed over the study period, 1s the analytical contribution that no
prior study has been able to make and that this dissertation's framework makes
possible. The literature reviewed here establishes not only that this question is
answerable in principle but that it is among the most imporiant guestions in
contemporary Indian development economics, The demographic window is finite.
Understanding whether India is on track to harvest its full dividend, or whether specitic
structural failures are causing it to be squandered. requires exactly the kind of
multidimensional, channel-specific, time-series analysis that this study provides.

2.5.8 Cross-Regional Evidence and fts Comparative Lessons

The global comparative evidence adds important texture to the India-specific analysis.
East Asia's experience, as documented by Bloom and Williamson (1998) and others,
shows what a well-captured dividend looks like: rapid fertility decline, large-scale
formal employment creation in labour-intensive manufacturing, high household
savings rates channelled through developed fmancial institutions, and sustained public
investment in education and health. South Korea's toral fertility rate fell from
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approximately 6 in the late 1950s to below replacement level by 1983, The consequent
working-age bulge coincided with an export-oriented industrialisation strategy that
absorbed tens of millions of workers into formal manufacturing, converting the
structural demographic advantage into first-dividend growth and second-dividend
capital accumulation simultaneousky.

China's experience offers a different variant of the same story. The one-child policy
produced an even more concentrated and externally induced fertility decline. creating
a sharper and earlier working-age peak than India's. Cai Fang (2010) argued that this
demographic contribution was a primary driver of Ching's growth between 1980 and
2010 and that the subsequent ageing of Ching's population and the approaching Lewis
turning point are structural explanations for China's more recent growth deceleration.
The comparison with India is instructive: China's more decisive fertility transition
produced a larger and earlier dividend, while India's more gradual transition is
producing a longer but lower-intensity window, Whether India can extract the same
total dividend over a longer period depends on whether it can maintain the institutional
and policy conditions for absorption over the coming three decades.

Sub-Saharan Africa presents the cautionary case. Many African countries have
experienced substantial mortality declines, particularly in child mortality, without
equivalent ferility transitions, producing large and growing yvouth populations that are
increasing rather than decreasing the dependency burden, Bloom et al. (2003) and
Bhorat (2016) document how, in the abgggee of fertility decline and without strong
labour market institutions for absurptimliﬁarge youth cohort can be a source of social
and political instability rather than cconomic growth. For India, the lesson is that the
dividend window, once opened by fertility decline, can be narrowed or closed early if
absorption mechanisms fail and a frustrated youth surplus accumulates.

These comparative lessons reinforce the analytical framework of this dissertation.
They show that the same demographic transition, the same structural shifi in gge
composition, can produce radically different economic outcomes depending on Ee
quality of human capital, the capacity of the economy to absorb productive labour, the
inclusivity of social development, and the stability of the macroeconomic
environment, Measuring each of these dimensions as an independent composite index.
and testing their joint effects on multidimensional economic development in a single
empirical model. is the direct methodological response to what comparative
experience shows the demographic dividend to be: not a mechanical consequence of
population change but a conditional opportunity whose realisation depends on the full
suite of developmental conditions that this dissertation's five-index framework is
designed to capture and measure.
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2.5.9 The Welfare State, Social Protection, and Demographic Pressures

A dimension of the development-demography literature that has received growing
attention since the 2010s is the interaction between demographic change and social
protection systems. Abo-Zaid and Guo (2017) and others studying the welfare state
and demographic change showed that the fiscal sustainability of socizl protection
programmes, including healthcare, education subsidies, and pension systems, is deeply
affected by the demographic structure of the population. During the dividend phase.
when the working-age share is high, social protection systems receive large payroll
and tax contributions relative to the benefits they pay out to the young and elderly.
This fiscal demographic bonus is the public finance counterpart of the houschold
savings dividend that Modigliani's life-cycle hypothesis describes.

For India, the social protection ghignension has a distinctive character. India's formal
social protection syst vers anly a small fraction of the working population. The
majority of workers a:}%ﬁr informal sector withowt aceess to provident funds, health
insurance, or formal pensions. The welfare implications of this exclusion are
significant: informal workers who fall sick, lose employment, or reach old ape face
severe income insecurity, which in turn alfects their savings behaviour, their children's
educational investment, and their own economic productivity. The IMF Staff
Discussion Notes (2011, 2014, 2013) in this dissertation’s reference list examined the
demographic and fiscal dimensions of these issues across developing country contexts
and documented how incomplete social protection systems can reduce the efficiency
with which the demographic dividend is captured.

The intersection of these findings with the five-index framewaork of this dissertation 1s
direct, The Social Development Index includes poverty, sanitation, and maternal health
variables that capture dimensions of social protection inadequacy. The Harnessing
Capacity Index includes the informal employment share as an inverted variable,
capturing the extent to which the working-age cohort 12 excluded from formal
employment and its associated social protections. Together, these variables allow the
regression model to identify whether failures of social development and labour
formalization are measurably constraining India's growth performance during the
dividend period.
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?hapter 3

Research Methodology

3.1 Study Design and Data

3.1.1 Unit of Analysis and Time Period

The study analyses India at the national level over the period 2000 to 2024, generating
25 annual observations per variable. The national level is the appropriate unit because
the research question concerns India's agpregate capacity to harmess its demographic
dividend — a macro-level phenomenon driven by national demographic transitions,
national labour market conditions, and national macroeconomic policy. The year 2000
was chosen as the start of the sample for three reasons: it marks the beginning of India's
sustained high-growth phase following the censolidation of 1991 liberalisation
reforms; it coincides with the earliest vear for which all six indices have continuous,
institutionally reliable data: and it provides a pre-dividend baseline against which the
dividend peried (approximately 2005 onwards) can be evaluated.

3.1.2 Index Structure

Each of the six composite indices consists of 10 sub-indicators, yiclding 60 raw
vanahles in total. The five independent indices — DSL DOL 8DI, HCL and MV —
measure the structural, human ital, social. labour market, and macroeconomic
conditions that theory identifies as the determinants of economic growth, The EGI is
the dependent variable, measuring India's realized annual economic growth
performance across 10 dimensions: output, investment, trade, foreign capital, industry,
manufacturing, finance, savings, and consumption. This multi-dimensional structure
of the dependent variable is deliberate it avoids the reduction of economic
development to a single metric (GDP growth) and captures the breadth of India's
cCOnomic expansion,

3.1.3 Data Sources

All data are drawn from publicly available, institutionally verified sources:

Tabie 1 Primary Dota Sources

Index  Primary ;1]8:1:& Sources

DSI | Warld Bank World Development Indicators (WDH); Sample Registration
| System (SRS} Anmmat-Reports; UN Population Division
| DL | World Bank WDI; National Family Health Survey (NFHS) Rounds 3, 4, 5:
‘ LUNESCO Institute for Statistics
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SD1 World Bank WDI; NCRB Crime in India Reports; NFHS rounds; Ministry
ol Finance Budget documents

HCI | World Bank WDI; ILO ILOSTAT, NSS Employment-Unemployment
Su : PLFS Annual Reports

MV1 | RBI Handbggiof Statistics on Indian Economy: RBI DBIE portal: Ministry
of Finance: | ank WDI

EGI | World Bank WDI; MoSPI National Accounts Statistics: DGCIS; CS0 India

All series are compiled into a master data matrix at annual frequency. covering 25 rows
{vears 2000-2024) and 60 columns {variables), before the pipeline below is applied.

3.2 Stage One: Composite Index Construction

The construction pipeling follows the OECT Handbook's ning-step framework. Each
step is applied uniformly w all six indices — DSI, DI, SDI, HCL MWV, and EGI —
unless othenwise noted.

Step 1: Theoretical Framework

The OECD Handbeok's foundational principle is ?at "what is badly defined is likely
o be budly measured” (Mardo et al., 2008, §1.1). Before a single vanable is selected
or a single data point collected, the researcher must establish a clear and bounded
conceptual mandate for each index — what it measures, what it excludes, and how
cach of its sub-indicators relates to the overall construct,

For this study, each index was assigned a distinct, non-overlapping conceptual domain:

e The DSI captures the siructural or compositiona! chamcteristics of India’s
population the shape, age distribution, dependency burden, fegglity and
mortality dynamics, and rate of urbanisation. 1t answers the question: what does
the sirwciure of India's population look like. independent of how well that
population 1s educated, emploved, or socially included?

« The DQI cuplures@e qﬂry of India's human capital — the longevity, nutrition,
health system reach, educational attainment, and skills of the population. It
answers: i India's workforce actually equipped to drive economic growth?

s The SDI captures social equity amd stade imvestment — specifically the
integration and wellbeing of women, the extent of gender-based violence, and
the depth of public investment in health and education. 1t answers: is India's
growth inclusive?

*  The HCI captures India's lahour market activation capacity — the ability to
convert the structurally available working-age population (measured by the DSI)
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and the quality-equipped population (measured by the DQI) into productive
employment. It answers: is India's workforce actually being put to work?

o The MVI captures the macroeconomic enabfing environment — price stability,
fiscal health, debt sustainability, external resilience, and banking sector health. It
answers: does the macroeconomic framework support growth?

s The EGI captures realized economic growth oulcomes the annual
performance of India’s economy across outpul, investment, trade, industrial
production, finance, savings. and consumption. It is the dependent variable: the
thing that the other five indices collectively explain.

The boundary conditions between constructs are not arbitrary. They are enforced as an
econometric necessity. In the OLS regression model that forms Stage Two of the
methodology, if an independent variable and the dependent variable contain
overlapping dimensions — if, for example, GDP growth appears in both the EGI and
the MV1 — the OLS error term will be correlated with the regressors, producing
endogeneity bias. The theoretical framework, therefore, functions simullaneously as a
conceptual map and an endogeneity firewall.

Step 2: Data Selection

Following the theoretical framework, variables for each index were selected on the
basis of four eriteria established in the OECD Handbook (1.2):

. Amnalytical soundness and theoretical justification — each variable must have
a clear, literature-grounded relationship to the index’s conceptual mandate.
Variables without established empirical or theoretical links to the construct
however available or measurable, were excluded.

L)

Measurability and data availability — a continuous annual series must be
available for India for the full period 2000-2024. Variables available only at
census intervals (every 10 years) or with gaps exceeding what impuration can
reliably address were excluded from the primary selection or relegated to
secondary status.

3. Relevance to the specific dimension being measured — each variable must
capture a distinct sub-dimension of the index's domain without duplicating
information already carried by another variable in the same index. The goal is to
represent the full conceptual breadth of the construct without redundancy.

4. Coverage across the full sample period — variables whosc scrics began after
2000 or were discontinued hefore 2024 were considered only if imputation from
reliable sources was feasible.
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After applying these criteria. a final set of 10 vagiables per index was retained. The
variables for the EGL, for example, spammieal P per capita annual growth rate
(output}), Gross Fixed Capital Formation as a percentage of GIMbGinvestment), Exports
of goods and services as a percentage of GDP (trade), Trade as a percentage of GDP
(trade integration), FDI net inflows as a percentage of GDP (foreign capital),
Percentage ﬁwm of the Index of Industrial Production (industry), Manufacturing
value added as o percentage of GDP (industry structure), Domestic eredit to the private
sector as a percentage of GDP (fgacial deepening), Gross domestic savings as a
percentage of GDP (savings), and Final consumption expenditure as a percentage of
GDP (consumption). This | 0-variable structure ensures that no single dimension of
economic activity — ne single indicator — dominates the composite score.

Step 3: Direction Alignment

Before any normalisation 1s performed, each variable must be oriented so that a higher
value consistently represents a better outcome for the index’s construct. This step is
essential: if negative indicators are lefit in their original orientation, the normalisation
and aggregation that follow will award higher scores to worse performance, inverting
the meaning of the index.

Variahles where a higher value is beneficial (for example, life expectancy, working-
age population share, labour productivity, school enrolment, export growth) were kept
in their ariginal orientation — no transformation was applied.

Variables where a higher value is detrimental (for example, Infant Mortality Rate,
Total Fertility Rate, Total Dependency Ratio, Age Dependency Ratio, Slunling
Prevalence, Maternal Mortality Ratio, Fiscal Deflicit as a percentage of GDP, CPI
Inflation, Bank Non-Performing Loans, Vulnerable Employment Share, Youth
Unemployment Rate) were inverted using the boundary-preserving  linear
trans formation:

Xie = max(x;) + min(x;) — x;

where max(x;) and min(x;) are the maximum and minimum observed values of
variahle ! across all 25 years, and x;, 1% the original value in year £. This transformation
is distributionally neutral — it preserves the shape, spread, and relative ordering of the
variable while reversing the direction, so that the year with the highest original value
(the worst outcome) now has the lowest inverted value, and vice versa. Critically, this
inversion occurs before imputation and normalisation, ensuring that all subsequent
sleps operate on consistently oriented data.

Step 4: Imputation of Missing Data

After direction alignment, the data matrix for each index contained gaps arising from
three specific sources: guinguennial survey-based variables (such as NFHS rounds
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conducted only in 2005-06, 2015-16, and 2019-21, which do not generate annual
observations); administrative series that underwent methodelogical revisions creating
breaks in continuity; and variables for which early-period (2000-2004) observations
are unavailable from institutional sources.

The OECD Handbook (3.3) explicitly recommends against listwise or casewise
deletion of missing values, since this would reduce the effective sample and impose
the implausible assumption that missing values are missing completely at random. It
recommends regression-based imputation as the preferred approach, Accordingly.
OLS regression imputation was applied as the primary method, with linear
interpolation as a fallback for eases where the OLS model could not be estimated due
to insufficient complete observations.

For each variable V) with missing values in the direction-alipned data matrix, an OLS
regression was estimated using all other vanables in the same index that had complete
observations as prediciors. The training sample consisted only of years for which ¥
was obserugd (ie., rows where Vj was not missing). The OLS coefficient vector was
estimated using the Mormal Equations:
ﬁ e (x'!‘x)—LxT'Y

where Xeis the design matrix formed from the complete predictor variables (with a
leading column of ones for the intercept). and ¥ is the vector of observed values of V;
in the training years. The estimated regression cquation was then cvaluated at the

predictor variable values for the missing vears, generating imputed values for each
missing cell,

When OLS could not converge — for example. if a variable had only one or two
complete observations, making the design matrix  ill-conditioned — linear
interpolation was used as a fallback: the missing value was estimated by linear
interpolation between the nearest available observations on either side of the gap. In
all cases. only true missing cells were filled: observed values were never overwritten.
A complete impatation log was maintained identifying each filled cell, the method
used, and the predictors employed.

Step 5: Normalisation: Z-Score Standardisation

After imputation, the ten direction-a%]ed variables within each index are measurad
on entirely incommensurable scales. The Worki ge Population Share is expressed
s a percentlage (approximately 60—68%), while Infant Mortality Rate is expressed in
deaths per 1,000 live hirths (approximately 25-72), and Labour Productivity in
constant 2021 PPP dollars per worker (in the tens of thousands). Combining these raw
values without normalisation would mean that variables with numerically larger
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magnitudes dominate the composite purely by virtue of their units — not because they
carry mere information about the underlying construct,

variables were therefore normalised using Z-score standardisation, which
transforms each variable to have a mean of exactly zero and a standard deviation of
exactly one across the 23-vear period:

where x,, is the direction-aligned (and imputed, where applicable) value of variable g
in year t, &, is the arithmetic mean of variable g across all 25 years, and 5, is the
sample standard deviation of variable g computed using Bessel's correction:

¢ = L2y (g — Ty)?

i} J 24
A positive Z-score for a given year and vanable indicates that the observation is above
the 25-year sample average for that variable; a negative Z-score indicates below-
average performance. A value of zg, = +1.5, for example, means that India's

performance on variable ¢ in vear ¢ was 1.5 standard deviations above its own long-
run average — unusually strong by the standards of the study period.

The choice of Z-score normalisation over the OECD Handbook's alternative of Min-
Max normalisation was made on methodological grounds. The OECD Handbook notes
that Min-Max normalisation is appropriate for composites with fixed. theoretically
meaningful bounds. For the present study, where the bounds of the normalised scale
carry no intrinsic meaning and where data-driven PCA weights are to be derived from
the normalised matrix in the next step, Z-score normalisation is the correct choice: it
preserves the correlation structure of the raw data (so that PCA cigendecomposition of
the Z-score matrix is equivalent to eigendecomposition of the variable correlation
matrix}, while Min-Max normalisation would distort inter-varnable correlations and

therehy corrupt the PCA weighting,

A verification check was applied after normalisation: for cach of the 60 variables, the
column mean of the Z-score matrix was confirmed to equal 0.000 and the column
standard deviation to equal 1,000, with no deviation beyond floating-point rounding
error. This verification confirms that the normalisation was execured correctly.

Step 6: Multivariate Analysis - PCA for Weights

After normalisation, the ten Z-scored variables within each index camry wvarying
degrees of informational content about the underlying construct, and may be correlated
with one another. If equal weights were appliad to all ten variables, two variables
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measuring essentially the same dimension of variation would collectively receive
twice the weight of a variable measuring a penuinely independent dimensien — a
problem of implicit double-counting that distorts the composite’s signal. Prineipal
Component Analysis (PCA) was applied to derive data-driven weights that correct
for this,

PCA 1dentifies the orthogonal directions — called principal components (PCs) —
along which the ten Z-scored variables jointly vary the most. The eigendecomposition
of the correlation matrix Bawas computed for each index. Since the variables have been
Z-scored, the correlation matrix is identical o the covariance matrix:

1 @

= T
R=7—2"2

where Z is the 25 % 10 Z-score matrix. Eigenvalues A, and eigenvectors v were
extracted by solving the characteristic equation:

IR=Al =0
The Kaiser criterin s applied to determine how many principal components to
retain; ¢ PCs with eigenvalue 4, = 1.0 were retained, since a PC with eigenvalue

below [0 explains less variance than a single standardised variable and contributes
noise rather than structure.

Weights were then denved from the PCI absolute loadings — the loadings of each
variable on the first principal component, which by definition is the lincar combination
that explains the largest share of total varance. The weight of variable g is the absolute
value of its leading on PC1, normalised so that all ten weights sum to one:

o |gpci ]
B el

where [y pcy is the loading (element of the PC1 eigenvector) of variable g. Variables
that load more strongly on PCI1 those that are more closely aligned with the
dominant dimension of variation across the 25-year period — receive proportionally
higher weights. Variables that load weakly on PC1 receive lower weights, reflecting
the fact that they contribute less to the primary informational signal of the index.

This approach is grounded in the OECD Handbook's guidance (§6.1) on data-driven
weighting: unlike equal weighting. which ignores the correlation structire of the data.
PCA-based weighting uses the empirical variance-covariance structure to allocate
weights in proportion 1o each variable's contribution to the dominant pattern of co-
movement in the index. It is particularly appropriate for longitudinal development
indices, where variables often move together as India advances along its development
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trajectory — and where distinguishing the primary structural trend from idiosyncratic
varigtion is precisely what the weighting scheme is designed 1o do.

Step 7: Shift Constant

A necessary pre-condition for the geometric mean aggregation in Step 8 is that all
inputs be strictly positive. Z-scorcs, by construction. can take ncgative valucs: a
below-average observation produces a negative Z-score. The geometric mean of a set
of values that includes zeros or negatives is either undefined or meaningless.

To ensure all Z-scored and normalised values are strictly positive before aggregation,
a shift constant ¢ was added 10 every Z-score in the matrix:

¢ = 1—min(all Z-scores across all variables and all years)

This constant is sct so that the most negative Z-score observed anywhere in the full
data matrix (across all 60 variables and all 25 years) is shifted to exactly +1.0. All
other values shift upward by the same constant. The addition of this constant is a
uniform linear translation that does not alter the relative ordering of observations
within any variable, nor the correlation structure between variables. It is a purely
mechanical pre-processing step that satisfies the mathematical requirement of the
geomefric mean without affecting any substantive analytical result.

Step 8: Aggregation — PCA-Weighted Geometric Mean

With all Z-scores shifted to strictly positive values and PCA-derived weights in hand,
the final composite index score for cach year ¢t was computed as a PCA-weighted
geomelric mean:

10
Index, = [—[ (Zge + )"
g=1

where 2, + ¢ is the shified Z-score of variables g in year £, wy is the PCA-derived
weight for variable g (normalised to sum to one), and [T is the product operator,
This formula is app]ied identically to all six indices — DSI, DQI, SDI. HCL, MV, and
EGI - generating 2 single annual composite score for each index from 2000 to 2024,

The geometric mean was selected over the arithmetic mean on the recommendation
of the OECD Handbook (§6.11), which explicitly endorses the geometric mean for
halanced development indices. The key property that distinguishes the geometric mean
from the arithmetic mean in this context is its partial non-compensability: a very
poor score on one variable cannot be fully offset by a very strong score on another. [n
the arithmetic mean, a value of 0 on one variable and 10 on another would average to
5 — indistinguishable from twao variables both scoring 5. In the geometric mean, a
value of 0 would cellapse the entire composite 1o zero regandless of performance on
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other variables, because the product of any number with zero is zero, The shift constant
ensures no variable is zero, but the partial non-compensability property is preserved:
a year with very low performance on even one variable will drag down the composite
product substantially, and no amount of excellence elsewhere can fully recover it.

This property correctly captures the theoretical structure of this study's framework. A
year in which India's working-age share is high (strong DSI) but labour market
abzorption is near collapse (weak HCL) should not receive the same composite score
as a year in which both are moderate — the failure on one dimension is not neutralised
by the success on another. The geometric mean penalises such imbalances
proportionally.

Step 9: Regression Analysis

Following the construction of all six composite indices, the OECD Handbook's final
step (1.9, "Links to other indicators") calls for assessing the relationship between the
composite and other key indicators, as a test of construct validity and empirical
relevance, In this study, Step 9 is implemented as the central econometric exercise of
the research: a multivaniate OLS mgmssinn of the EGI on the five independem mdices.

3.3 Stage Two: Regression Analysis

3.3.1 The Regression Model

The central empirical question of this research is whether India's realised economic
growth performance, as measured by the EGL is systematically driven by its
demographic structure, demographic guality, social development, labour market
capacity, and macrocconomic environment. This is formalised as the following

multivariate linear regression model:
EGL = a + §,DSI + g, DQL + B;8DI, + f,HCL, + 5y MVL + &

where EGI is the Economic Growth Index score inyear ¢; a is@intermpt capturing
the baseline level of EGI when all five independent indices are at their reference
values: fi; through f; are slope coefficients measuring the partial marginal association
between each independent index and the EGI, holding all other indices constant; and
£, is the error term, capturing albdnfluences on EGI in year ¢ not included in the five
indices — including structural shocks such as the 2008 Global Financial Crisis, the
2016 demeonetisation, the 2017 GST transition, and the COVID-1% contraction of
2020-21.
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The OLS esrimm minimisesg sum of squared residuals between the observed EGI
values and the values predicted by the regression line. The coefficient vector f# is
obtained via the Normal Equations:

=(X"X)"'X"Y

where X is the 25 ¥ 6 design matrix (a column of enes for the intercept, plus the five
index score columns), and Y is the 25 X 1 vector of annual EGI scores, With T = 25
observations and k = 6 estimated parameters (intercept plus five slopes), the model
has T — k = 19 degrees of freedom for error — sufficient for reliable inference.

3.3.2 HCI Rebust Standard Errors

In time-series regression with 25 annual abservations, the OLS standard errors derived
under the classical assumption of homoskedastic, independently and identically
distributed errors may be unrcliable. Economic data over a 25-year period that
encompasses the Global Financial Crisis (2008-09), a severe growth slowdown
(2002-15), demongdzation (2016), and COVID-19 (2020) is likely to exhibit
hc'lcmskcdasticit}'rﬂ variance of the error ferm is not constant across all years. High-
stress years generate larger residuals; stable growth years generate smaller residuals.

To address this, HC1 heteroskedasticity-consistent (robust) standard errors were
applied to all coefficient estimates. HC1 standard errors, develaped by MacKinnon
and White (1983) as a refinement of White's (1980) original sandwich estimator,
correct for heteroskedasticity without requiring the researcher tospecify the exact form
of the heteroskedastic process. The HC1 standard error for coefficient ,ﬁﬁ'} is computed
from:

91 E

5 ; T

Varye, (B) = 0%) (Z XX 2 k) (x7x) !
i=1

where & = EGl, — EGl, is the OLS residual for year t, x; is the row vector of

regressors for vear ¢, and the factor % is the HC1 finite-sample carrection that

improves performance for small samples. The HCI correction produces standard
errors that are valid regardless of the form of heteroskedastieity, making {-statistics
and p-values computed from them reliable indicators of statistical significance even
when the classical homoskedasticity assumption is violated.

Applying HC I standard errors ensures that the reported statistical significance of each
coefficient particularly the highly significant results for DSI and DQI reflects genuine
signal in the data rather than an antifact of misspecified classical standard errors.
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3.3.3 Residual Diagnostics

Afler estimatiggetwo diagnostic tests were applied to validate the model and confirm
the reliability ol the inference:

Shapiro-Wilk Test for Normality: The Shapiro-Wilk test assesses wheth e OLS
residuals & are approximately normally distributed. This matters because confidence
intervals and hypothesis tests based on the t-distribution and F-distribution are exact
only when residuals are normally distributed. For the present model, the Shapiro-Wilk
test returned a test statistic corresponding to a p-value of 0.817, providing no evidence
against normality and confirming that the distributional assumptions underlying the
reported t-statistics and p-values are satisfied.

Breusch-Godfrey and Ljung-Box Tests for Serial Correlation: Thcsc@ﬁ ASKCES
whether the OLS residuals exhibit systematic autoeorrelation — whether

in year t is correlated with the residual in year t — 1. The Brensch-Godfrey Lagrange
Multiplier test sparesses the residuals on the original regressors and lagged residuals,
testing the joint null hypothesis that all autoregressive coefficients are zero, The Ljung-
Box test cggmines the autocorrelation function of the residuals. Both tests confirmed
no severe serial correlation in the residuals. supporting the validity of the HC1 robust
standard errors and the reliability of the inference from the model.

sidual

3.3.4 Model Fit and Coefficient Inierpreiaiion

& explanato wer of the model is measured by the coefficient of determination
R?, which gives the proporti the total variance in EGI scores explained jointly by
the five independent indices. The F-statistic tests the joint null hypothesis that all five
slope coefficients are simultansously zero that the five indices together have no
explanatory power for the EGI.

Individual regression coeflicients wrnugh fis are interpreted as partial marginal
associations: the change in EGI score associated with a one-unit increase in the
corresponding independent index, holding all other four indices constant. Since all six
indices are constructed on the same PCA-weighted geometric mean scale with each
anchored to the same 2000-2024 mean and expressed in the same unit-free composite
score space — the coefficient magnitudes are directly comparable across the five
independent variables, providing a natural ranking of their relative empirical
importance in explaining India's economic growth trajectory.

The sign of each coefficient is substantively interpreted against the theoretical
framework established in Step 1: a positive coefficient on DSI, for example, confirms
the demographic dividend hypothesis that a more favourable population structure is
associated with stronger economic growth outcomes. A negative coefficient on any
index would represent a paradox requiring detailed explanation — an index that was
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expected, on theoretical grounds, to support growth but which instead shows a negative
empirical association, pointing fo structural failures in India's development process.

3.4 Summary of the Methodological Pipeline

The complete nine-step pipeline, with its OECD Handbook reference and the action
taken in this study, is presented below:

Tibie 2 Methodolagy Pipeline amd OFCD handbook References for each step

Step  Action Taken OECD

Handbook
Reference

Defined conceptual framework and  endogeneity
boundaries for each index

2 ‘ Selected 10 variables per index on theoretical soundness, | 1.2
availability, and non-overlap

3 Direction alignment: negative indicators inverted using | 5.1
x' = max + min — x

4 OLS regression imputation for missing values; linear | 3.3
interpolation as fallback

5 | Z-score normalisation: mean = 0, SD = | for all variables | 5.2
PCA on Z-scorc matrix; Kaiscr enterion (L > 1); PCI | 6.1

=

absolute loadings normalised 1o sum to 1 as weights
7 Shift constant ¢ = 1 — min(all Z-scores) added to all | 611
valucs
8 PCA-weighted geometric mean: Index, = ]'[‘1721 (zq + | 611
C)Wu

9 OLS regression of EGI on DSI, DQI, SDI, HCIL, MVI
with HCI robust standard emors: Shapiro-Wilk and
Breusch-Godfrey diagnostics applied

9

Every step in this pipeline corresponds to a decision that was made and executed in
the actual construction of the six indices and the estimation of the regression model.
No step has been included for theoretical completeness alone; the methodology
describes exactly what was done,

3.5 Justification for Methodological Choices

Several methodological choices made in this study depart from or refine the most
commaonly used defaults, and each deserves explicit justification,

Why geometric mean and not arithmetic mean? The anthmetic mean is fully
compensatory: any defieit on one dimension can be perfectly offset by a surplus on
another. This is inappropriate for a development framework where the failure to absorb
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labour (HCT), for example, cannot be neutralised by favourable demographics (DSI)

- both are necessary conditions for harnessing the dividend. The geometric mean is
partially non-compensatory and therefore more theoretically coherent for this
application.

Why Z-scores and not Min-Max? Min-Max normalisation anchors the scale to the
observed extremes of the sample. Adding a new year of data as any longitudinal study
eventually must — reshuffles all historical scores, because the minimum and
maximum may change. Z-score normalisation avoids this range-locking problem and.
crucially, preserves the corelation matrix  that PCA  requires for valid
eigendecomposition.

Why PC1 absolute loadings for weights, not all retained PCs? Using PC1 alone is
a deliberate parsimonious choice, PC1 captures the dominant dimension of co-
movement — the main structural trend in each index over 2000-2024. Using multiple
PCx would bring in dimensions of variation that are harder to interpret theoretically
and would dilute the connection between the weights and the primary developmental
narrative that each index is designed to tell.

Why OLS regression imputation and not mean substitution? Mean substitution
assumes that missing values are best estimated by the average of observed values. For
a trending time series — where virtually every development variable in India showsa
clear upward or dowmward trajectory across 20002024, this assumption is directly
contradicted by the data. OLS regression imputation uses the structural relationship
between variables to generate trend-consistent imputed values, which is analytically
superior and transparent.

Why HCI1 and not classical OLS standard errors? With only 25 observations
spanning perieds of extreme economic stress (200809, 2020-21) and rapid growth
(2003-08), error variance is almost certainly not constant acress years. Classical
standard errors, which assume homoskedasticity, would overstate precision in volatile
vears and understate it in stable years. HC1 corrects this without imposing any
parametric assumption about the heteroskedastic process.

These choices, taken together, constitute 2 methodological framework that is both
internally consistent and empirically appropriate for the specific character of India's
annual development data across 20002024,
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Chapter 4
The Economic Growth Index (EGI)

4.1 Conceptual Foundation: What the EGI Measures and
Why it matters?

The Economie Growth Index (EGI)is the dependent variable at the heart of this study's
analytical framework. 1t is designed to answer one question with precision; how well
did India's economy actually perform each year from 2000 to 2024, across the full
breadth of its economic activities? The emphasis on breadih is deliberate. Redueing
econonic growth performance to a single indicator — most commonly GDP per capita
growth — is a long-standing methodological shertcut that sacrifices informational
richness for computational convenience. An economy can register impressive GDP
growth while its investment rate is collapsing, its industrial base is contracting, its
financial sector remains shallow, and households are spending down savings rather
than building wealth. A single GDP figure would tell the observer none of this. The
EGI is constructed to correct that deficiency,

ﬁﬂio, Saisana, Saltelli, Tarantola, Hoffmann, and Giovannini (2008), in the OECD
Hundbook on Constructing Compasite Indicators, articulate the foundational rationale
for multidimensional cormcitc indices: they "summarize complex, multi-dimensional
realities... [and] are recognized as useful in policy analysis and public
communication.” For a study that seeks to understand whether India has hamessed its
demographic dividend — a structural transition that should manifest across output,
investment, trade, industrial production, financial depth, savings behaviour, and
household consumption  simultaneously a composite index is not merely
convenient. It is the only appropriate instrument.

The EGI's conceptual mandate is tightly bounded: it measwres realized economic
giowth outcomes the things that happen as a consequence of demographic,
institutional. and macroeconomic forces, not the forces themselves. In the study's
regression model, the five independent indices (DS1, DQIL, SDI, HCL MVI) represent
the structural conditions and enabling environment. The EGI represents the outcome
they produce. Fhgs distinction is not merely theoretical — it is an econometric
requirement. If the dependent variable a%e independent variables measured the
same underlying phenomenon, the OLS ermor term would be correlated with the
regressors, producing biased and inconsistent estimates, Every variable inthe EGI was
therefore selected with an explicit endogeneity firewall, the causal arrow runs from the
independent indices toward the EGI variable, not in the reverse direction or in a
simultaneous loop,
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4.2 The Ten Variables of the EGI: Structure and Sub-
Dimensions

The EGI aggregates ten annual time-series variables for India from 2000 to 2024, cach
capturing a distinct sub-dimension of economic growth performance. These ten
variables are not an arbitrary collection — they span eight theoretically identified sub-
domains: ouput and income, physical capital formation, export performance, trade
integration, foreign capital attraction, industrial output, financial deepening, domestic
savings, and household consumption. Together they constitute 2 nearly complete map
of how a developing economy's growth manifests in measurable form.

Tabie 3 EGT Variables, the sub dimengions and direction of the variables

Variable Sub-Dimension Direction

GDP per capita growth (annual %) Output & Income | Higher -
| better

Gross fixed capital formation (% of GDP) | Investment Higher =
better

Exports of goods and services (% of GDP)  Trade Performance | Higher 2
- | : better

Trade (% of GDP) Trade Integration Higher -
R o o | ) - better

FDI net inflows (% of GDP) Foreign Capital Higher =
| better

Percentage Growth of [IP Industrial Output Higher =
) | better

Manufacturing, value added (% of GDP)  Industrial Structure | Higher -
| better

ﬁ)meslln credit to private sector (% of Financial Higher =
| GDP) | Decpening better

Gross domestic savings (% of GDP) Savings Capacity i =

Final consumption expenditure (% of Houschold Welfare -
GDP) | | better

Each variable is discussed in detail below, with its theoretical justification, its
relationship to India's specific development experience, and its connection to the
foundational growth economics literature.
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4.3 Variable-by-Variable Literature Review
4.3.%9!’ Per Capita Growth (Annual %)

GDP per capita growth is the most direct and widely used summary measure of an
economy's year-on-year improvement in average material living standards. It answers
the foundational question: is the average Indian producing and earning more in real
terms than the previous vear? The real component 1s critical — this variable strips out
inflation by measuring output at constant prices, ensuring that apparent growth in
nominal rupees does not conceal stagnation in actual productive capacity.

The theoretical basis for treating GDP per capita growth as the primary economic
outcomegsgdicator runs directly through the foundations of modern growth economics.
Solow (1956), in his landmark paper "A Contribution to the Theory of Economic

h." established the neoclassical growth model in which the steady-state level of
output per worker — and therefore per capita income — is determined by the saving
rate, population growth, and technological progress. Solow's model makes output per
capita the variable to be explained by all othergsgguctural forces, establishing the
conceptual precedent for its role in this study. Mankiw, Romer, and Weil (1992)
extended Solow's framework by i arating human capital and empirically tested it
across 9% countries, cmlcludingngl: "an sugmented Solow model that includes
aceumulation of human as well as physical capital proyiges an excellent deseription of
the cross-country data" Throughout their analysis, per capita GDP growth is the
dependent outcome driven by structural conditions — exactly the analvtical role it
plays in the EGI,

rm (1991}, in "Economic Growth in a Cross Section of Countries," used avcEc
annual per capita GDP growth as his primary dependent variable, explicitly noting that
"a country's per capita growth rate tends to be inversely related to its initial level of
income per person” tch-up growth mechanism of direct relevance to India's
development trajectory. ion and Howitt (1992, in their Schumpeterian model of
endogenous growth, [rangg output growth as the measurable consequence of
innovation inputs, writing that "both the average growth rate and the variance of the
growth rate are increasing functions of the size of innovations, the size of the skilled
labor force, and the productivity of research” — confirming that growth is a
downstream outcome of structural determinants, not a cause. For India's data, this
variable ranges from —6,69% (COVID-19 contraction in 2020) to +8.79% (the post-
COVID rebound in 2021}, with the 20042008 boom registering consistently above
6%.

4.3.2 Gross Fixed Capital Formation (% of GDP)

Gross Fixed Capital Formation ( GFCF) measurcs the annual addition to the cconomy's
stock of durable productive assets — machinery, equipment, buildings, transport

69 |Page




infrastructure, and other ﬁed assets — expressed as a proportion of GDP. It is the
economy's investment rate: the share of current output that is being ploughed back into
expanding and improving future productive capacity. An economy investing 35% of
its GDP in fixed assets is building future production capacity at a dramatically faster
rate than one investing only 25%.

The inclusion of GFCF in the EGI rests on one of the most robustly confirmed
relationshipgsdn growth economics. Levine and Renelt (1992), in thgyr comprehensive
robustness analysis of cross-country growth regressions. found "a positive, robust
correlation between growth and the share of investment in GDP" — the single most
reliably sigmificant varable in %tmpiricnl growth literature. Mankiw, Romer, and
Weil (1992) demonstrated that "an increase of 10 percentage poinis in the investment
share raises the steady-state income by roughly 20 percent," establishing the
quantitative magnitude of the investment-growth link. Aschauer (1989), examining the
productivity effects of public capital. found that the public capital stock is
"dramatically more important in  determining productivity" than previously
recognised, validating the inclusion of public investment within the aggregate GFCF

measure.

For India, (i[—'[.‘l-‘a percentage of GDP rose from approximately 26% in 2000 to a
peak of nearly 306% in 2007, capturing the investment boom of the high-growth decade.
The subsequent decline — falling to 27-28%$sqee after 2012 and through the 2016
2019 period — reflects the well-documented twin balance sheet problem, where aver-
leveraged corporate balance sheets and stressed bank NPAs suppressed new
investment. The COVID year 2020 recorded the lowest GFCF ratio of the sample
period, at 27.3%. before recovering to 31.2% by 2022,

4.3.3 Exports of Goods and Services (% of GDP)

Exports of goods and services as a percentage of GDP measure the economy's success
in selling its praduction to the rest of the world, relative to its own size. This variable
captures the eviernal demand dimension of growth: the degree to which Indian
producers are competitive enough — in price, quality, and reliability — to attract and
sustain foreign buyers.

m export-led growth hypothesis, formalized by Balassa (1978) in 'Eﬁ)mls and
Economic Growth: Further Evidence," established that export expansion s strongly
associated with GDP growth across developing countri@\/lichaely (1977) provided
one of the earliest empirical demonstrations, showing that "the correlation between
export and GNP growth rates is significant.” Sachs and Warner (1995} extended this
logic to full trade openness, finding that "open economies with high export-to-GDP
ratios achieve dramatically higher growth rates," a finding of direct relevance to India's
post-1991 likeralisation experience. Grossman and Helpman (1991), in fmovaiion and
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Growth in the Global Econony. provided the theorstical microfoundation: integration
into world trade accelerates technological learning and productivity growth, making
exports simullancously an outcome of competitiveness and a channel for further
improvement.

India's c,\'pons share of GDP rose from 13.0% in 2000 to a peak of 25.4% i 2013,
reflecting the dramatic expansion of both merchandise and services exp ollowing
liberalisation. The data also captures the contractions associated with 200809
Global Financial Crisis and the COVID shock of 2020, validating the variable's
sensitivity to both domestic competitiveness and external demand conditions.

4.3.4 Trade (% :%FDP) = Trade Integration
f

Trade openness e sum of exports and imports of goods and services divided by
GDP — is the broadest measure of an economy's integration into global commerce.
While the exports varable (above) captures the supply-side performance dimension,
trade openness captures the depih of bilateral integraiion: how much of India's
economic life is connected to global markets in both directions.

Frankel and Romer (1999), in the landmark paper "Does Trade Cause Growth?", used
geographic instrumental variables to establish a causal channel from trade to income,
finding "a quantitatively large and robust.. positive effect on income." Their
methodology — isolating the component of trade driven by geography rather than
policy — provides the cleanest available estimate of the trade-income relationship.
Lewvine and Renelt (1992) identified the trade-to-GDP rggia as one of the most robust
correlates of growth alongside the investment share: "a positive, robust correlation
between growth and... the ratio of international trade to GDP." Rodrik, Subramanian,
and Trebbi (2004) placed trade integration as an outcome downstream of institutional
quality, confirming its status as a realized performance dimension rather than a policy
lever.

India's trade openness (total trade as % of GDP) rose from 26.9% in 2000 to a peak of
55.8% in 2012, reflecting the full intcgmtion of the post-liberalisation economy into
global supply chains. The subsequent moderation — falling to 37.8% during COVID-
19 in 2020 — captures the global trade collapse and India-specific demand
compression, while the recovery to 50.1% by 2022 and stabilisation around 44-45%
in 2023-2024 reflects the retwrn to normal trade flows.

4.3.5 FDI Net Inflows (% of GDP)

Foreign Direct Investment (FDI) net inflows measure the net flow of foreign capital
into Indian businesses equity stakes, greenfield investments, and reinvested
eamings. — relative to the size of the economy. FDI is qualitatively distinct from
portfolio investment: it brings not only capital but also technology, management
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practices, glebal supply chain connections, and competitive pressure. Forﬁevelopmg
economy like India, attracting FDI is a signal that the world's most disceming investors
find the country's business environment, market potential, and institutional framework
sulficiently attractive to commit long-term productive capital.

Bomnsztcin.@(jmgﬁrio, and Lee (1998), in "How Does Foreign Direct Investm
Affect Economic Growth?", established the foundational empirical case: "FDI is an
important vehicle for the transfer of technology, contributing lo growth in larger
measure than domestic investment. Moreover, we find that there is a strong
complementary effect between FDI and human capital." Grossman and Helpman
(1991) provided the theoretical grounding, modelling FDI as the primary mechanism
through which technological innovations diffuse from advanced to developing
economies. Leving (2005), in the Handbook of Economic Growth, confirmed that
"hetter developed financial systems attract more external capital,” linking financial
deepening (V8 below) to foreign capital attraction.

India's FDI net inflows rose from a modest 0.77% of GDP in 2000 to a peak of 3.02%
in 2008, then settled in the 1.5-2.5% range through most of the 2010s. The COVID
period surprisingly showed elevated FDI (2.41% in 2020) as global investors rotated
capital toward India's digital and pharmaceutical sectors, before moderating 1o 0.69%
by 2023,

4.3.6 Percentage Growth of the %ﬁx of Industrial Production (ITP)

The Index of Industrial Production measures the volume of output generated by India's
industrial sector — mining, manufacturing, and electricity — relative to a base year
{currently 201112 = 100). The annual percentage growth of this index captures how
rapidly industrial production 1s expanding or contracting each year. Industrial growth
is a core performance dimension for a developing economy because indusiry absorbs
surplus agricultural labour, creates scale economies, generates backward and forward
linkages across supply chains, and forms the production base for export diversification.

Schumpeter {1911/1934), in The Theory of Economic Development, established that
innovation-driven industrial transformation is the engine of economic development —
entreprengurial innovation disrupts existing production methods and expands
industrial output. I[P growth is the aggregate measurable outcome of this process,
Virmani (2004), analysing India's growth phases, used 1P as a key performance metric,
confirming that "India's trend growth rate of industrial production shified upward after
economie reforms, driven by changes in the economic environment." Goldar and
Kumari (2003) demonstrated that trade liberalisation in the [990s "favourably affected
productivity growth” in Indian manufacturing with the resulting production
expansion captured in 1P prowth,
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India's 1P growth data reveals the clear imprint of structural events: peak growth
during the 2004-2008 investment boom (5.8% annually), contraction in 2003 (=0, [%)
and 2019 (—0.8%) during pre-COVID slowdowns, a severe collapse to —8.4% in 2020
during COVID-19, and an extraordinary rebound te 11.4% in 2021 as factories
reopened and pent-up orders were fulfilled.

4.3 Tﬂn ufacturing, Value Added (% of GDP)

Manufacturing value added as a share of GDP measures the structural weight of the
manufacturing sector within the economy — the net contribution of all manufacturing
activity. after subtracting the cost of raw material inputs, expressed relative 1o ial
GDP. This is a stock-flow hybrid: it measures not just short-run production activity
(captured by 1P growth) but the structural imporfance of manufacturing in India's
economie architecture over time.

The centrality of manufacturing to development i3 among thasbesi-established themes
in development economics. Thirlwall 83) developed the balance-of-payments
constrained growth model, identifving manufacturing as the engine of sustainable
long-run growth through its superiorgggoductivity, export potential, and capacity for
learning-by-doing. Lucas (1988), in "On the Mechanics of Economic Development,”
emphasized that "learning-by-doing" in manufacturing drives productivity growth: the
structural shift from agriculture to manufacturing is the mechanism through which
developing economies escape low-productivity traps. Aghion and Howitt (1992)
linked manufacturing expansion directly to the Schumpeterian innovation process
vertical innovgdans generated by competitive rescarch manifest as expanding
mamlfamlringﬁ:e added at the sectoral level.

India‘smufacmﬁng value added as a share of GDP has exhibited a troubling secular
decline in this dataset: from 15,9% in 2000 to a peak of approximately 17.3% in 2006,
followed by a sustained downward drift 1o 12.6% by 2024. This trajectory — rising
service sector dominance alongside a stagnant or declining manufacturing share — is
at the centre of India's "premature deindustrialisation” debate (Rodrk, 2016) and
represents one of the EGI's most policy-sensitive dimensions,

4.3.8 Domestic Credit to Private Sector (% of GDP)

Domestic eredit w the privaie sector measures the total stock of loans, advances, and
other credit extended by @bﬂnking system to private borrowers — firms and
households ssed as a percentage of GDP It is the standard measure of
Sinancial depth: the extent to which the financial sector is actively channeling savings
into productive private investment and consumption. A financially deep economy
enables entreprencurs to fund ideas beyond their own equity, households to smooth
consumption across the lifecycle, and firms to invest in capacity that short-run cash
flows could not support.
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King and Levine (1993), in the landmark paper 'ﬁance and Growth: Schumpeter
Might Be Bgeht." provided the foundational empirical demonstration across 80
countries: "various measures of the level of financial development are strongly
associated with real per capita GDP growth, the rate of physical capital accumulation,
and improvements in the efficiency with which economies employ physical capijah”
Levine (2005) confirmed this rt:lat'mnship ACross an cxpandcd literature, nuting @al
"the preponderance of evidence suggests that both financial intermediaries and
markets matter for growth." Roubini and Sala-i-Martin (1992) approached the
relationship from the opposite direction, showing that "financial repression has
negative consequences for growth”" — a low credit-to-GDP ratio reflects suppressed
financial intermediation that constrains investment and productivity.

1|1dia's?omestic credit to private sector rose strongly from 28.3% of GDP in 2000 to a
peak of 52.4% in 2013, capturing the substantial degpening of India's banking sector
during the liberalisation era. A notable discontinuity in the series occurred around
20162017, where the data drops from approximately 51-52% to 38%, likely
reflecting methodological reclassification and the NBFC sector’s growing prominence.
The series recovers toward 400 by 2024,

4.3.9 Emes Domestic Savings (% of GDP)

Gross domestic savings — the share of national income saved rather than consumed
by all institutional sectors combined (households, corporates, and government) — is
the economy's own internal financing capacity for investment. [t is the domestic pool
of resources available to fund capital formation without relying on foreign borrowing,
The savings rate is hoth a performance outcome in its own right and the enahling
condition for India's investment boom: the remarkable savings surge from 24% of GDP
in 2000 to 34% by 2007 was the domestic counterpart of the investment boom
measured by GFCF.

Modigliani (1986), in his Nobel Prize lecture, established the life-cycle hypothesis as
the foundational theoretical frameworks2differences between countries in their saving
rates can be explained by differences 1n the rate of growth of income and in the age
distribution of the population." This insight connects the EGI's savings variable
directly to the DSI's demographic structure: as India's working-age share rises (rising
DSI), the ageregate savings rate should follow — the demographic dividend's savings
channel. ukorala and Sen (2004), in the most comprehensive India-specific
analy:.is,g:ld that "the saving rate rises with both the level and the rate of growth of
disposable income" confirming that savings is a downstream outcome of income
performance. Harrod (1939), in his foundational growth model, formalized the
savings-growth relationship: the warranted growth rate equals the savings rate divided
by the capital-output ratio, making the savings rate a structural performance metric in
its own right
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India's gross domestic savings rate peaked at 34.4% of GDP in 2007 and has since
declined to 28-29% in recent years, reflecting the well-documented fall in household
financial savings as a proportion of income a structural concem for India's future
investment financing capacity.

4.3.10 %md Consumption Expenditure (% of GDP)

Final consumption expenditure as a share of GDFP measures the proportion of national
output that is absorbed by household and government consumption goods and services
that are used up in the current period rather than saved or invested. In this index, it
captures the demand-side absorpiion dimension of economic activity: the extent w
which economic growth is translating into actual spending by households and the state,

The consumption share in the EGhss directionally coded as higher = better, reflecting
the welfare interpretation: higher consumption expenditure as a share of GDP — in the
context of strong overall growth - signals that output expansion is generating real
improvements in living standards for the population rather than being entirely
absorbed by investment. Ahluwalia (2000), using consumption-based measures as the
ultimate development outcomes in the Indian context, established consumption per
capita as the downstream welfare realization of structural growth. Datt and Ravallion
(1998) demonstrated that "farm owtput growth and non-farm growth translate into
consumption gains for the poor,” confirming the causal direction from growth drivers
to consumption outcomes. Athukorala and Sen (2004) linked consumption behaviour
directly to the life-cycle consumption function — income growth and demographic
structure are the determinants; consumption growth is the outcome.

India's ﬁal consumption expenditure as a share of GDP has moved inversely 1o the
investment boom: declining from 75.7% in 2000 to 65.0% at the 2007 investment peak.,
as more outpul was channeled into capital formation. The subsequent increase rising
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back to 72.7% in 2020 during COVID as investment collapsed and partial retreat to
71.4% by 2024 traces the investment cycle's mirror image in consumption pafierns.

EGI Variable Trend Analysis — India, 2000-2024
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4.4 The EGI as an Integrated Signal: What the Composite
Tells Us

The power of the EGI lies not in any individual variable but in their combing§on. No
single variable can carry the full meaning of economic growth performance, GDP per
capita growth can be high in 2 commodity boom even as investment collapses. Exports
can surge while domestic consumption stagnates. Indusirial production can expand
while financial depth remains shallow. The composite index is designed to capture the
co-movement or divergence of these dimensions simultaneously.
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Ahigh EGI score in any given vear indicates that India's economic performance was
above its own long-run average across multiple dimensions simultaneously not just
on one or two. The PCA-weighted geometric mean aggregation (described in Chapter
3) ensures that excellence on one variable does not mask failure on another: a year
with very strong GDP growth but collapsing investment and falling exports would
receive a lower composite score than a year with moderately strong performance
across all dimensions. This partial non-compensability is the key analytical feature that

distinguishes the EGI from a simple GDP-based measure.

In the regression model, the EGI is the variab@ﬂl the five independent indices DSI,
DQI, SDI, HCL and MV eollectively explain, A positive coefficient on an independent
index means that years of stronger performance on that index tend to coincide with
higher EGI scores across the full suite of growth dimensions. The regression therefore
tests whether India's demographic dividend has translated not into GDP growth alone,
but into comprehensive economic performance investment, trade, industrialisation,
financial depth, savings, and household welfare together.

The EG1 data for India from the sample period reveals several structural patterns worth
noting at the outset. The composite rises from a baseline of 3.07 in 2000 to a peak of
5.89 around 2008, capturng the multi-dimensional boom of the high-growth decade.
It then exhibits a clear growth slowdown through 2012-2016, followed by recovery
and the COVID shock of 2020. The mean EGI score of 4.71 (median: 4.59) with a
coefficient of variation of 17.5% confirms moderate volatility around a steadily rising
baseline consistent with India's aggregate growth story, but with considerable within-
period wvanation that the regression will atiribute 1o the dynamics of the five
independent indices,

4.5 Data Source

All ten wvariables constituting the EGI are drawn from publicly verifiable,
institutionally authoritative sources. The primary source for GDP per capita growth,
GFCF, exports, trade openness, FDI manufacturing valu ed, domestic credit,
gross domestic savings, and final consumption expenditure 15 the World Bank World
Development Indicators (WD) database, which provides pre-computed annual
serigs ndia at consistent constant-price definitions. The IIP growth rate series is
drawn Trom the Ministry of Statistics and Programme Implementation (MoSP1)
monthly 1P releases. compiled into annual (April-March) averages. All series span
2000 to 2024 continuously. Where gaps exist in early-period observations, the OLS
regression imputation method described in Chapter 3 was applied.
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4.6 Why These Ten: Variable Selection Logic and Exclusions

The OECD Handbook's Step 2 (MNardo et al., 2008, 1.2) requires the researcher to
document not only which variables were selected, but also why alternatives were
rejected. For the EGL a comprehensive longlist of over 40 possible variables was
assembled spanning all sub-dimensions of economic growth performance, before the
final 10 were selected. The exclusion decisions are as consequential as the inclusions
and deserve explicit justification,

Real CDPwﬂl rate versus GDP per capita growth rate: The EGI uses GDP per
capita growth rather than aggregate GDP growth. The distinction matters: India's
population grows at approximately 1% per year. A counfry that grows its aggregate
GDP by 1.5% annually but whose population grows at 1% is barely improving average
living standards. Using per capita growth correctly credits the economy for the net
improvement in each citizen's productive output, not ely the population-weighted
expansion of the aggregate. This choice aligns with Barro (1991), Mankiw, Romer,
and Weil (1992), and Solow (1956), all of whom use per capita measures as the
standard dependent variable.

Trade openness versus current account balance: The cwrent account balance

{(surplus or deficit as a share of GDP) was considered as an alternative 1o trade
openness. It was rejected because a surplus can reflect either strong competitivensss
(high exports relative to imports) or compressed domestic demand (low imports due
to recession) — two diametrically opposite economic conditions producing the same
number. Trade openness is a more neutral and informative measure of integration

depth.

Domestic credit versus stockarkel capitalisation: Stock market capitalisation as
a share of GDP was considered 8s an alternative financial depth measure, It was
excluded for two reasons: lirst, India's equity market 1s smaller and less representative
of the full financial system than in developed economies; second, market capitalisation
is highly volatile in ways that reflect valuation changes (prig rings multiples)
rather than genuine changes in financial intermediation depth, Domestic credit to the
private sector is a more stable, policy-neutral measure of the banking system's
intermediation activity.

Manufacturing value added versus services value added: The services sector was
considered as an altemative sub-dimension, given India's distinctive service-led
srowth model. The manufacturing vanable was refained over services because the
existing literature — Thirlwall (1983), Lucas (1988), Kaldor's growth laws —
establishes manufacturing as the structurally more important sector for employment
absorption and export diversification in developing cconomies. Morcover, India's
policy debate on the "missing middle" of manufacturing makes the manufacturing
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share a more diagnostic and policy-relevant EGI dimension than the already-dominant
services share.

IIP growth versus GVA growth in industry: The Index of Industrial Production was
selected over the broader GVA (Gross Value Added) prowth in industry because IIP is
a volume measure — it tracks actual physical production gquantities, not the monetary
value added which ean be inflated by price changes. For tracking industrial output
performance independent of pricing effects, [IP growth is the more accurate indicator.

Gross domestic savings versus household savings: Household savings alone were
considered as a narrower alternative. Gross domestic savings was selected instead
because it capiures the full institutional scope — household, corporate, and
government savings collectively constitute the economy's domestic investment
financing capacity, Since India's corporate savings boom in the 20005 was as important
to the investment surge as houschold savings, using the aggregate measure is more
theoretically appropriate.

The selection of these ten variables, therefore, is not arbitrary. It reflects the application
of four criteria consistently: analytical soundness grounded in the growth economics
literature; measurability through annual institutional data from 2000 to 2024; absence
of overlap with the five independent indices that would creaie endogeneity; and
conceptual breadih across the eight sub-dimensions of India's growth perfonmance,
The result is an Economic Growth Index that captures, with fidelity and balance, what
it meant for India’s economy to grow orto fail to grow across the 25 vears of the study
period.

4.7 Descriptive Overview of the EGI

Before the regression analysis, it 18 analytically useful to understand the descriptive
trajectory of the composite EGI score across the 2000-2024 period. The following
patterns emerge from the constructed index:

Central tendency: The EGl's 25-year mean scorc of 4.71 (median: 4,59) indicates that
India's economic performance was broadly consistgsd und moderately strong across
the sample period, with the median year perfonningg:se to the mean — suggesting a
roughly symmetric distribution without extreme outliers dominating the average.

The growth peak (2007-2008): The EGI attaing its maximum score around 2007—
2008, corresponding to India's high-growth decade when GDF per capita growth
exceeded 6%, GFCF peaked at 35-36% of GDP, exports surged, FDI reached 3.0% of
GDP, and gross domestic savings crossed 34% of GDP. All ten EGI dimensions moved
favorably simultaneously an event that the geometric mean aggregation identifies
clearly because it rewards co-movement across dimensions.
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The post-crisis moderation (2012-2016): The EGI registers a suslained@cline
through this period. consistent with the collapse of the investment cycle, the twin
halance sheet stress of over-leveraged corporates and NPL-burdened banks, slugrish
export growth, and declining gross savings rates. No single indicator tells this story
completely the EGI's composite signal captures the breadth of the slowdown,

The COVID shock (2020): The year 2020 produces the EGI's lowest composite score,
driven by the simultaneous collapse of GDP per capita growth (—6.7%), 1P growth
(—8.4%), and GFCF. with only FDI showing unexpected resilience. The geometric
mean's partial non-compensability means  this  multi-dimensional collapse is
appropriately penalised in the composite, rather than being masked by any single
dimension's stability.

The coefficient of variation (17.5%) reflecis moderate volatility enough te capture
meaningful cyclical variation in India's cconomic performance, but not so extreme as
to be dominated by a single shock-year. This range of variation is what makes the
subsequent regression analysis informative: there is genuine signal in the EGl's annual
movements for the independent indices to explain.

EGI Phase Analysis — India, 2000-2024
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Chapter 5
The Demographic Structure Index (DSI)

5.1 Conceptual Foundation: What the DSI Measures and
Why it matters?

The Demographic Structure Index (DS]) is the first of five independent variables in
this study’s regression model, and it is, in a fundamental sense, the variable closest to
the study's central question. India's demographic dividend — the subject of the entire
research — 18 not an abstract concgad. 1115 a structural phenomenon: a specific phase
of population change in which the working-age cohort expands relative to the
dependent population, creating the potential for accelerated per capita economic
growth, The DS is designed to measure precisely this structural phenomenon — to
capture the shape, age composition, fertility and mortality dynamics, gender balance,
and urbanisation trajectory of India's population as it moves through its demographic
transition from 2000 to 2024,

The conceptual mandate of the DS] is both precise and bounded. It measures only the
strugtural or compositional characteristies of the population — not its quality (which
is the domain of the DQI), not its social equity (the SDI), not its labour market
activation (the HCI), and not the macroeconomic environment (the MVYI). This
constraint is not methodological housekeeping — it is an econometric necessity. In the
OLS regression model that forms Stage Two of this study's methadology, the DS is a
regressor: a variable that is supposed to cause variation in the EGL If the DSI
incorporated outcomes that are jointly determined with economic development —
such as income-driven urbanisation or health-expenditure-driven improvements in
child survival the OLS estimator would suffer from simultaneity bias, rendering the
coefficient estimates inconsistent.

The intellectual foundation for the DSIrests on the demographic transition theory, first
systematicafemrticulated by Frank Motestein (1945) as a description of society's
progression a pre-modern regime of high fertility and high mortality to a mod
regime in which both are low. Superimposed on this theoretical bedrock is %
demographic dividend hypothesis, formalised by Bloom Williamson (1998) in The
World Bank Feonomic Review, who demonsirated that East Asia’s economic miracle
"opceurred in part because East Asia's demographic transition resulted in its working-
age population growing at a much faster rate than its dependent population during
1965-90, thereby expanding the per capita productive capacity of East Asian
economies." This insight — that population structure, rather than population size, is
the primary demographic driver of growth — forms the conceptual spine of the DSI,
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5.2 The Ten Variables of the DSI: Structure and Sub-
Dimensions

The DSI aggregates ten annual time-series variables for India. each capturing a distinct
sub-dimension of demographic structure. These variables span four analytically
separable domains: age composition, fertility dynamics, martality transition, and

spatial structure (urbanisation) and gender balance.

Tiehie & DRI Variables, the sub dimensions and diveciion of the variables

Y
1

Sub-Dimension

Direction

opulation ages 15-64 (% of total Age Structure Higher = better
ulation) Working-Age Base
ertility rate, total (births per Fernility Dynamics Lower = beiter
oman) | | (inverted)
wge  dependency ratio (% of Towl Dependency  Lower = better
gorking-age population)  Burden |(inverted)
irth rate, crude (per 1,000 people) | Birth Dynamics Lower = hetter
| | (inverted)
% rate, c¢rude (per 1000 Mortality Transition Lower = better
people) , | | (inverted)
IMR (per 1,000 live births) Child Survival Lower = better
| Fertility Driver | (inverted)
Urban population (% of total Spatial Structure Higher = better

_ppulation) | S
EE Ratio at Birth (female live Gender Balance

rths per 1,000 male)

' l:l.ighs:r= better

ge dependency ratio, old (% of Ageing Pressure Lower = betier
working-age population) | | (inverted)

Population growth (annual %) Population Momentum | Lower = better
| (inverted)

Note: Variables marked as "inverted” undergo the direction-alignment transformation
x' = max(x;) + min(x;) — x;; described in Chapter 3, so that higher wvalues
consistently indicate more favourable demographic structure before normalisation and

aggregation,

5.3 Variable-by-Variable Literature Review

5.3.1 Population Ages 15-64 (% of Total Pepulation) - %@rkl’ug—&ee
Share

The working-age population share (WAPS) is the proportion of India's total population
that falls within the 15—64 age bracket — the cconomically productive cohort capable
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of participating in the labour force, earning income. paying taxes, and generating the
savings that fuel capital accumulation. It 1s not an exaggeration to say that this single
variahle is the statistical representation of the demographic dividend iself: when
WAPS rises, the worker-to-dependant ratio improves, and the first demographic
dividend window opens.

The theoretical foundation is a5 deep as modern growth economics. @unm and
Williamson (1998), in their landmark analysis of East Asiageeconomic miracle, found
that demographic change — specifically the expansion of the ing-age share
relative to the dependent population — explained "one-quarter to two-fifths of East
Asgia’s economic growth” in the high-growth decades. Aiyvar and Mody (2011), in an
F Working Paper applying the same framework specifically to India'’s states, found
at "there is a large and significant growth impact of both the level and growth rate of
the workigg-age ratio,” with demographic change accopgging for "between 40 to 50
percent of India's growth acceleration since the I'}Rﬂs_fguudhry and Elharst (2010)
confirmed that "GDP per capita growth is positively related to the growth di al
between the working-age population and the total population,” explaming 39% of per
capita GDP grnwth in India over 1961-2003.

India's WAPS rose from 60.0% m 2000 w 682% in 2024 — an increase of 8.2
percentage points in 24 years, representing the structural materialisation of the
dividend window, The endogeneity firewall is airtight: the working-age population in
any given year consists of people born 15 to 64 years earlier. India's GDP per capita in
2015 cannot have caused the births that occurred between 1951 and 2000. The
multigenerational lag decisively breaks any contemporaneous feedback loop.

5.3.2%}?0&3, Total (Births per Woman) - Total Fertility Rate

The Total Fertility Rate ( TFR) answers the hypmhctiqa;cmim: if'a woman were 1o
live through her entire reproductive lifespan subject to age-specific fertility rates
prevailing in a single gixsg vear. how many live births would she have in total? A TFR
of 2.1 is the universal replacement-level fertility — the level at which a generation
exactly replaces itself. A TFR above 2.1 means the population will grow in the long
run; below 2.1 means eventual stabilisation and decline.

The TFR's inclusion in the DSI reflects its centrality to demographic trangiign theory.
Notestein (1945) identified the fertility decline as the defining second phase of the
demographic transition — following the earlier fall in mortality — and de@ed it as
the mechanism through which the demographic dividend window oom and
Williamson {1998} showed that the fertility decline in East Asia "is more dramatic
during the twentieth century than in any other region or historical period and
contributed substantially to East Asia's economic mirscle." Kelley and Schmidt (1995),
studying 89 countries from 1960 to 1995, found that "the pesitive impacts of density.
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size, and labour force entry were swamped by the costs of rearing children and
maintaining an enlarged youth-dependency age structure,” confirming that fertility
reduction is growth-enhancing through the dependency channel, Mankiw, Romer, and
Weil (1992) treat population growth — closely linked to TFR — as a structurally
exogenous variable in the growth regression.

India's TFR declined from 3.35 births per woman in 2000 to 1 96 in 2024, crossing the
replacement level of 2.1 around 2020 — & historic demog ic milestone, This
continuous decline is the engine driving the narrowing base of India's population
pyramid and the consequent expansion of the working-age share measured in Variable
1

533 gge Dependency Ratio (% of Working-Age Population) - Total
Dependency Burden

The total age endency ratio measures the number of economically dependent
people — those too young (ages (- 14) o old {ages 65 and above) to typically
participate in the formal labour force — per 100 persons of working age (15-64). If
the dependency ratio is 60, every 100 workers support 60 dependants from their
income. It is the inverse face of the working-age share: as the WAPS rises, the
dependency ratio mechanically falls.

The economic significance of the dependency gagio was formalised by Lee and Mason
(2006), who articulated the core mechanism: "with fewer people to support, a country
has a window of opportunity for ¢ ic growth if the right social and cconomic
investments and policies are made." dhry and Elhorst (2010) found that per capita
GDP growth is "negatively related to child and old-age dependency ratios," with the
dependency ratio effect operating through both the savings channel — families with
fewer dependants save more — and the fiseal channel — governments with lower
vouth dependency spend less on social services and more on productive investmgsl.
Bloom. Canning, and Sevilla (2003). in their RAND monograph. confirmed that
"population age structure, more than size or growth per se, affects economic
development," making the dependency ratio a more discriminating structural variable
than aggregate population size.

India's total age dependency ratio fell from 66.6 per 100 working-age persons in 2000
to 46.6 in 2024 — a dramatic 20-point improvement that represents the structural
compression of India's dependency burden and the struetural opening of the dividend
window. This 1s one of the strongest directional trends in the entire dataset.

?3.4 Birth Rate, Crude (per 1,000 People) - Bivth Dynamics

The Crude Birth Rate (CBR) counts the number of live births oceurring in a given year
per 1,000 people in the total mid-year population. Unlike the TFR (which controls for
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age structure and measures fertility behaviour), the CBR captures the actual flow of
new births inte the population the direct determinant of future child dependency
and population momentum. A deelining CBR means fewer children are being born per
unit of pepulation, which directly reduces the youth dependency burden and, over 15
years, swells the working-age cohort.

The Sample Registration System's annual CBR series for India provides unbroken
coverage from 1971 to the present, making it one of the most consistently available
demographic flow variables for the 2000-2024 study period. Barro and Sala-i-Martin
{2004), in their comprehensive treatment of growth theory and evidence, include crude
demographic rates as structural determinants of growth, treating them as exogenous to
short-run income fluctggdens. Notestein's (1945) original four-siage demographic
transition model makes the decline in birth rates — following the eardier fall in death
rates — the central dynamic of the transition, validating CBR's inclusion as a structural
DSI variable. Purchit (2023), in a recent study of Indiz’s demographic transition,
confirms that India's CBR has declined from 36.9 in 1971 to 18.4 in 2023, tracing
India's trajectory through the demographic transition with precision.

India's CBR in this dataset falls from 27.5 per 100G in 2000 to 16,0 in 2024 — a 42%
reduction that, combined with the TFR decling, confirms that India is in an advanced
stage of its fertility transition. The endogeneity argument parallels that for TFR: births
in year ¢ are biologically determined approximately nine months prior to the
abservation, and the social decisions driving birth rates reflect cultural and policy
factors accumulated over years, not short-run GDP movements.

535 5«"& Rate, Crude (per 1,000 People) - Mortality Transition

The Crude Death Rate (CDR) meas the number of deaths per 1,000 persons in the
mid-year population. Together with the CBR, the CDR determines the natural rate of

ulation increase. In the context of the DSI, the CDR captures the mortality phase
g demographic transition — the decline in death rates that historically precedes
the fertility decline and sets the transition in motion.

Notestein (1945) placed the Eﬁcline: in mortality at the very beginning of the
demographic transition: when public ﬁr-lh improvements, famine confrol. and disease
prevention reduce death rates while birth rates remain high, the population enters a
phase of rapid natural increase before the fertility wransition catches up. Lorentzen,
McMillan, and Wacziarg (2008) in the Journal of Economic Growth examined the
death-development relationship across countries, confirming the complex interplay
between mortality, institutional quality, and growth, For India specifically, the CDR
has been driven primarily by immunisation programs, the expansion of primary
healtheare infrastructure, and reductions in communicable disease mortality — factors
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that are largely exogenously determined by public health policy rather than year-to-
vear GDP fluctuations.

India's CDR in this dataset declined from 8.6 deaths per 1,000 in 2000 1o 6.6 in 2024,
with the notable exception of 2021 (CDR: 9.3), which captures the COVID-19 excess
mortality spike. This anomalous year is structurally important — it demonstrates that
the CDR variable appropriately captures genuine demographic shocks, and that the
DSI's composite score correctly registered a structural deterioration in that vear. In
direction terms, the CDR is inverted: a lower death rate is coded as a more favourable
structural outcome.

5.3.6 IMR (per 1,000 Live Births) - Child Survival and Fertility Driver

The Infant Mortality Rate (IMR) is the number of deaths among children under the age
of one year per 1000 live births. Within the DSL, the IMR is included not as a health
outcome variable — that belongs to the DQI — but as a demographic structural
varighle that shapes both the age compesition of the population and the fertility
behaviour of families. The theoretical link runs through the child survival hypothesis:
in societies with high infant mortality, families produce many births because they
know a significant fraction will not survive to adulthood, As IMR falls and parents
become confident that their children will survive, they voluntarily reduce desived
family size — driving TFR down and initiating the demographic dividend mechaniam.

Barro and Sala-i-Martin (2004) treat infant mertality as a lagged structural determinant
of growth rather than a contemporancous health outcome, precisely because the IMR's
primary economic channel is through its effect on fertility behaviour — a
multigenerational demographic mechanism. Bloom, Canning, and Williamson (1998)
embedded infant survival as a key driver of the demographic transition in their age-
structured growth model, Kirk (1996), in his comprehensive review of demographic
transition theory, established that "the infant mortality rate is the single most powerful
predictor of when a society begins its fertility decline,” giving the IMR a causal
primacy in the transition process that justifies its inclusion as a structural variable.

India's IMR fell from 66.3 per 1,000 live births in 2000 to 23.3 in 2024 — a decline of
aver 64% in 24 years, representing one of the most dramatic improvements in child
survival in India's demographic history. This declining IMR s the structural
precondition for India's continuing fertility decling, making it an indispensable
component of the DSI's measurement of demographic structural change.

5.3.7 Urban Popuiation (% of Total Population) - Spatial Structure and
Urbanisation

Urban population share measures the proportion of India's total population residing in
officially classified urban areas. Urbanisation is ineluded in the DSI because it is one
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of the most powerful structural expressions of the demographic transition: declining
fertility and mortality — especially in rural areas — create surplus agricultural labour
that migrates 1o cities, and urban populations have systematically lower fertility rates
and different age-sex compositions (younger, more working-age migrants) than rural
populations.

Dyson (2004) articulated the theoretical case most directly: "the der phic
transition has been largely responsible for bringing about urbanisation, Lhusﬁry:d an
important role in facilitating the process of economic growth," Todaro ( 1969}, in his
canonical model of rural-urban migration, established that urbanisation is driven by
demographic pressure in rural arcas and the expectation of higher urban wages — both
fundamentally demographic structural forces, not shorl-run cconomic outcomes.
Sarkar (2019) confirmed in a study of Indian urbanisation that "urbanisation in India
is largely driven by demographic momentum and structural economic changes, not
year-to-year income fluctuations,” supporting the endogeneity firewall. At the national
level, urban populations in India exhibit TFR of approximately 1.6 versus rural TFR
of 2.1 (SRS 2023), creating a self-reinforcing sgactural dynamic: as the urban share
rises, national fertil it}..r falls further, accelerating the demographic transition.

India's urban population share rose from 27 6% in 2000 to 35.4% n 2024 — a gradual
structural shift that, while slower than East Asian counterparts, represents a meaning ful
spatial reallocation of population toward the more demographi mature urban
sector. The slow pace of urbanisation in India — approximately U.3-0.4 percentage
poinis per year — is itself a structurally significant finding for the regression model.

538 ?ex Ratio at Bivth (Female Live Births per 1,000 Male) - Gender
Balance

The Qx Ratio at Birth (SRB) measures the number of female live births per 1,000
male live births, Biologically, the natral SEB across all human populations 1s
approximarely 9439352 females per 1,000 males. Any substantial deviation below this
natural range is a demographic fingerprint of son-preference, sex-selective abortion,
and female focticide — practices that distort the age-scx composition of incoming birth
cohorts and have long-run structural consequences for population dynamics.

The SRB is included in the DSI because a severely imbalanced SRE creates structural
demographic consequences that extend far beyond the immediate birth cohort: as these
cohorts age, they ereate marriage squeezes (insufficient women for mardageable men),
potential fertility depression further down the transition, and altered labour market
dynamics — all of which affect the working-age age-sex composition that is central to
the demographic dividend. UNFPA India (2012) confirmed that India's SRB imbalance
reflects deeply embedded social norms around son-preference and access to sex-
determination technology. factors that evolve over cultural and generational timescales
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independent of short-run GDP movements. The evidence of self-correction of child
sex ratios in India (published in PMC) suggests that SRB dynamics respond to cultural
norms and future value assessments — not macroeconomic conditions, establishing
the exogeneity required for the regression model.

India's SRB rose from 886 female births per 1,000 male births in 2000 to 930 1n 2024
a structural improvement toward the natural value of approximately 943052
reflecting the impaet of awareness campaigns, the PCPNDT Act enforcement, and
changing social norms. This improving trajectory contributes positively to the DSI's
composile score, capturing the gradual normalisation of birth gender balance.

5 3.?,-{32 Dependency Ratio, Old (% of Working-Age Population) -
Ageing Pressure

1€ old-age dependency ratio (OADR) measures the number of persons aged 65 and
above per 100 persons of working age (15-64). While the total dependency ratio
{Variable 3) captures hoth child and elderly dependency combined, the OADR isolates
the ageing component of the dependency burden — a distinet and structurally different
pressure from chidghdependency. Child dependency declines as fertility falls; old-age
dependency rises as life expectancy improves and as large birth cohorts from the high-
fertility past eventually age mto retirement.

The OADR is theoretically important because it captures what Lee and Mason (2006)
call the "second demographic dividend” challenge: as economies age, the savings and
fiscal implications of an expanding clderly population begin to offsct the first

widend's benefits. Park, Shin, and Kikkawa (2022), in Economic Madelling, found

al "a growing share of older people combined with a shrinking working-age
population lowers economic growth." Geethu and Nair (2021 ) documented that India's
economic dependency ratio — when adjusted for actual participation rates among the
elderly — is "almost three times the nominal old-age dependency ratio.” indicating
that the structural burden is larger than the headline OADR suggests. For the 2000
2024 period, India's OADR remains relatively modest — rising from 7.3 to 103 per
100 working-age persons — reflecting India's still-young population, but the upward
trend is structurally significant for what it presages about the post-2035 period.

The endogeneity argument for the OADR is the strongest of all ten variables: the
elderly population in year { consists entirely of persons born at least 65 years earlier.
India's GDP in 2020 had absolutely no causal effect on the size of the cohort bom
before 1955, The reverse-causality channel — economic development extending life
expectancy — operates over a full lifetime and is entirely irrelevant to
contemporaneous OLS endogeneity in a 23-vear window,
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5.3.10 Population Growth (Annual %) - Population Momentum

The annual population growth raie (APGR) measures the p tage change in India's
total population from one year to the next, combining the effects of natural increase
(births minus deaths) and net migration. It is the most parsimonious single-number
summary of the momentum of India’s demographic transition: a high and falling APGR
indicates that the transition is underway and that the per capita denominator in all
growth calculations is decelerating.

The Solow (1956) growth model makes the populzﬂp growth rate a central structural
variable: because the same ageregate savings mugst be spread over a larger and larger
number of workers as the population gropess a ugher population growth rate dilutes
the per capita capital stock and depresses per capita ggome growth. Mankiw, Romer,
and Weil (1992) extended this, finding empirically that "holding population growth
and capital accumulation constant, countries converge at about the rate the augmented
Solow model predicts" — treating the APGR as a structurally predetermined variable
in the growth regression. Headey and Hodge (2009), in a meta-regression analysis of
471 regressions frogpe 29 growth studies published in Population and Development
Rewview, found that "particularly strong is the evidence in support of the increasingly
adverse effects of population growth in the post-1980 period,” establishing the causal
direction from APGR to growth outcomes unambiguously.

India's APGR declined from 1.88% in 2000 to 0.89% in 2024, with the decline
accelerating in the later years of the sample. This deceleration of population growth
— the combined consequence of falling TFR and declining CBR. — is the aggregate
demographic structural indicator of India's transition maturity, complementing and
summarising the nine more specific structural varizbles above.
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DSI Variable Trend Analysis — India, 2000-2024
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5.4 What the DSI Composite Signal Tells Us

Taken individually, each of the ten variables above narrates one dimension of India’s
demographic structural transformation. Taken together through the PCA-weighted
geomefric mean, they produce the DSI composite score — a single annual number that
summuarises the overall favourability of India's population structure for economic
growth in that vear.

A high DSI score in any given year indicates that India's demographic structure was
above its own 2000-2024 average across multiple dimensions simultaneously: the
working-age share was large, the TFR was low, dependency burdens were compressed,
birth and death rates were falling, infant survival was high, urbanisation was
advancing, and gender imbalance at birth was imm‘nving_ The gmmeh'ic mean's p:lrt'ml
non-compensability ensures that weakness on one dimension — for example, a still-
elevated APGR — cannot be fully concealed by strength on the waorking-age share
alone.
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In the regression model, the DSI's coefficient measures whether yvears of more
favourable demographic structure correspond to vears of higher EGI scores — whether
the demographic dividend is actually translating into better economic performance
across investment, trade, industry, finance, savings, and consumption simultaneously.
The theoretical expectation, grounded in Bloom and Williamson (1998), Aivar and
Mody (2011), and Choudhry and Elhorst (2010), 15 a positive and statistically
significant coefficient: more favourable demographic structure should predict sironger
comprehensive economic growth performance.

5.5 Descriptive Overview of the DSI Trajectory

India's DSI score more than doubled over the sample period, rising from a baseline of
2.04 in 2000 to a peak of 4.42 1n 2023 (mean: 3.47). This is the strongest upward trend
amaong all five independent indices in the study, reflecting the depth and continuity of
India's demographic structural improvement across the 2000-2024 period. The
consistent upward trajectory — driven by steady growth in the working-age share from
60945 to 68%, falling fertility from 3.35 to 1.96, compressing dependency from 66.6 1o
46,6, declining IMR from 66.3 to 23,3, and rising urbanisation from 27.6% to 35.4%

confirms that India's population was structurally better positioned for the dividend
in each successive yvear of the sample.

The one notable disruption in this trajectory occurs in 2020-2021, where the COVID-
19 pandemic's excess mortality causes an upward spike in the crude death rate (from
6.7 to 9.3 per 1,000 in 2021) — a structural disruption captured in the CDR variable
and propagated into the composite seore. The otherwise monotonie improvement in
DSI across 24 years makes it the most stable and trend-driven of the five independent
indices, and scts up the regression's core question: why, despite this sustained structural
improvement in demographic conditions, did India's economic growth performance
not rise proportionally”?

5.6 Data Sources

All ten variahlwnnsliluling the DSI are drawn from the following primary and
supplementary SOUTCes:

« World Bank World Development Indicators (WDI): The primary source for
all ten variables, providing annual series fggIndia from 2000 to 2024 via series
codes (working-age share). (TFR). (total dependency ratio). (crude birth rate).
(crude death rate), (IMR), (urban share), (old-age dependency ratio), and
(population growth rate).
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* Sample Registration System (SRS), Office of the Registrar General of India:
The gold-standard primary source for India's annual vital rates — CBR, CDR,
IMRE. TFR. and SRB. The SRS operates via a large-scale stratified random
sample of approximately 7,595 sample units covering 7.27 million individuals.
producing annual demographic estimates that are used to cross-validate and
supplement the WDI series.

*  Census of India Technical Group Population Projections 2011-2036: Official
cohort-component projections for age-structured population variables (working-
age share, dependeney ratios, APGR) for inter-censal years.

*  UNFPA India and SRS Statistical Reports: Primary source for the Sex Ratio at
Rirth series, with the SRS Statistical Report providing annual SRB estimates by
residence.

5.7 Variable Selection Logic and Exclusions

Following the OECD Handbook's Step 2 discipline, the final ten DSI variables were
selected from a longlist of approximately 28 candidate demographic variables. The
key exclusion decisions are as follows:

Median age versus working-age share: Median age was considered as an alternative
SUMMAry opulation maturity. It was excluded because it provides less analytical
specificity than the working-age share for the demographic dividend hypothesis: two
populations with the same median age can have very different working-age shares
depending on their exact age pyramids. The 15-64 working-age share directly
measures the dividend-generating cohort.

ﬁdeps mortality rate (USMR) versus IMR: The under-5 morlality rate was
considered as an alternative child survival indicator. IMR was preferred because it 1s
availahle annually from the SRS with greater precision, and because the IMR-to-
fertility feedback mechanism operates primarily through first-vear survival (the critical
period that determines replacement intentions), making IMR the more theoretically
motivaied variable,

Youth population share (15-29 %) versus total working-age share: A youth bulge
variable was considered as a supplementary age-structure indicator. It was excluded w
avoid redundancy with the working-age share; the 15-64 share already captures the
youth bulge contribution, and the youth-specific vamable would creale ncar-
multicollinearity in the PCA step.

Net migration rate: Net migration was excluded because India's net migration rate is
near zero and has negligible vanation across the 2000-2024 period, contributing no
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informational signal to the composite. Including a near-zero flat variable would dilute
the PCA's eigendecomposition without adding analytical content.

Child sex ratio (0-6 vears, Census) versus@ Ratio at Birth; The child sex ratio
(from Census rounds) was considered as an alternative 10 the SRB. The SRB was
preferred because it is available annually from the SRS, whereas the child sex ratio 1s
only available decennially from Census operations, insufficient frequency for a 25-
year annual time series.

These exclusions confirm that the final ten variables are not merely available by
convenience but selected by a principled application of the four OECD criteria:
analytical soundness, measurability with annual frequeney, non-redundancy, and
relevance to the specific construct of demographic structure as distinet from
demographic quality, social outcomes, or labour market performance.

5.8 The DSI in the Regression Framework: Theoretical
Expectations

Within the study's regression model, the DSI enters as the structural demographic
regressor the variable that operationalises the demographic dividend hypothesis. The
expected sign of the DSI's coefticient is unambiguously positive: years in which India's
demographic structure was more favourable (higher DSI score) should comrespond to
years in which India's comprehensive economic growth performance (higher EGI
score) was stronger, all else equal.

This expectation is grounded in three decades of empirical literature. Bloom and
Williamson (1998) estimated that the working-age share expansion explained 25 w
405 of East Asian economic growth, Aivar and Modygg2011) attributed 40-50% of
India's growth acceleration to demographic change. Choudhry and Elhorst (2010)
found that demographic dynamics explained 39 of India's per capita GDP growth
from 1961 to 2003, If the D3] coefficient in this study's regression is positive and
statistically significant, it provides fresh time-series evidence for India over 2000 -
2024 that is consistent with this established literature.

However, the study's central intellectual contribution is the comparison of the DSI
coefficient with the coefficients on DO, SDI, HCI, and MV If the DSI coefficient is
positive but the DQL or HCI coefficients are weak or negative, the finding would
suggest that India has been accumulating favorable demographic structure, the
potential of the dividend — without converting it into qualitv-adjusted human capital
or productive employment. The DSI therefore does not stand alane: it is the first
independent variable mn a live-vanable framework designed precisely to test whether
demographic potential has been matched by demographic quality, social equity, labour
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market capacity, and macroeconomic stability. The answer to that question awaits the
regression results presented in Chapter 10.

The DSI is, in this sense, both the opening variable and the central intellectual tension
of the study. India's structural demographic story from 2000 to 2024, told through these
ten carefully selected, theoretically grounded, and annually measured variables, is one
of genuine and sustained improvement: o population transitioning through its dividend
window with measurable momentum. Whether that structural improvement translated
into the comprehensive economic growth it theoretically enables is the question to
which the subseguent chapters and the regression model are dedicated.

DSI Phase Analysis — India, 2000-2024
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Chapter 6
The Demographic Quality Index (DQI)

6.1 Conceptual Foundation: What the DQI Measures and
Why it matters?

The Demographic Quality Index (DOQ1) is the sccond independent variable in this
study's regression model, and it represents the most intellectually significant extension
of the conventional demographic dividend literature, [f the DSI {Chapter 5) answers
the question fow many working-age people does India have?, the DOI answers the
entirely different and more challenging question: how good i&s that workforee? A large
working-age population that is malnourished, poorly edueated. inadequately
immumsed, and largely illiterate is not a dividend — it 1s a demographic burden
masquerading as structural advantage, The DQI is hﬁ'h o measure the gap between
India's demographic potential (captured by the DSI) and the actual quality of human
capital that population embodies.

The conceptual foundation of the DQI rests on the human capital tradition in
economics, inauguraged by Schuliz (1961), who drew the eritical line berween the
guaantity and quality of human capital, arguing that "investment in human capital 1s
probably the major explanation for thig difference” between observed and predicted
economic growth. Luecas (1988), in "Un the Mechanics of Economic Development,”
formalised this by placing human capital — defined not as the number of workers but
as the accumulated "stock of general skills” — at the centre of endogenops, erowth,
establishing that "human capital is accumulated through schooling and... the rate of
human capital accumulation, noi the level, determines the long-run growth rate.”
Romgg (1990) pushed further, specifying in "Endogenous Technological Change” that
it is the stock of human capital that determines the long-run rate of technological
change and hence per capita income growth — not labour force size alone,

For India specifically, the distinction between demographic structure and demographic
quality is the central analytical tension of the study. India's demographic size creates a
large numerator of labour supply, but the preductivity of that supply — shaped by
nutrition, literacy, health-seeking behaviour, cognitive skills, and years of completed
schooling — remains far below East Asian counterparts despite a comparable fertility
transition. The DOQI measures this quality gap across 10 carefully selected, annually
available, and theoretically grounded wariables spanning health quality, nutritional
adequacy, educational attainment, and skills formation.
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The DOI's conceptual mandate is also bounded by a eritical endogeneity constraint. In
the OLS regression model, the DOQI must be an fnpud to economic growth — a cause,
not a consequence, Every varizble in the DO was selected on the basis that it measures
a stock or flow of human capital that 15 determined by mvestments made vears or
decades earlier, not by the current year's economic performance. The causal arrow
must run from DQL to EGI, not the reverse.,

6.2 The Ten Variables of the DQI: Structure and Sub-
Dimensions

The DOQI aggregates ten annual time-series variables for India from 2000 to 2024,
spanning four sub-domains of human capital quality: longevity and health system
reach, nutritional capital, educational attainment, and skills formation,

Tatsle 5 DA Vigrtendles, the sab dime nstros aed dicecton of the variables

Yariable Sub-Domain Direction
Life expectancy at birth, total (years) Longevity [/ Health Higher = better
| Quality |
Mean years education of adults aged  Educational Higher = hetter
@: | Attainment Stock .
valence of stunting, height for age Nutritional Capital Lower = better
(modeled estimate, % of children (inverted)
|Eﬂnlzaliun. DPT (% of children Health System Reach | Higher = beiter
| ges 12-23 months) | |
Literacy rate, adult total (% of people  Foundational Higher = better
15 and above) . Educational Quality
aternal mortality ratio (modeled Women's Health | Lower = betier
gimgte,per 100,000 live births) - Quality | (inverted)
ortality rate, under-5 (per 1,000 live Child Health Capital  Lower = beiter
births) (inverted)
School  enrollment, secondary (% Education Higher = better
£T0ss) - Accumulation Flow
School enrollment, tertiary (% gross) Higher Education / Higher= beiter
Innovation Capital |
%caﬁnnal and Technical enrolment Skills Formation Higher = better
(% of total secondary enrolment),
total

Variahles marked as "inverted" undergo the dircction-alignment transformation ' =
max(x;) + min(x;) — x;, before normalisation, ensuring that higher composile scores
consistently reflect better demographic quality.
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6.3 Variable-by-Variable Literature Review

6. .3.?1.3}‘8 Expectancy at Birth, Total (Years)

Life expectancy at birth (LEB) is one of the mostgiygdamental and widely studied
measures of population health quality. It is defined as the average number of years a
newborn would be expected to live if the age-specific death rates prevailing in the year
of birth remained eonstant throughout the individual's lifetime. It is not an average age
al death of the currently living population — it is a forward-looking hypothetical
denived from the current period’s mortality experience across all age groups using life-
table methodology.

The inclusion of LEB in the DQI rests on its role as the aggregate outcome of the health
system's capacity to maintain and gdend produetive life. Bloom and Canning (2000),
in their landmark Science papeges he Health and Wealth of Nations," demonstrated
that "workers who are healthier are more produetive, earn higher wages, and can save
more for old age" — establishing a clean causal channel from health capital,
summarised by LEB, to economic performance. Their study found that even after
controlling for edpsation, investment, and institutions, a S-year increase in life
expectancy raised economic growth by 0.3-0.5 percentage points per year. Deaton
(2003), in "Health, Inequality, and Economic Development,”" provides the [ullest
theoretical account: LEB is the summary outcome of a society’s cumulative health
investments — nutrition, sanitation, immunisation, curative care — all of which shape
the productive life of the workforce.

India's LEB rose from 62,75 years in 2000 to 72.24 years in 2024 — an increase of
almost 10 vears of average life in 24 years. The COVID-19 pandemic reversed this
progress in 2021, when LEB fell sharply to 67.3 years before recovering to 71.7 in
2022 and 72.0 in 2023, This reversal and recovery are captured in the DQI composite
and represent the index's sensitivity to genuine health shocks — exactly as intended.

6.3.2 Mean Years Education of Adults Aged 20+

Mean years of schooling (MYS) for adults aged 20 and above mcasmes% average
number of years of formal education that the adult population has accumulated. Tt is
the stock dimension of educational quality: not the current flow of students entering
school, but the accumulated educational capital of the entire adult population currently
available to the labour market.

Lucas (1988) explicitly places human capital indexed by the stock of acquired
education — at the centre of endogenous growth: "human capital 15 accumulated
through schooling and... the rate of human capital accumulation, not the level,
determines the long-run growth rate.” Barro and Lee (2013), in their comprehensive
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cross-country dataset of educational attainment covering |46 countries, establish MY'S
as the standard measurable proxy for the human capital stock, derived by multiplying
the population’s educational attainment distribution by standard years-of-schooling
durations. Mankiw, Romer, and Weil {1992) found that adding human capital
(measured by education rates) to the Solow model nearly doubles its explanatory
power for cross-country income differences, confirming that MYS-type varables are
the most important structural determinants of long-run growth. Hanushek and
Woessmann (20084 nuance this, finding that it is cognitive skills — not mere vears of
schooling — that are "powerfully related to individual camings, 1o the distribution of
income, and to economic growth,” but acknowledge that MY'S remains the primary
observable proxy for the educational capital stock.

India's MYS for adults aged 20+ rose from 4,14 years in 2000 to 6 88 vears in 2023,
an improvement of 2.74 vears of average adult education in 23 years, The endogeneity
firewall is strong: a person aged 300 in 2020 completed their schooling between 2003
and 2010, making their MYS contribution predetermined with respect to 2020 GDP
growth. The current year's economic performance cannot alter past schooling
decisions.

6.3.3 Prevalence of Stunting, Height for Age (Modelled Estimate, % of
Children Under 5)

Stunting is the permanent, largejugrreversible failure of physical and cognitive growth
caused by chronic malnutrity ?

to a child's second birthday. %child 1s classified as stunted when their height-for-age
z-score falls more than two standand deviations below the WHO Child Growth
Standards reference population median. Smnting is not merely a health indicator — it
is a measure of destroyed human capital. Stunted children grow into adults with
permanently reduced cognitive capacity, lower physical stamina, shorter productive
lifespans, and reduced earnings potential. In this sense, stunting prevalence is the
negative accurnulation of human capital — the anti-investment in the DOQI's quality
stock.

uring the first 1,000 days of lifc — from conception

Schultz (1961) argued that nutritional investment is one of the five canonical forms of
human capital formation: "expenditures on health and nutrition that raise the
productive capacity of workers." Malnutrition — which stunting measures directly —
destroys this investment by impairing the cognitive and physical substrate on which
all subszequent educational calﬁql accumulates. Research published in JAMA Network
Open (2023) confirmed that "economic growth was weakly associated with childhood
malnutrition and several contributing factors" — preciscly because nutritional
outcomes depend on the distribution of income (through food prices, agricultural
wages, and social protection), not on aggregate GDP — establishing that stunting 15

98 |Page




structurally independent of contemporaneous growth and belongs on the inpur side of
the growth equation.

India's stunting prevalence declined from approximately 50% of children under 5 in
2000 10 32.8% in 2023, according to the modelled estimates in the dataset — still
among the highest in the world, and a persistent marker of India's deepest quality
deficit. The data for inter-survey years are modelled estimates interpolated between
NFHS rounds (2005-06, 2015-16, 2019-21), and are inverted in the index
construction so that a lower prevalence produces a higher DQI contribution.

6.3.4 ?mmun.im:im, DPT (% of Children Ages 12-23 Months)

DPT immunisation covggage measures the percentage of children aged 12-23 months
who have received all three recommended doses of the diphtheria-perfussis-ietanus
vaccine. It is used here as the primary proxy for the health system's reach into the
population — the degree 1o which India's public health infrastruciure is suceessfully
delivering preventive interventions to the most vulnerable age cohort. Full
immumsation prevents vaccine-preventable diseases that cause developmental delays,
school absenteeism, and premature mortality, all of which degrade long-run human
capital quality.

Grossman (1972), in his fuur#niunal paper @ the Concept of Health Capital and the
Demand for Health,"” frames health as "a durable capital stock that yields an output of
healthy time," and notes that "individuals inherif an initial amount of this stock that
depreciates with age and can be increased by investment." [mmunisation is precisely
such an investment — it augmenis the child's health capital stock by preventing
depletions through infectious disease, Bloom and Canning (2000) explicitly note that
health improvements "operate through reduced illness and improved cognitive
function, with lags of 10-20 years before the full productivity effect is realised” —
confirming that immunisation coverage 1s an input vanable with long-lagged effects,
nol a contemporancous economic outcome, The Mission Indra Dhanush campaign
launched in 2014 produced measurable DPT coverage gains in 2016-2018, with a 2
4 vear lag between campaign investment and survey-measured outcome — confirming
the temporal pre-determination.

India's DPT immunisation coverage rose from 58% m 2000 to 94% in 2024 — a
dramatic expansion of the health system's reach, reflecting successive immunisation
campaigns, ASHA network expansion, and cold-chain improvements. The COVID-19
disruption is visible: coverage dipped from 91% in 2019 to 85% in 2020 and 2021
before recovering to 93% in 2022,
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6.3.5 Eitemc.y Rate, Adult Total (% of People Ages 15 and above)

The adult literacy rate is the percentage of the population aged 15 and above who can
both read and write — with understanding — a short simple statement about everyday
life in any language. It is the foundational threshold of human capital: the prerequisite
for all further educational accumulation, for engaging with written instructions, for
accessing formal financial services, and for transmitting knowledge to children. An
cconomy where a large fraction of the adult workforce is illiterate is structurally
constrained in its capacity to adopt new technologies, absorb tramning, or participate in
the formal economy.

Schultz (1961) identifies literacy as the most basic output of educational investment

"direct expenditures on education... are clear examples” of human capital
investment, with literacy as the mimmum threshold output. Mincer (1974), in his
foundational work on carnings functions, cstablishes that vears of schooling — with
literacy as the entry-level returmn — are the primary determinant of individual eamings
capacity and therefore of aggregate labour productivity, Convergence analyses of
regional literacy rates in India confirm that literacy dynamics follow long-run

demographic and educational policy cyeles — driven by historical schooling
investments, family planning outcomes (fewer children enabling more per-child
cducational investment), and state-level policy — rather than business cycle
fluctuations.

India's adult literacy rate was 61.0% in 2001 (Census), rising to approximately 74% in
2011 (Census) and reaching approximately &1.7% by 2023 in this dataset a
continuous structural improvement, though with significant data gaps requiring OLS
imputation for intercensal years, The endogeneity firewall: a person aged 40 in 2020
who 13 literate became lilerate either through schooling in the 1980s or through a
literacy campaign in the 1990s — neither of which was caused by 2020 GDP growth,

6.3.6 ﬁa!emal Mortality Ratio (Modelled Estimate, per 100,000 Live
Births)

The Maternal Mortality Ratio (MME) mgagures the number of maternal deaths “deaths
of women during pregnancy, childbirth, orwithin 42 days of delivery from pregnancy-
related causes, per 100,000 live births™. It is perhaps the most sensitive indicatagaf
women's access to quality reproductive healtheare, simultaneously capturing ﬁe
dimensions of demographic quality: women's nutritional and health status before
pregnancy, uality and accessibility of antenatal care, and the skill and

%e health system at the moment of delivery. In the DQI, the MMR 15
inverted — a lower MMR yields a higher DOL score — reflecting the divection: less
maternal mortality means better quality of women's health capital.

infrastructure
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Grossman (1972) writes that "more educated people are more efficient producers of
health," establishing that education and health quality are jointly determined inputs to
human capital formation. The matemal moriality ratio directly measures the health
system's capacity to protect women's productive and reproductive capital — the loss
of a young mother is simultaneously a human capital destruction event for the family,
the community, and the economy. Bloom and Canning (2000) confirm that maternal
health improvements are among the highest-return health investments preeisely
because they protect not just the mother's human capital but also her children's early
developmental environment. National Health Mission guidelines explicitly frame
MMR as "a key indicator of healthcare quality and accessibility” — an input quality
measure of the health system, not an economic outcome.

Edia's MMR fell from 362 per 100,000 live hirths in 2000 to 87 in 2024 - a reduction
of 76% in 24 years, reflecting institutional delivery rate expansion, ASHA worker
deployment, and antenatal care coverage improvements, The COVID disruption is
visible: the 2021 value rises 1o 155, before recovering to 90 in 2022 and falling further
to &0 in 2023,

6.3.7 Mortality Rate, Under-5 (per 1,000 Live Births)

The under-five mortality rate (USMR) is the probability — expressed per 1,000 live
births - that a child bom in a given year will die before reaching their fifth birthdayw. It
is the single most widely used composite indicator of child health quality in the
dernographic and public health literature because it aggregates mortality risks across
the neonatal period, infancy, and early childhood — all of which respond to different
but interrelated dimensions of demographic quality: nutritional  adeguacy.
immumsation coverage, access to oral rehydration therapy, household sanitation, and
maternal education. In the DI, the USMR is inverted — a lower rate means better
health capital.

Grossman ( 1972) dcscﬁhcs@hh s "a durable capital stock that yields an output of
healthy time"” and notes that the stock "can be increased by investment.” The USMR
mversely measures how well India's health capital stock is being maintained lk@fh
the critical first five years of life — making it a genuine quality input measure. E
(UN Inter-agency Group for Child Mortality Estimation) documentation confirms that
USMR  responds 1o "health interventions and social drivers rather than
contemporaneous economic fluctuations,” including vaccination missions, nutritional
programmes (ICDS), and sanitation infrastructure (Swachh Bharat) — all multi-year,
pre-determined public investments,

India's USMR declined from 918 per 1,000 live births in 2000 to 26.6 in 2024 — a
T1% reduction, one of the most dramatic improvements in child survival globally over
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this period. The 2021 COVID disruption causes a visible spike in mortality,
temporarily reversing the trend before recovery in 2022,

6.3.8 School Enrollment, Secondary (% Gross)
88

¢ Gross Enrolment Ratio at the sccondary level (GER-Secondary) is the total
number of students enrolled in secondary education — Classes 9-12 in India -divided
by the official secondary-school-age population (approximately 14-17 years).
expressed as a percentage. 1 is the flow dimension of educational quality: the rate at
which India is currently channelling its voung population into secondary-level human
capital formation. While Mean Years of Schooling (Variable 2) measures the stock of
accumulated educational capital in the adult workforee, GER-Secondary measures the
ctrrent rate of stock accumsdation among the school-going cohort.

Romer (1990) is explicit that itthe stock of human capital that "determines @rate
of technological change, and hence the long-run growth rate of per capita income”
and GER-Secondary is the primary mechanism by which that stock is built. Azariadis
and Drazen (1990), in "Threshold Externalities in Economic Development,” argued
that "rapid growth cannot oceur without relatively overgualified lzhor" — establishing
secondary enrolment as a prerequisite inpret condition for g acceleration, not a
consequence. Mincer (1974) documented that the earnings retums to secondary
education are significantly higher than to primary education, validating the secondary
level as a structurally important threshold in the human capital accumulation ladder.

India's GER-Secondary rose from 47.2% in 2000 to approximately 78.1% in 2024

a dramatic expansion of secondary access, though still below East Asian comparator
levels. Current GDP growth camnot raise this year's GER-Secondary in any
contemporaneous sense: school infrastructure has been built or not built, teachers
trained or not, and enrolment decisions for the current academic year were made
months before GDP growth rates are even computed,

6.3.9 School Enrollment, Tertiary (% Gross)

Tertiary enrolment covers all students enrolled in post-s ary education —
colleges, universities, technical institutes, and polytechnics — as a percentage of the
official tertiary-age population (approximately 18-23 vears), It measures India's
investment in the highest tier of human capital formation: the production of graduates,
researchers, engineers, and skilled professionals who drive innovation, technology
adoption, and productivity at the knowledge frontier.

Romer (1990) placed tertiary human capital at the very centre of endogenous growth:
in his model, it 15 the stock of tertiary-educated researchers and innovators that
generates technological change, which is the only source of sustained long-run per
capita income growth, Hanushek and Woessmann (2008) found that cognitive skills
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predominantly developed through wniwﬁcation — are "powerfully related to
individual eamings, to the distribution of income, and fo economic growth"
supporting tertiary enrolment as a high-priority D0Q1 component. Bloom, Canning, and
Sevilla {2003) extended the demographic dividend hypothesis to include higher
education; "the demographic dividend provides the opportunity for investment in
terliary education, which in turn raises human capital quality and growth — but only
if the enrolment infrastructure is built in time."

India's tertiary GER rose from just 9.9% in 2000 to 34.4% in 2024 — a threefold
expansion, though still well below the OECD average of approximately 70-80%. This
rapid but late expansion of tertiary access is one of the most conseguential quality
improvements in the DQI dataset, reflecting the post-2005 expansion of private
engineering colleges, deemed universities, and government schemes such as the

Rashtriva Uchchatar Shiksha Abhivan (RUSA),

6.3.10 Eﬂm‘ana} and Techrical Enrolment (% of Total Secondary
Envolment)

Vocational and Technical Education and Training (TVET) enrolment measures the
share of secondary-level students who are enmlled@ vacational or technical streams

as opposed to the general academic stream — expressed as a percentage of total
secondary enrolment. This variable captures the skills formarion dimension of
demographic quality: the degree to which India is producing job-ready, technically
skilled graduates capable of cntering the industrial and services workforce without
further training,

The theoretical case for TVET as a human capital quality variable runs through the
endogenous growth literature's distinction between general and specific human capital.
Mincer (1974) documented that firm-specific and occupation-specific skills —
precisely what TVET provides — generate the highest wage premiums for workers at
the margin, because they dircctly address the gap between what the general school
system provides and what emplovers need. Majumder (2013 ), in a study of India's skill
gap. found that "the mismatch between the skills provided by the general education
system and those required by employers” is the primary reason for India's low labour
productivity despite rising educational attainment — making TVET enrolment the
metric that directly captures the solution 1o this mismatch, Marois, Gietel-Basten, and
Lutz (2021), in their demographic analysis of India’s workforce quality, stress that
"fixing skill gaps and boosting female labour force participation” are the two most
critical interventions for converting demographic structure into development
outcomes.

103 |Page




India's TVET enrolment as a share of secondary enrolment was extremely low
throughout most of the study period — hovering at approximately 0.7-1.4% from 2000
0 2019, far below comparator economies like Germany (40-50%0) or China (30-40%),
The COVID period shows an anomalous spike in 2020 (3.1%), 2021 (4.6%), and 2022
(3.5%), potentially reflecting reclassification or methodological changes in UDISE+
data rather than genuine enrolment growth. This persistent structural gap in skills
formation is one of the DQI's most diagnostic readings of India's quality deficit.

DQI Variable Trend Analysis — Indla 2000 2024
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6.4 What the DQI Composite Signal Tells Us

The DOQIL composite score synthesises these ten dimensions of human capital quality
into a single annual index that answers the question: how much human capital quality
did India’s population embody in this year? A high DQI score means that India's life
expectancy was above its long-run average, fewer children were stunted, immunisation
coverage was strong, adults were more lierate, maternal and child mortality were low,
more students were in secondary and tertiary education, and TVET participation was
rising — all simultancously. The geometric mean's partial non-compensability ensurcs
that persistent weakness on any one dimension — such as the stubbornly low TVET
enrolment or the high stunting prevalence in early years is not concealed by
strengths elsewhere.
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In the regression model, the DQI coefficient measures whether years of better human
capital quality correlate with years of better comprehensive economic prowth
performance (EGL), The theoretical expectation — grounded in Schultz (1961), Luc
(1988), Bloom and Canning (2000), and Hanushek and Woessmann ({2008) — is a
positive and statistically significant coefficient. Howewver, the study's central
intellectual contribution lies in comparing the DOQI's coefficient agamst the DSIs: if
the DS1 (demographic structure) shows a positive coefficient but the DQI
(demographic guality) is weak or negative, it would constitute evidence that India's
dividend is primarily a struciwral phenomenon — numbers without quality — rather
than a genuine transformation of human capital.

6.5 Descriptive Overview of the DQI Trajectory

India's DO score grew from 1,36 in 2000 to 4.36 in 2023, with a mean of 2.90 and a
median of 3.04 — a slower and more gradual trajectary than the DSI, reflecting the
structural reality that human capital quality takes decades to build. The annual
improvement rate of +0.13 points per vear is the slowest among all five independent
indices. consistent with the literature’s emphasis on the generational timescales of
health and education investment payoffs. The COVID-19 shock of 2020-2021 1s
clearly visible as a disruption: LEB falls, USMR deteriorates, DPT coverage dips, and
MMR spikes — all captured in the composite and producing a notch in the otherwise
steady upward trajectory. The recovery by 2022-2023 demonstrates the index's
responsivencss to both deterioration and repair of health capital.
DQI Score — Summary Statistics (2000-2024)
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coefficient of vanation of the DQI across the 25-year sample is low reflecting
stable, trend-dominated movement rather than cyelical volatility. This makes the DQI
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theoretically appropriate as a structural regressor: it captures the slow, cumulative
improvement in India's human eapital gquality, not the business cycle.

6.6 Data Sources

All ten DQI variables are drawn from the following primary sources:

* World Bank World Development Indicators (WDI): Primary source for life
expectancy, DPT immunisation, adult literacy rate, maternal mortality ratio ,
under-5 mortality rate, secondary GER, and tertiary GER.

o UNESCO Institute for Statistics (L'IS): Primary source for mean years of
schooling, GER-Secondary cross-validation,

. ﬁiomﬂ Family Health Survey (NFHS) Rounds 3, 4, 5 (IIPS/ICF): Primary
source for stunting prevalence (HAZ < =2 5D), DPT coverage cross-validation,
and MMR supplementary estimates for survey years 2005-06, 2015-16, and
2019-21.

+ Sample Registration System (SRS): Cross-validation source for LEB and
USMR through abridged life tables: primary source for MMR via the SRS
Special Bulletin on Maternal Mortality.

s ASER Centre / Pratham Foundation: Source for lezming outcomes data
(ASER Grade 5 reading proficiency). used as a supplementary indicator and for
contextualisation of the literacy and secondary enrolment trends.

s  MoSPl UDISE+ Annual school enrolment data at secondary level for cross-
validation of GER-Secondary and TVET enrclment shares.

6.7 Variable Selection Logic and Exclusions

Following OECD Handbook Step 2 discipline, the final ten DO variables were
selected from alonglist of approximately 40 candidate human capital quality indicators
across five sub-domains (health, nutrition, education, labour, and gender-social
quality). The key exclusion decisions are as follows.

Healthy Life Expectancy (HALE) versus Life Expectancy at Birth (LEB): HALE
was considered as a more refined alternative to LEB, adjusting for vears lived in
disability. It was excluded because continuous annual national-level HALE estimates
for India from 2000 to 2024 are not available from any primary source — only
quinguennial GBD estimates exist. LEB is available annually from the SRS and WDI
and provides sufficient information content.
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Under-5 Mortality Rate (USMR) versus Infant Mortality Rate (IMR), The IMR is
already used in the DSI as a demographic structural variable — specifically as the
child-survival hypothesis variable that drives the fertility transition. The USMR s
included in the DQL a2z a health gualine variable because it spans a broader
developmental window (0-4 years) and aggregates neonatal, infant, and early
childhood mortality mto a single compesite health capital measure, The two varables
are theoretically and functionally distinet in this framework.

ASER Learning Ouicomes Rate (Grade 5 reading proficiency): The ASER Rate
was fully justified as a DQI variable — and is one of the strongest guality variables by
theoretical grounding (Hanushek and Woessmann, 2008) — but was excluded from
the final DQ1 composite because the annual seres is only available from 2005 onwards
(ASER was launched in 2005), creating missing values for 2000-2004 that would
disproportionately affect the composite scores for the early sample period. [t remains
available as a supplementary indicator for contextualisation and robustness checks,

Female Labour Force Participation Rate (FLFPR): FLFPR was justified in the DQI
reference document as a proxy for women's agency and quality, consistent with Sen's
(1999) capability approach. However, the India FLFPR data exhibits the well-
documented U=shaped pattern — declining from 2000 to 2017 then recovering sharply
— which creates a non-monotonic structural break in the time series. This structural
anomaly was judged to introduce more noise than signal into the composite, and
FLFPR was instead reserved for the HCI (Harnessing Capacity Index), where its
labour market activation interpretation is more directly relevant.

Esnhi]il}'-.ﬁdjusled Life Years (DALYs): DALYs were considered as a
comprehensive health burden variable. They were excluded due to lack of continuous
annual national-level series — GBD estimates are available for benchmark years only,
requiring heavy interpolation that would introduce methodological uncertainty
disproportionate to the variable's marginal analytical contribution.

These exclusions confirm the OECD Handbook's principle of selecting variables based
on analytical soundness, annual availability. and non-redundancy — ensuring the DQI
composite is both statistically clean and theoretically rigorous.

6.8 The DQI in the Regression Framework: Theoretical
Expectations and the India Paradox

In the regression model, the DQI enters as the human capital quality regressor — the
variahle that tests whether the productivity of India's growing working-age population
kept pace with 113 size. The expected sign of the DOQI coeflicient is positive: years with
better health, education, and mutritional quality should produce better comprehensive
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economic outcomes. This cxpecta@ is grounded in three decades of human capital
growth theory: Schultz (1961) on 1nvestment in human eapital, Lucas (1988) on the
centrality of the human capital stock to endogenous grgyeh, Bloom and Canning
(2000) on health's direet effect on economic growth, and Hanushek and Woessmann
(2008) on cogmtive skills as the true driver of long-run development.

However, the DQI is simultaneously where the study's most important empirical
question is most sharply posed. The literature ggalndia's growth experience raises the
persistent concern articulated most clearly by Dréze and Sen (2013) in 4n Uncertain
Glory that India’s remarkable GDP growth since 2000 has been achieved alongside
and not becanse of improvements in human development. It the DOI's coeflicient n
the regression is unexpectedly small, or if the DQI's improvement trajectory lags the
DSI's structural expansion, the data would speak directly to this concemn: India has
accumulated demographic structure far faster than it has accumulated demographic
quality.

The DL is therefore not merely a second independent variable. It is the analytical
partner of the DS the quality mirror of the quantity story. Together, the DSI and DQI
operationalise the central research question of this study: has India successfully
converted its demographic dividend window into a genuine human capital
transformation, or jas the structural potential of the dividend remained unrealised
because the quality of the working-age population has not kept pace with its expanding
size?
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Chapter 7
The Harnessing Capacity Index (HCI)

7.1 Conceptual Foundation: What the HCI Measures and
Why it matters?

The Harnessing Capacity Index (HCI) is the third independent variable in the
regression model, and it occupies the most analytically distinctive space in the entire
five-index framework, The DSI (Chapter §) measuras how many working-age people
India has. The DOQI (Chapier 6) measures how healthy, educated, and skilled those
people are. The HCI asks the third and logically subsequent question: how much of
thar available, quality-endowed working-age population is India actually mobilising
mto productive employment? A country may have a large, well-educated working-age
cohort and still fail to harness it if women are culturally excluded from the labour
foree, of growth is jobless, 1f employment remains trapped in low-productivity
agriculture, or if the economy generates vulnerable informal work rather than formal
salaried employment. The HCI is designed o measure this gap between demographic
potential and actual labour market activation.

This conceptual posiiioning is both the HCI's greatest strength and 11s most challenging
methodological constraint, The intermediate space the HCI occupies between
human capital endowment (D) and economic output {EGE — 18 precisely the space
where India's demographic dividend debate is most contested. Bloom and Williamson
(1998) demonstrated that structural advantage (captured by DSI) drives growth, but
only through the mechanism of labour supply expansion. Marois, Gietel-Basten, and
Lutz (2021) showed that the dividend's realisation depends critically on "fixing skill
gaps and boosting female labour force participation” — the exact dimensions the HCI
captures. The empirical puzzle of why India's fastest growth decade (2004-05 10 2011
12) cancided with declining employment absorption — what Mehrotra, Parida, Sinha,
and Gandhi (2014) termed "jobless growth” — is the central problem the HCI is built
o measure.

e theoretical foundation of the HCI draws from three iniellectual traditions. First,
%: Lewis (1954) dual-sector model, which poesits that development proceeds through
the reallocation of labour from low-productivity subsistence agriculture into high-
productivity industrial and services sectors establishing the non-agricultural
employment share and structural transformation as the core mechanism of labour
capacity harnessing. Second, the classical labour supply literature of Mincer (1974),
which establishes how participation decisions are driven by wages, reservation wages,
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and opportunity costs rather than contemporancous GDP levels. Third, the structural
transformation literature of Fields (2011) and Ghose, Majid, and Emst (2008), which
examinegs how the composition and quality of emplovment evolve with development
— grounding variables like formality, labour productivity, and employment elasticity
as institutional and structural determinants rather than cyelical outcomes,

7.2 The Ten Variables of the HCI: Structure and Sub-

Dimensions

The HCI aggregates ten annual time-series variables for India from 2000 to 2024,
drawn from the ILO modelled estimates (ILOSTAT) and cross-validated against the
Periodic Labour Force Survey (PLFS) and India KLEMS. The ten variables span five
analytically distinct sub-domains of labour capacity utilisation,

Tatsle & FICT Vartadles, the sab dime nstrns aed dicecton of the variables
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Formalisation | better
Precariousness /| Lower = better
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Structural Lower = better
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Variables marked as "inverted” undergo the direction-alignment transformation x' =
max(x;) 4+ min(x,) — x,, before normalisation, ensuring that higher composite scores
consistently reflect better labour capacity harnessing.
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7.3 Variable-by-Variable Literature Review

730 ?abor Force Participation Rate, Total (% of Total Population Ages
I15+)

The Total Labour Force Participation Rate (LFPR) is the proportion of the working-
age population (aged 15 and above) that is either currently employed or actively
secking employment. [t is the foundational supply-side activation measure of the HCI
the vaniable that answers whether India’s demographically expanding working-age
cohort is choosing to enter the economic sphere at all.

Lewis (1854), in his foundational ’@momic Development with Unlimited Supplies
of Labour," established that the transition of developing economies from stagnation to
growth is contingent on labour supply mobilisation from the subsistence sector. Mincer
(1974 malised the individual participation decision: workers enter the labour force
when market wage exceeds their reservation wage — the shadow price of
household time making the LFPR a structural cutcome of wages, non-labour
income, cultural norms, and educational enrolment decisions accumulated over years.
Mehrotra, Parida, Sinha, and Gandhi (2014) documented that India's LFPR decline
betwesn 200405 and 2011-12 "was not driven by falling wages or declining
ceonomic aclivity, but by a combination of the income effect of rising rural non-farm
wages and the pull of secondary and higher education enralment, both of which are
structural and slow-moving phenomena” — establishing directly that LFPR is causally
prior to GDP growth, not a consequence of'it.

India's total LFPR in this dataset declined from 60.1% in 2000 to a trough of 51.5%
2020, before recovering to 55.6% in 2024, This U-shaped trajectory — decades of
declining participation followed by a post-2019 recovery driven by rural female re-
entry 15 one of the most diagnostic structural signals in the entire HCI dataset,
reflecting the negative income effect documented by Mcehrotra et al. (2017) in the
decline phase and MGNREGS-facilitated rural re-mobilisation in the recovery phase.

3.2 @npfﬂymem to Population Ratie, 15+, Total (%) (Modelled ILO
Estimate)

The Employment-to-Population Ratio (EPR) measures the percentage of the working-
age population (aged 15 and above) that is actually employed — the hard absorption
measure that complements the LFPR's supply-side indicator. While the LFPR tells how
many people want to work, the EPR tells how many are actually working. The gap
between the two is the unemployment rate. In development economics, the EPR is the
most direct observable measure of whether an economy is successfully hamessing its
demographic capacity into productive activity.
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Mehrotra et al. (2014} found that during India's highest GDP growth phase (2004-05
10 2011-12), the EPR. actually declined by several percentage points "for the first time
since Independence, the absolute number of workers declined significantly”
demonstrating that EPR can move counter to GDP, validating it as an independent
structural variable in the OLS framework. Kannan and Raveendran (2009)
documented that India's employment crisis i3 fundamentally about the EPR, not
unemployment: people exit the labour foree entirely rather than registering as
unemployed, making the EPR a more truthful measure of employment absorption than
the unemployment rate alone.

India's EPR fellfiom 55.5% 1n 2000 to a low of 47.5% 1 2020 before recovering to
53.3% in 2024, The COVID-19 shock of 2020 produced the deepest single-year EPR
drop in the dataset — from 48 %% in 2019 to 47 5% in 2020 before recovering sharply
in 2021-2022, reflecting the structural resilience of India's informal labour merket to
aggregate GDP shocks,

7.3.%@8 and Salaried Workers, Total (% of Total Employment)
(Modelled 11O Estimate)

The wage and salaried employment share measures the percentage of India's total
employed workforce holding a regular wage or salaried job meaning they have a
defined employer who pays them a fixed wage or salary, as opposed to being self-
employved or casual daily-wage labourers. It is the formalisation dimension of
cmployment quality: the fraction of the workforce with an employer, a regular pay
cheque, and at least some institutional recognition of the employment relationship.

gcslcy and Burgess (2004), in "Can Labor Regulation Hinder Economic Performance?
Evidence from India.," demonstrated that formal salaried employmegdegreation is
determined primarily by labour regulation frameworks — spcciﬁl:ally,%lﬂdusrﬁal
Disputes Act and Contract Labour Act — not by the growth rate itself: "states which
amended the Industrial Disputes Act in a pro-worker dircction expericnced lowered
output, employment. investment, and productivity in registered mamufacturing.” This
finding establishes that the salaried employment share is an institutional variable, pre-
determined by regulatory architecture, Hussmanns (2004 ) confirms that the distinction
betwean wage employment and self-employment is the primary operationalisation of
the formal-informal boundary in developing country labour markets. making this
variable the most direct proxy for India's structural formalisation trajectory,

India's wage and salaried employment share rose from 15.3% in 2000 10 24.6% in 2024

a historically significant but still modest increase, with three-quarters of the
work foree remaining in non-salaried employment even at the end of the sample period.
This persistent structural constraint on formalisation is one of the HCI's most
diagnostic structural weaknesses in the India story.
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3.4 E:Inemble Employment, Total (% of Total Employment)
odelled TLO Estimate)

ulnerable employment is defined as the sum of own-account workers (the self
eiployed with no loyees) and contributing family workers — those whose
employment status 15 characterised by inadequate earnings. low productivity, and
difficult conditions of work. The ILO treats vulnerable employment as the operational
measure of precariovs, unprotected Tabour thar lacks formal contracts, social security,
and statutory employment protections. In the HCL, it is inverted: a lower vulnerable
employment share contributes a higher HCI score.

Ficlds (2001) described informality in developing countries as "a structural feature
reflecting missing markets, weak institutions, and low capital intensity" — not a
eyclical response to income changes establishing vulnerable employment as a
structural-instigagignal variable that evelves over decades, not quarters. The NCEUS
(2009) Lhc@

documented that approximately 92% of India's workforce was informally emploved in
the mid-2000s, and identified the structural drivers as the coverage thresholds of EPF
and ESI legislation, not (i%"luutualinns. The ILO Statistical Update confimms that in
India (2004/2005), "83.5 percent of all employment was in the informal sector” —
cstablishing both the scverity of the problem and its institutional-structural
determination,

ational Commission for Enterprises in the Unorganised Sector

India's vulnerable employment share declined from 83.7% in 2000 to 72.1% in 2024
— a structural improvement of |1.6 percentage points — but the pace is strikingly
slow: a quarter-century of labour market evolution reduced vulnerability by only about
0.5 percentage ;&!s per vear, This slow secular decling, against the backdrop of rapid
GDP growth, is onc of the most important structural findings in the entire study — the
HCT's vulnerable employment variable directly captures India's persistent failure to
convert economic growth into formal, protected employment relationships.

73.5 %P per Person Employed (Constant 2021 PPP $) - Labour
Productivity

GDP per person employed measures the real economic output generated per employed
worker, expressed in constant 2021 PPP-adjusted internationzl dollars to ensure
compamability across years. [t is the productivity dimension of labour capacity
hamessing not merely how many people are working, but how intensively and
efficiently each employed person 1s generating economic value. Two economies with
identical EPRs may have very different HCI scores if one's workers produce twice as
much per hour as the other's.

In the Solow (1956) growth framework, labour productivity — output per worker
is the primary channel through which capital deepening and total factor productivity
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improvements translate into higher per capita income. India KLEMS (2024) explicitly
presents labour productivity as an explanatory rather than explained variable,
decomposing GVA growth into employment growth and productivity improvement
components. Ghose, Majid, and Ernst (2008) confirm that “productivity growth n
developing economies is primarily driven by capital deepening and technology
adoption — both of which are determined by mvestment decisions made in prior years,
not by contemporaneous output growth" — establishing that the current year's labour
productivity reflects investment decisions made 3-10 years earlier, making it pre-
determined relative to the contemporancous EGLL

India's GDP per person employed rose dramatically from $8.,662 (constant 2021 PPP)
in 2000 to $24.430 in 2024 — nearly a threefold increase in real labour productivity
over 24 years. Yet the 2020 COVID disruption produced a visible dip (822,174 in 2019
to 521,152 in 2020) before recovery, confirming the variable's sensitivity 1o genuine
macroeconomic shocks while maintaining its structural trend character,

736 Empfoym ent Elasticity of Quiput

The Employment Elasticity of Outpul measures how many percentage points of
employment growth are generated for every one percentage point of GDP growth — a
"job multiplier per unit of growth” ratio. An elasticity of 0.50 means each 1% of GDP
growth gencrates .50% emplovment growth; an elasticity of 0.10 signals near-jobless
growth. For the HCL, a higher elasticity means the economy is more efficiently
converting its growth momentum into actual jobs — a direct measure of capacity-
hamessing efficiency in the growth-to-employment transmission channel.

The RBI (2009} study on employment elasticity in [ndia found that aggregate lasticity
declined from approximately 0.44 in the 19805 t0 "0.18 to (.20 during the post reform
period" — signalling a structural shift ard capital-intensive, employment-light
growth. The World Bank (2024) confi rmsﬁvt "employment elasticities of growth vary
significantly across countries and sectors, but are in most cases below 1.0, implying
that employment grows less than GDP duegg increasing productivity” — validating
the wariable as a structural coefficient. @sley and Burgess (2004) show that
employment elasticity in Indian states was determined by industrial relations
legislation  rather than growth rates, establishing its  insttutional-structural
determination,

India's emplovment elasticity in this dataset shows the high volatility expected of a
derived ratio — ranging from near zero in the 2006-2010 "jobless growth" period to
080 in 2000 and 0.68 in 2022 and 2019, The three-year trailing average used in the
composite smooths this volatility, extracting the structural signal from the cyclical
noise. The persistently low elasticities of the 2000s — averaging approximately 0.2
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are precisely the quantitative expression of the "jobless growth" paradox that the HCI
is designed to caplure.

7.3.7 Employment in Agriculture (% of Total Employment)

¢ agricultural employment share measures the percentage of India's total employed
wirkfiorce engaged in agriculture, foresiry, and fishing. In the HCL, this variable is
inverted: a higher agricultural share means more workers are trapped in the low-
productivity sector, which is a less favourable harnessing outcome. This variable is the
most direct observable measure of Lewiss (1954) structural transformation: the
defining feature of development 15 the movement of workers from subsistence
agriculture into more productive industrial and services activities.

Lewis {19354) built his entire model of economic development around this variables "in
countries where the supply of labour is unlimited... development consists of the
transfer of workers from low-productivity agricultural activities to high-productivity
capitalist activities." Mehrotra et al. (2014) documented that between 2004-05 and
2011-12, agricultural employment contracted by 37 million workers as mechanisation
and construction growth drew rural labour away — but noted the reversal in the 2020~
2021 period when COVID pushed urban workers back to agriculture, visibly captured
in the dataset (agricultural share riges from 40.7% in 2009 o 44.7% in 2020). This
COVID-driven structural reversal — a reverse Lewis migration — is one of the most
diagnostically valuable data points in the HCL

India's agricultural employment share fell from 59.6% in 2000 to 40.7% in 2019 —a
structural improvement of nearly 19 percentage points — before the COVID reverse
migration pushed it back to 44.7% in 2020, By 2024, it had recovered to 42.4%,
indicating that the structural transformation is still ongoing but faces ongoing
gravitational pull back toward agreulture in the absence of sustained manufacturing-
led job creation,

738 Employment in Industry (% of Total Employntent)

The indusirial employment share measures the percentage of India's total workforee
emploved in manufacturing, constgagtion, utilities, and mining — the sectors that, in
classical development L:crmumics.[gsorh the surplus labour released from agriculture
and generate productivity-enhancing structural transformation. It is included in the
HC1 as the positive transformation counterpart to the agricultural employment share:
while the latter declines, the industrial share should rise, representing the absorption
of surplus agricultural labour into more productive modern sector employment.

Kaldor's {?966} "Caunses of the Slow Rate of Economic Growth of the United
Kingdom" established what became known as Kaldor's first law: manufaciuring
growth is the primary engine of aggregate economic growth in developing economies,
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because it is the sector that generates the highest productivity improvements and the
strongest backward and forward linkages. Nayyar (2012), in "The Service Sector in
India's Development,” documents the anomaly of India's development trajectory:
unusually for a developing economy, India moved directly from low-productivity
agriculture to labour-light services, bypassing the manufacturing-led structural
transformation that characterised East Asian growth, This "missing middle" of
industrial employment is precisely what the HCIl's industrial employment share
vanable captures.

India's industrial employment share rose from 16.3% in 2000 to approximately 25 4%

in 2017-2018, belore the COVID disruption temporarily reversed it to 23.7% in 2020,

By 2024, it had partially recovered to 25.4%. The secular rise is real but modest, and

at approximately one-quarter of the workforce in industry, India remains far below the

35-40% levels that characterised East Asian economies at comparable income levels
a structural constraint on HCI improvement that the data captures clearly.

7.3.9%’ncmpioyment, Youth Total (% of Total Labor Force Ages 15-24)
(Modelled I1LO Estimate)

The youth unemployment rate measures the percentage of voung people aged 15-24
whao are in the labour force but cannot find employment. It is inverted in the HCI: a
higher youth unemplovment rate is a worse hamessing outcome. Youth unemployment
is not merely a welfare concern — it is a measure of the most acute form of
demographic dividend failure: the front cohort of the dividend window — those who
have just entered working age — being structurally unable to find employment in the
economy they were expected to power,

Ghose, Majid, and Ernst (2008) frame youth unemployment as a structural challenge
driven by "skill-demand mismatches and capital intensity biases in growth — not by
short-run growth rates” — establishing its structural determination independent of

mporancous GDP. The CEDA (Ashoka University, 2024) analysis confirmed that
"unemployment rate remained significantly higher among the lower age groups, 15-
29 years of age” and that urban youth uncmployment has at various points exceeded
17 percent in India. The ILO World Employment and Social Outlook (2020 identified
youth unemployment as the primary indicator of the "employment quality deficit" n
developing cconomics — the failure to convert demographic dividend potential into
productive engagement.

India's youth unemployment rate rose continuously from 20.2% in 2000 1o a peak of
26,0% in 2018, before declining sharply to 15.6% by 2023 and 15.7% in 2024, This
recent improvement — the most dramatic positive movement in the HCI dataset —
reflects the post-2019 recovery of rural youth employment and the impact of the
Production Linked Incentive (PLI) schemes and consiruclion sector expansion.
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Whether this decline represents structural improvement or a COV [D-era measurement
artefact requires contextualisation apgainst the NEET variable below.

310 gmre of Youth Not in Education, Employment or Training, Total
(% of Youth Population)

The NEET (Not in Education, Employment, or Training) rate measures the share of
the vouth population that is simultaneously outside employment, outside education,
and outside vocational training. It is inverted in the HCIL: a higher NEET share is a
worse hamessing outcome. NEET is the most comprehensive measure of total vouth
disengagement — it captures not just the unemployed {who at least want to work) but
also those who have given up on both employment and skill-building entircly, A high
NEET rate means that the front cohort of the dividend window is neither economically
active nor investing in future capacity — a double failure of harnessing,

The 1LO (2020) identified NEET as the primary SDG labour market indicator for
youth, defining it as the proportion of young people "in a sitwation of total
disengagement from the labour market and educational system." For India specifically.
the NEET rate captures the gendered nature of youth exclusion: a large fraction of
India's female NEET population consists of young women who are neither studying
nor working due to early marriage, household responsibilities, or social norm
constraints — a structural demographic and cultural constraint on hamessing capacity
that is entirely independent of current-period GDP.

India's NEET rate in this dataset declined from 32.7% in 2000 to 23.5% in 2023 and
24.2%in 2024 — a structural improvement of approximately 9 percentage points over
24 wears, but still representing nearly one-in-four young people being entirely
disengaged. The COVID-19 shock disrupted this trend: NEET rese from 31.2% in
2019 to 30.7% in 2020, as educational institutions closed, disrupting the pathway
through which young people transition from education to employment. The post-
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COVID recovery has been rapid. with NEET returning to and then improving beyond
pre-pandemic levels by 2023,

HCI Variable Trend Analysis — India, 2000-2024

Bold = 3-yr MA | Thin = Annual | Shaded = Above/Beiow mean | Z-score (direction-aligned + imputed)
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7.4 What the HCT Composite Signal Tells Us

The HCI composite synthesises these ten structural dimensions of labour market
activation into a single annual measure of how effectively India is harnessing its
availahle dc:mogmphic c:lpac’ity. A]ligh HC score i any given year means that across
multiple dimensions simultancously, India's labour market was performing well: more
adults were participating and employed, a higher share were in salaried formal work
with lower vulnerability, productivity per worker was above the long-run average,
employment was structurally shifting out of agriculture and into industry, vouth
uncmployment and NEET rates were declining. The geometric mean's partial non-
compensability ensures that a strong performance on labour productivity — driven by
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productivity gains among a shrinking employed cohort — cannot fully offset a rising
NEET rate or stagnant formalisation.

In the regression model, the HCI coefficient tests the intermediate mechanism of the
demographic dividend: dees better labour market activation — above and beyond
demographic structure (DSI) and human capital quality (DOI) independently
predict better economic growth performance? The theoretical expectation, grounded
in Lews (1954), Mincer (1974), and Ghose et al. (2008), 1s a positive and significant
coefficient. But the India data also contains the "jobless growth” signal: if the HCI
grew slowly during the 2000-2013 period despite strong DSI improvement, the
regression would reveal that India's dividend was structurally compromised by labour
market activation failures.

7.5 Descriptive Overview of the HCI Trajectory

India's HCI composite score grew from approximately 148 in 2000 to approximately
4.02 n 2024 a substantial imp]'uvcmenL though with two notable structural
disruptions. The first is the 20002015 deceleration phase, during which the HCI grew
slowly despite rapid DS gains, reflecting the "jobless growth” episode: high GDP
growth from 2004 to 2012 that failed to generate proportionate crggdoyment, rising
youth unemployment, stagnant formalisation, and declining LFPR. The second is the
COVID-19 shock of 2020, which produced the largest single-year HCI decline in the
dataset: EPR fell, youth unemployment spiked, NEET rose, the agriculrural
employment share reversed, and labour productivity dropped a comprehensive
hamessing failure that the composite accurately registers.

The post-2019 recovery is also clearly visible: the sharp rise in salaried employment
share, the declining youth unemployment and NEET rates, the recovery in EPR, and
the continued decline in vulnerable employment collectively produce the strongest
two-year HCLimprovement in the sample from 2021 to 2023, This makes the HCI the
most structurally dynamic of the five independent indices — the one that most
faithfully tracks India's boom-and-bust labour market cyeles alongside its slow-
moving secular structural transformation.
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HCI Score — Summary Statistics (2000-2024)

Bold = 3.yr MA | Dashed = Mean | Dotted = Median | Band = Mean +/-1 SD
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7.6 Data Sources

All ten HCI variables are drawn from the following [1rim:tr3.r SOUTCES:

o [LO ILOSTAT (modelled estimates): Primary source for all ten variables in the
annual time series, ILOSTAT's modelled estimates reconcile India's PLFS, NSS
EUS, and administrative data into consistent internationally comparable annual
series,

¢  Periodic Labour Force Survey (PLFS), NSO/MoSPI: Annual primary survey
source from 2017-18% onwards for LFPR. EPR, salaried employment share, and
NEET. Provides Statement | (LFPR/WPR/UR), Statement 5 (employment by
status), and Statement 12 (conditions of employment). Annual reports available

at mospi.gov.in.
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o NSS Employment and Unemployment Surveys (EUS) — 55th, 61st, 66th,
68th Rounds: Benchmark data for 2000-2017 pre-PLFS years, accessed via
microdatagov.in. Interpolation between survey rounds uses cubic spline method
per OECD Handbook Step 3 guidance.

¢ India KLEMS Database, Reserve Bank of India: Primary source for GEYP per
person employed (labour productivity, Variable 5) and employiment elasticity of
output (Variable 6). Provides industry-level employment and GVA from [980
81 to 2023-24_ Accessed via rhiorsin.

e World Bank WDI: Cross-validation source for LFPR, vulnerable employment,
and employment by sector. ILC modelled estimates are distributed through WIN
and provide annual coverage for all years from 2000 to 2024

7.7 Variable Selection Logic and Exclusions

Following the OECD Handbook's Step 2 discipline, the final ten HC1 vaniables were
selected from a longlist of approximately 33 candidate labour market activation
indicators across six sub-domains. The key exclusion decisions confirm the
framework's rigour.

Female LEPR (FLFPR) versus Total LFPR: The original HCI reference document
included FLFPR as a separate variable from Total LFPR to capture the U-shaped
trajectory specific to women's participation, This study uses the Total LFPR {which
aggregates male and female) because the ILO modelled estimates for India’s gender-
disageregated LFPR series have known data quality limitations in the 2000-2010
period and the total series is more robust for composite construction. FLFPR is instead
captured implicitly through the LFPR and EPR trends.

Worker Population Ratio (WPR) versus Employment-to-Population Ratio
(EPR): Both measure employment absorption. WPR normalises employment by
total population (all ages); the EPR normalises by the working-age population (15+).
The EPR is preferred for the HCI because it directly measures absorption of the
working-age cohort — the demographically relevant denominator — making it
conceptually coherent with the DSI's working-age share. WPR was excluded to avoid
near-redundancy.

Labour Income Share in GDP: Excluded despite strong theoretical justification
because India's annual Labour Income Share series — derived from National Accounts
Statistics and Penn World Tables shows very low variance across the 2000-2024
period (hovering around 40-50% with minimal annual movement), contributing
insufficient signal to the composite while potentially infroducing noise from
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methodology changes in the NAS base year revisions (200405 to 2011-12 base year
transition). It is retained as 8 supplementary contexiualization variable.

Informal Employment Share (explicit) versus Vulgesable Employment Share:
Both measure labour market precariousness, The ILO's vulnerable employment senes
(own=account workers + contributing family workers) is available annually for India
from 2000-2024 without gaps, whereas the broader informal employment measure
{lacking written contract AND social security) requires PLFS microdata that is only
available from 2017 onwards, The vulnerable employment series is prefered for data
continuity across the full study period.

Youth EPR (15-29) versus Youth Unemployment Rate (15-24): The HC] reference
document included the Youth EPR (15-29) as a separate variable, This was replaced
by the Youth Unemployment Rate (15-24) in the final dataset because ILO's modelled
annual youth unemployment series is available without gaps from 2000, whereas the
youth EPR by 5-year age cohort requires PLFS data with gaps in pre-2017 years, Both
capture youth hamessing failure but through different channels — unemployment
captures active exclusion while NEET captures passive disengagement.

7.8 The HCI in the Regression Framework: Theoretical
Expectations and the Jobless Growth Paradox

In the regression model, the HCI enters as the labour activation regressor — the
variable that tests whether India's demographic dividend was actually being converted
into labour market engagement, The expected cocfficient sign is positive: years with
better labour market activation — higher participation, more formal employment,
lower vulnerability, stronger productivity, and declining youth disengagement —
should predict better comprehensive economic outcomes in the EGIL

The HCI is also where the "jobless growth" paradox of India's development trajectory
is most directly examined. If the HCDs coefficient is positive but its improvement
trajectory during the 200020135 period is flat or negative — despite strong DSI growth

the regression would reveal that the structural demographic advantage captured by
the DSI was not being ransmitted into economic outcomes through the labour market
channel. This would constitute empirical evidence for the concern raised by Dréze and
Sen (20113) — that India's growth was "enriching a tiny elite while leaving the vast
majority of working people in chronically precarious, poorly paid, and unproductive
employment.”

Together, the DSI, DQI, and HCI form a three-variable decomposition of the
demographic dividend mechanism: the DSI provides the structural potential, the DOI
measures the quality of the human capital endowment, and the HCI tests whether that
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potential and guality are actually being converted imto labour market activation. The
regression model's ability to separately identify each variable's contribution to the EGI
is the study's primary methodological innovation — and the HCI is the pivot on which
the transformation guestion turns,
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Chapter 8
The Social Development Index (SDI)

8.1 Conceptual Foundation: Sen's Capability Approach and
the Case for a Social Index

The Social Development Index (SDI) is the fourth independent variable in the
regression model, and its philosophical underpinning is the most explicit of any of the
five indices. The SDI is built directly on Amartya Sen's capability approach — the
foundational philosophical arpument, developed across [lneguality Re-examined
(1992) and Development asx Freedom (1999), that gemune development must
ultimately be measured by the real freedoms people enjoy: their ability to live healthy,
educated, safe. and dignified lives — rather than by the accumulation of financial
wealth alone, Sen's central insight is that income and GDP are instruments to human
ends, not ends in themselves. A society in which a billion people eam slightly more
but women die unnecessarily in childbirth, children cannot read after five vears of
school, and citizens defecate in open fields has not developed in any meaningful sense,
however impressive its aggregate growth statistics.

?ﬂn Dréze and Amartva Sen, in An Unicertain Glory: India and ils Comtradictions
(Princeton University Press, 2013), demaonstrate with devastating empirical precision
that India’s high GDP growth rates between 2000 and 2013 coexisted with deeply
inadequate progress on education, health, sanitation, and gender equity, creating what
they describe as an "asymmetry between India's economic growth and its social
indicators." This diagnostic makes the SDI not merely theoretically attractive but
empirically urgent: it forces the regression model 1o test whether India's social
conditions were causally enabling or constraining its economic outcomes, rather than
assuming that growth automatically produces social progress. Martha Nussbaum's
parallel capabilities framework — developed in Creating Capabilites (2011) —
reinforces this approach by identifying bodily health, affiliation, and control over ane's
environment as core human capabilities whose deprivation constitutes a form of
injustice even when national income is rising.

The SDI is strictly conceptually separated from all other independent indices. It does
not measure demographic structure (that is the DSI's domain), human capital formation
(DM, labour market activation (HCI), or macroeconomic stability (MVI1). Every SDI
variable must satisfy three conditions simultancously: it must be conceptually rooted
in established social development theory; it must be empirically independent from the
Economic Growth Index's core output variables; and it must have real, continuous,
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annual national-level data available for India from 2000 to 2024 from official and peer-
reviewed institutional sources.

8.2 The Ten Variables of the SDI: Structure and Sub-
Dimensions

The SDI aggregates ten annual
sub-domains  derived from

ymc-scrics variables for India across five conceptual
en's capability framework, the UNDP Human

Development tradition, and the Dréze-Sen diagnostics of India's social failures.

Table 7 SDX Varfadles, the sub dimensions and directiion of the variables

Sub-Domain

Direction

Prevalence of anemia among women of Health Equity Lower= better
reproductive age (% of women ages 15— {inverted)
)
mestic general government health Public Health | Higher =
penditure (% of GDP) Investment better
gll':l‘e of youth mnot in education, Female Youth | Lower= better
employment or training, female (% of Disengagement (inverted)
.g!!;ﬂ_ﬁ_m@tﬁjwﬂkﬂﬂh) | L
| School  enrollment. tertiary (gross), Gender Education Higher =
nder parity index (GPI)  Equity  better
6umen'_s share of population ages 15+ Women's Health | Lower= better
ng with HIV (%) - Mulnerability | (inverted)
nemployment, youth female (% of Female Youth  Lower= better
female labor force ages 15-24) | Labour Exclusion | (inverted)
Rape Cases (NCRB absolute count) Safety and Gender | Lower= better
: | Violence | (inverted)
| Dowry Deaths (NCRB absolute count) Safety and Gender  Lower=better
| _ Vidlence _ (inverted)
Euwrnme-t expenditure on education, Public  Education Higher =
e I Cnvestment | better
mployment to population ratio, ages Female Youth | Higher =
| 15-24, female (%) Activation better

Variables marked as "inverted" undergo direction-alignment transformation before
normalisation, ensuring that higher composite scores uniformly reflect better social

development outcomes.
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8.3 Variable-by-Variable Literature Review

8.3.1 Prevalence of Anemia Among Women of Reproductive Age (% of
Women Ages 1549)

Anemia among women of reproductive age is defined as a@nuglobin concentration
below 12.0 gfdL, and in its moderate-to-severe forms below 10,0 g/dL. It is the SDI's
most direct biomarker of structural nutritional and health equity failure — a condition
caused by chronic iron deficiency, folate and B12 deficiency, repeated parasitic
infections, and inadequate dietary diversity, all of which are outcomes of long-term
poverty, dictary deprivation, and public health system insufficiency rather than of
current=year income fluctuations, In the SDI, this variable is inverted: a lower anemia
prevalence translates into o higher SDI score.

Sen's capability approach identifies bodily health as & foundational human capability,
and the persistence of anemia among Indian women is onc of the most damaging
threats to that capability. Deaton (2003), in "Health, Inequality. and Economic
Development," establishes that "health outcomes in developing countries are
determined primanly by the level and distribution of basic social services rather than
by contemporaneous income fluctuations” — directly grounding anemia prevalence as
a struetural social variable exogenous to short-min GDP growth. Goli, Rammohan, and
Singh {2015) demonstrate empirically for India that anemia prevalence among women
is the primary nutritional pathway through which matemal health conditions translate
into infant and child mornality outcomes, making it 4 foundational structural variable
in any social development index. The Mational Family Health Survey (NFHS) series
— the pamary source for India's ancmia data — measurcs it on a 5-ycar benchmark
cyele §-3: 2005-06, NFHS-4: 2015-16, NFHS-5: 2019-21), confirming its
structural rather than eyelical character.,

India's anemia prevalence among women of reproductive age remained almeost flat in
this dataset: from 50.2% in 2000 to 49.9% around 2008-2010, before the disturbing
reversal to 53.7% by 2023, This rising trend — anemia prevalence actually worsening
over two decades of rapid economic growth is perhaps the most striking

manifestation in the entire SDI dataset of Dréze and Sen's

asymmetry between India's
economic growth and its social indicators.” India's failure to reduce anemia despite
sustained GDP growth of 6-8% per annum is a structural social failure that the SDI

explicitly captures and that the regression model is designed to test.

8. 3.2?0#:93::‘ ¢ General Government Health Expenditure (% of GDP)

Domestic general government health expenditure as a percentage of GDP measures
the share of national income that the government allocates to financing health services
— hospitals, primary health centres, immunisation, maternal health programmes,
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disease control, and public health administration. It is not a health outcome variable
(like MMR or USMR) but a social investment variable: it eaptures the political
commitment of the state to fulfilling its population's health capabilities through public
financing, In Sen's framework, public provisioning of health services is a primary
mechanism by which the state converis economic growth into human capability
expansion.

Das Tiken and Guha Pradyut (2022), in "ﬁ Puzzle ublic Health Expenditure and
Healthcare Infrastructure in India,"” demonstrate that ﬁic health expenditure in India
is the primary determinant of healthcare infrastrucrure density (hospitals, beds,
physicians) at the state level, and that infrastructure density — not household income

predicts health outcome improvements, This finding establishes that government
health expenditure is a structural policy variable that precedes and causes health
outcomes, rather than being caused by GDP growth, The endogeneity firewall is clear:
a government sets its health budget at the beginning of a fiscal year based on revenue
projections and political priorities, not in real-time response o current-year GDP
movements. Deaton (2003) reinforces this: "The most important health improvements
in India have come not from income growth per se but from the extension of public
services — immunisation, clean water, primary healthcare — to populations that had
previously been excluded

%a'x domestic general govemment health expenditure in this dataset rose from
0,85% of GDP in 2000 to 1.37% in 2022, before declining shightly to 1.30% in 2023,
The COVID-19 shock produced the most dramatic increase — health expenditure
surged from 1.04% in 2019 10 1.21% in 2020 and 1.35% in 2021 — reflecting
emergency fiscal mobilisation, not structural improvement. The broader trajectory

als India's chronic underinvestment in public health: at 1.3-1.4% of GDP, India
ﬁ_ﬁ among the lowest public health spenders in the developing world, well below
the WHO's recommended benchmark of at least 5% of GDP, and below sub-Saharan
African economies like Rwanda (4.2%) and Ethiopia (3.1 %),

8.3.3 ﬁam of Youth Not in Education, Employmeni or Training,
Female (% of Female Youth Population)

The female WEET rate the share of voung women simultaneously outside
employment, outside education, and outside vocational training — is the SDI's most
comprehensive measure of female yvouth social exclusion. Unlike the total NEET rate
(which appears in the HCI), the female NEET rate isolates the distinctly gendered
dimension of youth disengagement: young women who are trapped outside all
productive and developmental pathways not because the economy lacks jobs (that is
what youth unemployment measures) bul because social norms, early marriage,
household responsibilities, and cultural exclusions prevent them from accessing any
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structured pathway toward economic participation or skill development. It is inveried
in the SDL.

Dréze and Sen (2013) identify the systematic exclusion of women from education and
economic activity as one of India's deepest secial failures; "India's performance on
gender equity is among the worst in the world, particularly given its income level — a
reflection of deep-rooted patriarchal attitudes and inadequate public policies.” The
ILO's World Emplovment and Social Outloak (20200 identifies female NEET as the
primary SDG ® indicator for gender-inclugive development, defining young women in
the NEET category as experiencing "a situation of total disengagement from the labour
market and educational system.” Nusshaum's capability framework adds the crucial
normative dimension; a young woman in NEET status is deprived not merely of
income but of affiliation, imagination, and control over her environment — core
capabilities whose absence constitutes a form of social injustice regardless of
household mcome level.

India's female NEET rate declined from 51.7% in 2005 (the earliest data point in this
series) Lo 38.1% in 2023 and 39 4% in 2024. This improvement — a 1213 percentage
point reduction over nearly fwo decades — is a genuine structural social achigvement,
reflecting rising female sccondary enrolment, declining child marriage rates
(following the Prohibition of Child Marriage Act 2000 and enforcement efforts), and
the National Education Policy 2020's emphasis on gender-inclusive education. Yet a
female NEET rate of nearly 40% in 2024 means that four in ten young Indian women
remain entirely outside employment, education, and training — a profound structural
constraint on India's social development.

&3.%1:!1001 Enrollment, Tertiary (Gross), Gender Parity Index (GPI)

¢ Tertiary Education Gender Parity Index (GPI) measures the ratio of female to male
gross enrollment rates in tertit]ligher] education. A GPI of 1.0 indicates perfect
parity — equal proportions of men and w of tertiary-education age are enrolled
in universities and colleges. A below 1.0 means women are underrepresented in
higher education; a GPI above 1.0 means women are overrepresented. For India, this
indicator captures the most advanced stage of educational gender equity — whether
the educational improvements visible at primary level translate into genuine gender
parity at the highest level of the formal education system.

Psacharopoulos and Patrinos (2004) demonstrate that the social returns to female
education are systematically higher than to male education in developing countries,
operating through channels of reduced child mortality, lower fertility, improved
household nutrition, and greater female labour market participation, This finding
establishes female tertiary enrollment as a structural predictor of future social
outcomes — a leading indicator of the capability expansion that produces development
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gains with a 10-13 vear lag. The UNDP's Gender Inequality Index methodology (Gaye
et al, 2010y explicitly includes female secondary education attainment as a core
empowerment dimension. and the GPI for tertiary enrollment extends this into higher
education. The endogeneity firewall is clear; tertiary enrollment decisions reflect
educational investiments made 12-17 years earlier (atl primary and secondary levels),
making the GPI a structural lagged outcome of prior social investments rather than a
contemporaneous response o current GDP growth.

India's tertiary education GPlimproved from (.66 in 2000 — meaning women were
only two-thirds as likely as men to be enrolled in tertiary education — to above 1.0 by
2007, reaching 1.08 in 2018 and stabilising around 1.05-1.08 by 2023-2024. This
remarkable reversal — India's tertiary education GPI crossing the parity threshold and
females now slightly outnumbering males in higher education enrollment — is one of
the most structurally positive signals in the entire SDI dataset. It reflects the
compounding benefits of decades of fer primary and secondary education
investment, the rising social acceplance éﬁwomcn’s higher education, and the
expansion of colleges in smaller wowns and rural areas.

8 j.ﬁ’nmen 's Share of Population Ages 15+ Living with HIV (%)

Women's share of the HIV-positive population (aged 15 and above) 15 a composite
social vulnerability indicator that simultaneously captures gender-based health risk,
inequality in he arc access, and the structural social conditions — including
women's limited ability to negotiate sgfssexual practices, their economic dependence
on male partners, and their restricted aceess to HIV prevention, testing, and treatment
services — that make women disproportionately vulnerable to HIV infection, In the
SDI, this variable is inverted: a higher women's share of HIV cases indicates a worse
social development outcome.

The inclusion of this variable in the SDI is theoretically grounded in Sen's capability
approach at the most fundamental level: surviving without preventable disease is the
first capability in Sen's framework, and a rising HIV burden among women signals the
failure of social systems to protect women's most basic bodily integrity. UNAIDS
gender data confirms that women's disproportionate HI'V burden in India — women
comprising approximately 38-45% of HIV-positive adults despite lower overall
prevalence — reflects structural social inequalities in bargaining power, education,
healthcare access, and economic autonomy rather than biological factors alone. The
endogeneity firewall is robust: women's share of HIV is determmmed by long-run
siructural inequalities in gender power relations, healtheare system reach, and sexual
behaviour norms — all of which are entirely independent of year-on-year GDP
fluctuations.
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India's women's share of the HIV-positive population aged 15+ rose steadily in this
dataset from 38.3% in 2000 10 45 4% in 2024 — a consistent worsening trend that runs
counter to India's overall declining HIV prevalence. This inverse pattern — total HIV
cases falling while women's proportionate burden nises — reflects structural deepening
of gender-based vulnerability even as aggregate health indicators improve. It is the
kind of multidimensional social regression — impro; nt on aggregate metrics
masking deterioration within the gender dimension — that Sen's capability approach
is specifically designed to capture and that the SDI must encode,

8.3.6 ?fnempiﬂymm, Youth Female (% of Female Labor Force Ages
15-24)

Female youth unempl t measures the percentage of young women aged 15-24
who are mn the Iahnu:@nm — that is, actively seeking work — but cannot find
employment. It is inverted in the SDI: a higher rate represents a worse social outcome.
Unlike the female NEET rate (which gagtures total disengagement), female youth
unemployment captures young women @n are trying to enter the labour market but
are being excluded by structural barriers including labour market discrimination, skill
mismatches, patriarchal hiring practices, and the absence of safe and appropriate
employment opportunities for women in India's formal economy.

Ghose, Majid, and Ernst (2008) frame yvouth unemployment in developing economies
as driven by "skill-demand mismatches and capital intensity biases in growth,” but for
female youth unemployment specifically, the OECD (2015) establishes that "social
and cultural factors keep women outside the labour force” — making female youth
unemployment a structural-social phenomenon rather than a purely labour market one.
The ILO World Employment and Social Outlook (2020) identifies female youth
unemployment as the primary gender-disageregated labour market exclusion indicator,
noting that in South Asia, young women face a "double penalty” — both vouth
unemployvinent barriers and gender-specific exclusion from formal emploviment. Inthe
OLS framework, female youth unemployment is determined by social norms around
women's employment, employer discrimination patterns, and educational quality —
all of which are structural and predetermined relative to contemporansous GDP
growth,

India's I'cmal::{h unemployment rate rose from 19.4% in 2000 (o a peak of 25 4%
in 2018, before declining sharply (o 15.5% in 2023 and rising slightly to 17.1% in
2024, The COVID-19 disruption which raised female youth unemployment from
23.2% in 2019 10 24.9% in 2020 — and the subsequent recovery closely mirror the
pattern seen in the HCIs broader youth unemployment variable, but with distinetly
higher absolute levels: female youth unemployment consistently exceeds the total
youth unemployment rate (from the HCI dataset), confirming that voung women face
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a structurally more adverse employment environment than the overzll youth labour
marker suggests.

8.3.7 Rape Cases (NCRB Absolute Count)

Rape cascs are measured as the absolute number of cases registered u Section 376
of the Indian Penal Code (and related sections) annually, as reported by the National
Crime Records Bureau (MCRB) in its annual Crime (n fndia publication. In the SDI,
this variable is inverted: a higher count of rape cases represents a worse social
development outcome. The inclusion of gender violence data in a social development
index is grounded directly in Sen's { 1999) identification of freedom from violence and
coercion as a core capability - without personal security, all other freedoms are
curtailed - and in Dréze and Sen's (2013) explicit identification of women's safety as a
central dimension of India's social failure.

The use of reported rape cases rather than per-capita rates requires methodological
justification. In India's context, the registered count of rape cases reflects both the
actual incidence of sexuval violence and the structural willingness of survivors to report
it — with reporting rates rising when institutional confidence in the legal system
improves, when social stigma around reporting declines, and when police registration
procedures are reformed. The sharp increase from 22,172 cases in 2010 to 33,707 in
20013 and 36,735 in 2014 reflects partly the institutional effect of the 2013 Criminal
Law Amendment Act (post-Nirbhaya) — which broadened legal definitions of rape
and improved registration procedures alongside genuine increased reporting by
emboldened survivors, CREB itself notes this methodological complexity in its
Crime in India reports: " number of cases registered under rape has increased
significantly after the 2013 amendment to the Indian Penal Code." For the SDI
compaosite, both the pre-2013 and post-2013 trends are directionally consistent: higher
registered cases in any given year, controlling for the 2013 structural break, represent
a worse social safety environment for women.

MNussbaum's capability approach provides the nommative anchor: the capability of
"bodily integrity” — to be secure against violent assault — is identified as foundational
to all other capabilities. When rape cases rise, it signals a social environment in which
women's bodily integrity is systematically threatened, constraining their freedom to
participate in education, employment, and public life. India's registered rape cases rose
from 16,496 in 2000 to a peak of 38,947 in 2016 before declining to 29,536 in 2024

a post-2016 improvement that may reflect both genuine decline in incidence
(partially driven by Swachh Bharat and safety infrastructure improvements) and
methodological reporting stabilisation.
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8.3.8 Dowry Deaths (NCRB Absolute Count)

Dowry deaths — defined under Section JMBﬁ'lhe Indian Penal Code as the death of
a woman caused by burns, bodily injury, or suspicious circumstances within seven
years of marriage, where prior harassment over dowry is established — represent one
of the most direct measures of India's deepest structural social failure: the
commaodification of women within the marriage institution and the persistence of lethal
domestic violence rooted in patriarchal assct-transfer customs. In the SDI, this variable
is inverted: a higher count represents a worse social outcome.,

Dréze and Sen (2013) identify dowry deaths as symptomatic of "the systematic social
negleet of women's lives” that characterises India’s development trajectory — a form
of structural violence that is entirely independent of GDP fluctuations but deeply
reflective of the guality of social institutions, legal enforcement, gender norms, and
women's bargaining power within houscholds, The dowry system is a structural-
institutional phenomenon rooted in the cconomics of patrilocal marriage, female
educational exclusion (which historically reduced women's outside options), and son
preference — all of which change over decades of social and legal reform rather than
in response to annual income changes. In the OLS framework, dowry deaths therefore
function as a valid structural social predictor: their annual variation reflects the slow
evolution of gender norms, law enforcement effectiveness, and women's educational
and economic empowerment — not contemporaneous GDP movements,

India's dowry deaths declined from 6,995 in 2000 to 5,737 in 2024 a structural
improvement of approximately 18% ovee24 vears, driven by improved law
enforcement (Section 498A prosecutions, tection of Women from Domestic
Violence Act 2005), rising female literacy, and declining dowry demand intensity as
education-related assortative matching weakens dowry norms in urban areas. The
persistence of aver 5,700 dowry deaths annually — the equivalent of more than 15
women killed per day — is a structural social cost that India’s GDP growth statistics
entirely fail to capture, making its inclusion in the SDIa methodological necessity.

8.3.9%1’13”:#1&"! Expenditure on Education, Total (% of GDP,

Government expenditure on education as a tage of GDP measures the share of
national income allocated by the state to all levels of formal education — primary,
secondary, and tertiary — through schools, colleges, universities, and central and state
education schemes. It is the SDI's second public investment variable (alongside health
expenditure) and captures the political commiggant of the state to building the
educational foundations of human capability. ﬁ':e and Sen (1995), in India:
Economic Development and Social Opportunity, argue that "the expansion of basic
education is both a direct constituent of human capability and a powerful instrument
for achieving economic growih in a broad-based and sustainable manner” —
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establishing education expenditure as simultaneously a social development measure
and a structral driver of fulure economic capacity.

Psacharopoulos and Patrinos (2004, 2018) establish that the social ns to education
spending are highest at primary level and in low-income settings — precisely India's
situation — justifying education expenditure as a high-priority social invesiment with
5-15 vear lags before economic returns are realised. The endogeneity firewall is clean:
education expenditure in India is determined by the government's budget allocation
process (Union Budget and state budgets), structured around the Five-Year Plan (and
now NIP) cveles, and is a policy decision made in advance of the fiscal vear rather
than a real-time response to GDP fluctuations. Banerjee and Duflo (2007) confirm that
school enrollment and educational outcomes in India are driven by supply-side factors
— the government's commitment to building and staffing schools — rather than by
household income movements.

India's government cducationendilure as a share of GDP remained in the 3.1-4.4%
range over the dataset, peaking at around 44% in 2011 before declining to
approximately 3.9-4.1% in the 2015-2019 period. The absence of a clear upward trend
in education expenditure over a period of strong economic growth is another
manifestation of Dréze and Sen's diagnosis: India's growth has not awiomatically been
translated into expanded public social investment, making the education expenditure
varizhle a structurally diagnostic indicator of the state's commitment to capability
expansion.

8.3.1 ﬂgmpiaymm 1o Population Ratio, Ages 15-24, Female (%)

The female youth employment-to-population ratio (EPR) mcasures the percentage of
young women aged 15-24 who are actually employed — not merely those who want
to work (that is the unemployment rate) but those who are successfully activated into
employment. It is included in the SDM as the positive-direction social activation
counterpart to the inverted female NEET, HIV, unempl oyment, and violence variables:
when this ratio rises, il means young women are successfully moving from social
exclusion into economic pnqmion. which is the most direct observable measure of

female social emancipation in the labour market,

The inclusion of female youth EPR in the SDI rather than in the HCI requires
Justification. In the SDI, it captures the social equity dimension of female economic
activation whether India's social environment enables young women to enfer
employment — rather than the aggregate labour market absomption dimension (which
is the HCI's domain). Mehrotra et al. (2017) demonstrate that the U-shaped trajectory
of female labour force participation in India — declining from 2004 to 2018,
recovering thereafter — is driven primarily by social norms, household income levels,
and educational enrolment patterns, not by ageregate labour demand. This social
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determination makes female youtl PR a structural-social variable, The [IMB
Working Paper 699 (2024) confirms that "the gender gap in labour foree participation
is predominantly driven by supply-side factors, with gender disparities in labour
market entry rooted in  houschold-level social  dynamics rather than in
contemporaneous GDP fluctuations,”

India's female vouth EPR declined from 22.8% in 2000 to a trough of 9.4% in 2020 —
the same COVID-driven collapse seen across labour markel variables — before
recovering to 13.1% in 2024. This variahle has the sharpest declining trend of any SDI
variable through the 2000-2020 period: a fall from nearly one-in-four young women
employed to fewer than one-in-ten. This dramatic deterioration in female vouth
employment absorption — despite India's overall economic growth — is a direct
empirical manifestation of Dréze and Sen's "social development deficit and is
captured by the SDI compesite as a structural worsening that offsets gains in education
parity and public expenditure.

SDI Variable Trend Analysis — India, 2000-2024
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8.4 What the SDI Composite Signal Tells Us

The SDI composite synthesises ten structural dimensions of social development
guality imto a single annual measure of how eguitably and comprehensively India's
social infrastructure 18 enabling the human capabilities of its population — with
particular emphasis on women and vouth, whe the literature consistently identifies as
the most structurally excluded from India's growth story. A high 5D score in any given
year means: anemia among women is lower, public health and education expenditure
is higher, young women are more engaged in education and employment, higher
education gender parity is greater, HIV burden is less skewed toward women, and
gender-based violence is deelining. The geometric mean's partial non-compensability
ensures that a surge in education expenditure cannot fully offset a rise in rape cases or
dowry deaths.

In the regression model. the SDI coefficient directly tests Dréze and Sen's (2013)
hypothesis: does better social development — above and beyond demographic
structure, human capital, and labour market activation — independently predict better
comprehensive economic outcomes? The theoretical expectation from the capability
approach is a positive coefficient: societies that invest in women's health, safety, and
education, and th ogressively eliminate social exclusion. create the broad-based
human capabilir}rﬁdaﬁon on which sustained economic development is built. But
the India data contains a more nuanced story — the SDI's gender violence variables
and the declining female youth EPR create the possibility of a stagnant or slowly
improving SDI even in periods of high economic growth, directly testing whether
India's growth was socially inclusive,

8.5 Descriptive Overview of the SDI Trajectory

India's SDI composite score shows three structural features that distinguish it from the
other four independent indices. First, it is the most gender-concentrated index in the
framework: seven of the ten variables specifically measure outcomes for women,
making the SDI essentially a composite measure of India's progress on female
empowerment and social eguity. Second. it has the most contested trend:
improvements in GPL, female NEET, female youth unemployment, and dowry deaths
coexist with worsenings in anemia prevalence and women's HI'V share — creating the
within-index tension that Sen's capability appreach predicts: development that
improves some capabilities while neglecting others is not genuine development.

Third, the 2013 structural break produced by the Nirbhaya case and subsequen
Criminal Law Amendment Act creates amethodological discontinuity in the rape cases
varizble — a sharp increase from 24,923 in 2012 to 33,707 in 2013 — that must be
treated a2 a reporting-regime change rather than as a genuine social deterioration in
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the composite construction. Following OECT Handbook guidance on outlier treatment
(WNardo etal., 2008), the pre- and post-2013 segments of the rape cases series are joined
using the proportional adjustment method before normalisation.

SDI Score — Summary Statistics (2000- 2024)
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8.6 Data Sources

All ten SDI vanables are drawn from the following primary sources:

. ﬁlonal Crime Records Bureau (NCRB), Ministry of Home Affairs:
Primary source for Rape Cases (Variable 7) and Dowry Deaths (Variable 8). The
annual Crime in {ndia report provides absolute case counts under IPC Section
376 (rape) and Section 3048 (dowry death) from 1998 onwards.

s 1LO ILOSTAT (modelled estimates): Primary source for Female NEET,
Women's share of HIV population, Female youth unemployment, and Female
youth EPR.

* World Bank World Development Indicators (WDI): Source for Anemia
prevalence, Domestic govemnment health expenditure, and Government
education expenditure.
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« UNESCO Institute for Statistics (UIS) via World Bank WDI: Source for
Tertiary Education GPI (UIS.GPIA.5STE, Variable 4). Available from and

s National Family Health Survey (NFHS), HPS/MoHFW; Cross-validation
source Tor anemia prevalence, female NEET, and female youth EPR at
benchmark NFHS round years (200506, 2015-16, 2019-21).

¢ Periodic Labour Force Survey (PLFS), NSO/MoSPI: Cross-validation source
for female youth EPR and female vouth unemployment from 201 7-18 onwards.

8.7 Variable Selection Logic and Exclusions

The SDI reference document enumerated a longlist of 40 candidate variables across
six conceptual dimensions (health outcomes, education, gender equity, basic services,
poverty, and safety/governance). The final ten variables in this dataset represent the
intersection of theoretical relevance, data availability, and non-overlap with other
indices.

mterna] Mortality Ratio (MMR) and Under-5 Mortality Rate (USMR): Both are
theoretically central to the SDI framework (detailed in the reference document as
Variables 1 and 2). They are excluded from the final dataset because the SRS Special
Bulletin on MMR is published biennially rather than annually, and the annual MMR
series derived from UN MMEIG modelling shows very smooth trends with limited
annual variation — contributing insufficient discriminatory signal to the composite
relative to the measurement uncertainty involved. USMR similarly declines smoothly.
Both are used as validation benchmarks rather than composite components.

Gender Inequality Index (GII): Excluded to aveid composite-in-composite double-
counting the Gl already aggregates MMR, adolescent birth rate, secondary
education attainment, parliamentary representation, and FLFPR, and including itin the
SDI would create a methodological redundaney. Individual Gll sub-components are
more precisely targeted.

Primary Sehool GER: Excluded because India's primary GER excecded 100% by the
mid-2000s and has remained above |00%, producing near-zero variance in the
normalised series after 2005, A varable with near-zero variance contributes no
discriminatory power 1o the composite. The GPl vanable (Vanable 4) captures the
gender equity dimension of tertiary enrollment with far more temporal variation.

Multidimensional Poverty Index (MPI) headeount; Excluded because NITI
Aayog's national MPI is benchmarked only at NFHS rounds (2005-06, 2015-17,
2019-21), providing only three direct data points over the 2000-2024 sample period
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The extreme data sparsity (requiring interpolation for 22 of 25 annual observations)
violates the OECD Handbook's data quality requirements for composite construction.

Life Expectancy at Birth (LEB): Excluded from the SDI to prevent overlap with the
DQI, which already includes life expectancy among its human capital quality
variables. Including it in both indices would introduce structural multicollineanty in
the regression model.

8.8 The SDI in the Regression Framework: Theoretical
Expectations and the Social-Growth Nexus

In the regression model, the SDI tests the most contested and politically resonant
hypothesis of the entire study: whether social development conditions independently
predict economic growth outcomes in India, above and beyond demographic, labour
market, and macroeconomic variables. The expected coefficient sign from Sen's
capability framework is positive: years with better social development — lower gender
violence, rising female education parity, higher public health and education
investment, and lower female youth exclusion — should predict better comprehensive
economic outcomes in the EGI with appropriate lags.

The SDMI's role in the model is also diagnestic at a deeper level. If the SDI coefficient
is positive and significant, it would provide econometric suppaort for Sen's central claim
that social development is not merely a by-product of growth but a precondition for it.
If the coefticient is insignificant, it would suggest that in India's specific growth model
— driven by services, capital-intensive manufacturing, and IT — the depth of social
equity and female empowerment has not yet been the binding constraint on aggregate
output. And if the SDI is found to have improved slowly relative to the D81 and HCI,
it would confirm Dréze and Sen's diagnosis of the "uncertain glory™ — India achieving
unprecedented  demographic and economic  transition while leaving its most
stiructurally excluded eitizens in conditions of persistent deprivation.
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Chapter 9
The Macroeconomic Variables Index (MVI)

9.1 Conceptual Foundation: Macroeconomic Stability as a
Precondition for Growth

The Macroeconomic Vanables Index (MV1) is the fifth and final independent variable
in the regression model, and it occupies the most technically grounded position in the
entire framework. While the DSI captures demographic structure, the DO measures
human capital quality, the HCI tests labour market activation, and the SDI evaluates
social equity, the MV captures the macroeconomic environment within which all of
these forees operate. A demographic dividend cannot be realised in an economy where
double-digit inflation erodes real wages and investment returns. A skilled. socially
empowered workforce cannot generate growth i an economy paralysed by fiscal
profligacy and a banking system collapsing under non-performing  asscis.
Macroeconomic stability is not a growth driver in itself — it is the enabling condition
whose absence can neutralise every other structural advantage.

The intellectual tradition anchoring the MVI begins with Fischer (1993), whose
landmark cross-country study in the Jowrnal of Monetary Economics established that
macroeconomic stability — measured by low inflation, moderate fiscal deficits, and
avoidance of balance Uf@-‘mcnls CTiSes is a necessary condition for sustained
growth: "high inflation 15 associated with lower rates of investment and slower
growth.. . operating through factor productivity.” Barro 5), extending Fischer's
framework with NBER Working Paper 3326, confirmed that "a 10-percentage-point
increase in the annual inflation rate reduces the growth rate of real per capita GDP by
0.3 percentage points per year” — a finding subsequently replicated across dozens of
cconometric studies. Mankiw, Romer, and Weil (1992) in the Quarterly Journal of
Economics established that investment rates captured here through the MVI's
capital formation variable — are the most robust predictor of cross-country growth
differences, making them indispensable inputs to any growth accounting framework.

The MVI is built around a critical methodological constraint: it must exel 1l
varables that overlap with the Economic Growth Index (EGI), which scrves as the
dependent variable in the regression. GDP growth itself, per capita income, and output-
side national accounts varables are all excluded. What remains are the macroeconomic
inpues conditions — price stability, fiscal position, investment climate, external scctor
balance. financial system health — that precede and enable output outcomes, This
boundary is govemned by the OECD Handbook's erthogonality requirement (Nardo et
al., 2008): independent variables in a composite regression must capture distinet
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concepiual dimensions, and no variable in any independent index should be derivable
{rom the dependent variable in the same time period.

9.2 The Ten Variables of the MVI: Structure and Sub-
Dimensions

The M%aggmgalcs ten annual time-serics variables for India from 2000 to 2024,
drawn from the Reserve Bank of India (RBI), Ministry of Finance, MoSPI National

Accounts Statistics, and World Bank WDI. The ten variables span seven analytically
distinct sub-domains of macrocconomic stability and investment conditions,

Table 8 MVI Variables, the sub dimensions and divection of the variables

Variable Sub-Domain Direction
Inflation, consumer prices (annual Price Stability Lower = better
) _ (inverted)

| Gross Fiscal Deficit as % of GDP Fiscal Position Lower = better

| | (inverted)

Real interest rate (%) Monetary Intermediate

: . . Conditions | optimum
| revenue (% of GDP) | Fiscal Capacity | Higher = better
investment in nonfinancial assets Public Capital Higher = better
ol GDP) _ Formation
entral government debt, total (% of | Fiscal Lower = better

GDP) Sustainability {inverted)

| Total reserves in m s of imports  External Resilience  Higher = better

| Trade-weighted eal Effective Competitiveness Stable/moderate =
Exchange Rate (REER, Base: 2015 betier

| g4 = 100)

’_Emk nonperforming loans fo total Financial System Lower =  betfer
gross loans (%) - Health | (inverted)
Exchange Rate Volatility Currency Stability | Lower = better

(inverted)

"

Variables marked as "inverted" undergo direction-alignment transformation before
normalisation. The real inferest rate is treated with a band-optimum approach; very
high real rates signal monetary tightening that suppresses investment; very negative
real rates signal financial repression: moderate positive real rates (2-5%) signal a
healthy monetary environment.
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9.3 Variable-by-Variable Literature Review

9.3.1 Inflation, Consumer Prices (Annual %)

Consumer Price Index (CPI) inflation rate measures the percentage change in the
average price level of a fixed basket of household goods and services from one year to
the next. It is the MVI's primary price stabilitpgdicator and is inverted: higher
inflation contributes a lower MVI score. In India, Reserve Bank of India formally
adopted flexible inflation targeting in February 2015 with a target of 4% CPIl and a
£2% tolerance band; before 2015, price stability policy was guided by the WPI. The
CPI is used here rather than WPI because it more accurately reflects the cost of living
for households and is methodologically continuous with the post-2013 regime.

Fischer (1993) established the canonical causal finding: "inflagon is negatively
associated with growth...operating through factor productivity,” wath the direction of
causality rumning frompdnflation to growth cutcomes rather than the reverse. Bamo
(1995) quantified this: a 10 percentage point increase in annual inflation reduces real
per capita (GDP growth by (1.3 percentage points per year, Srinivasan, Jain-Chandra,
and Ramachandran (2009) confirmed using Granger-causality tests for India that CPI
inflation Granger-causes industriglmgutput, but not the reverse — precisely the
direction required to use inflation a5 a predetermined right-hand side variable in the
OLS framework. In India, nflation is determined by monetary policy settings, supply-
side shocks (monsoon failures, global crude oil prices), and wage-price dynamics —
not by last years GDP growth rate.

India's CP1 inflation in this dataset displays three structurally distinct phases. The first
is the low=inflation period of 2000-2007 {ranging from 3.8% to 6.4%), reflecting the
commuadity price calm of the early 2000s and strong agricultural supply. The second
is the high-inflation episode of 2008-2014, peaking at 11.99% in 2010 — a period of
food price inflation driven by supply-side agricultural shocks and rising global
commadity prices that severely damaged India's macroeconomic environment and
contributed to the growth slowdown. The third is the post-inflation-targeting period
from 2015 onwards, in which CPI inflation was brought progressively within the 4
6% band, with the COVID-14 year (2020) showing a temporary spike to 6.6% before
returning to 4.9% in 2024, The decade-long high inflation episode is the MVI's most
diagnostic macroeconomic failure signal for the 2008-2014 period.

9.3.%m5‘s Fiscal Deficit as % of GDP

The Gross Fiscal Deficit (GFD) measu he difference between total government
expenditure and total non-debt receipts, expressed as a percentage of GDP — the
annual borrowing requirement of the central government. It is inverted in the MVI: a
higher fiscal deficit contributes a lower score. India's Fiscal Responsibility and Budget
Management (FRBM) Act of 2003 mandated a long-run target of 3% of GDP,
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reflecting the political commitment to fiscal consolidation after the unsustainable
deficits of the late 1990s,

Reinhart and Rogoff (2010), in their landmark American Economic Review study
"Growth in a Time of Debt,” show that the causality runs from fiscal deficits to growth
outcomes through crowding-out and interest-rate channels — not the reverse. Tanzi
and Zee (1997) in IMF Staff Papers demonstrate that "fiscal deficits crowd out private
investment through their effects on interest rates,” establishing fiscal deficit as a
structural input variable. For India specifically, Rangarajan and Srivastava (2005). in
Economic and Political Weekly, show that fiscal consolidation in the post-FRBM
period (2004-2008) key enabling condition for the high-growth decade — the
falling deficit allowed inierest rates to decline, reducing the cost of private investment
and expanding the credit available to the productive sector. The budget is set months
before the GDP outcome for that year is known, making the deficit a policy-
predetermined variable relative to the EGLL

India's fiscal deficit trajectory in this dataset traces the full eyele of India's fiscal policy
history over the study period. The deficit fell from 5.5% of GDP in 2000 to its lowest
point of 2.53% in 2007, reflecting the dividend of the FRBM consolidation. The global
financial crisis reversed this sharply 10 6.0% in 2008 and 6.5% in 2009, as the
government launched a Keynesian stimulus that proved difficult to wnwind. The
COVID-19 shock produced the dataset's most dramatic observation; 9.16% in 2020,
the largest fiscal expansion in post-independence India. The post-COVID
consolidation to 4.75% in 2024 marks an ongoing but incomplete return to FRBM-
compliant territory.

9.3.3 Real Interest Rate (%)

¢ real interest rate is the nominal interest rate adjusted for inflation: it measures the
actual cost of borrowing in terms of purchasing power, or equivalently, the real return
to lending. giblee Fisher equation relates them: Real Rate; = Nominal Rate, — m,
where my is the CPIinflation rate. For the MV, the real interest rate operates within a
"band-optimuge framework rather than a simple directional rule — very high real
rates suppress investment and growth by raising the cost of capital; very negative real
rates signal financial repression and contribute to misallocation of savings; moderate
positive real rates (approximately 2-5%) indicate a healthy monetary environment that
rewards saving without penalising investment.

The theoretical foundation comes from the neo-Fisherian framework: Fisher (1930} in
The Theory of lnterest established that real intereat rates reflect the intertemporal price
ol consumption the rate at which economic actors willingly defer present
consumption for future consumption. Taylor (1993), in his foundational paper in the
Carnegie-Rochester Conference Serfes, formalised the central bank's real rate
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adjustment rule; ﬂ central bank raises the real rate when inflation exceeds its target
and lowers it when output falls below potential. This makes the real rate a policy
instrument — a macroeconomic conditioning variable — rather than an output. Kapur
and Mohan (2014), i IMF Working Paper WP/14/68, document the monetary
transmission mechanism in India specifically, showing that the RBI'S real rate
decisions feed into investment and credit growth with 2—4 quarter lags.

India's real interest rate in this dataset shows the inverse mirror of the inflation
trajectory: real rates were high in 20002004 (7-8.6%), compressed and turned
negative during the high-inflation episode of 2010-2011 (reaching —1.98% in 2010),
and recovered to a healthy 5-7% mange in the post-inflation-targeting period. The
negative real rate of 2010 — when CPI inflation at 11.99% vastly exceeded nominal
lending rates — represents a period of inadvertent financial repression that penalised
savers and distorted investment allocation toward inflation hedges (gold, real estate)
rather than productive capital, This is precisely the macroeconomic distortion that the
real interest rate variable in the MVI captures.

9.3.4 ﬁx Revenue (% of GDP)

Tax revenue as a percentage of GDP measures the state's capacity to finance puhblic
expenditure without resorting to debt — the fiscal underpinning of a sustammable
macroeconomic environment, A higher tax-to-GDP ratio signals a stronger state that
can fund infrastructure, public health, cducation, and administrative capacity without
chronic deficit financing. It is one of the most fundamental indicators of a state's

developmental fiscal cepacity and is included in the MV1 as a higher-is-better variable.

Tanzi and Zee (1997) in fMF Stafi’ Papers establish that tax revenue is a primary
determin { long-run fiscal sustainability — not just as a deficit offset, but as a
signal of The administrative capacity of the state and the depth of its formal economy.
For India specifically, Srinivasan (2003} in the Brookings lndic Policy Forum
identifies the chronically low tax-to-GDP ratio (approximately #-10% historically) as
one of India's most binding fiscal constramnts, limiting public investment, social
spending, and counter-cyclical capacity. The structural improvement in tax revenue
from approximately 8.1% in 2001 to 129 in 2018 — driven by GST implementation,
improved direct tax administration through the PAN-Aadhaar linkage, and
formalization of the economy — represents a genuine improvement in India's fiscal
capacity that the MV captures as a positive macroeconomic development.

India's tax revenue-to-GDP ratio in this dataset rose from 8.8% in 2000 to a peak of
12.0% in 2018, reflecting three structural improvements: the rationalisation of excise
and customs duties following WTO commitments, the expansion of the service fax
base {especially post-2005), and the transformative impact of GST introduced in July
2017 on the formalization of the indirect tax base, The post-2019 data has gaps in the
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dataset, reflecting the methodological transition from pre-GST to post-GST revenue
classification in official accounts. The 12% peak in 2018 is diagnostic — even at its
highest, India's tax-to-GDP ratio remains below the OECD average of approximately
34%, and below Brazil {33%). South Africa (28%), and China (20%), revealing the
persistent low-fiscal-capacity constraint that limits India's ability to finance social and
physical infrastructure.

9.3.5 R’ﬂ Investment in Nonfinancial Assets (% of GDP)

Net investment in nonfinancial assets as a percentage of GDP measures the
government's net acquisition of fixed assets — buildings, infrastructure, machinery,
and cquipment — after accounting for depreciation and disposals. 1t is the MVI's

measure of the government's physical capital investment intensity: how much of GDP
the public sector is channelling into productive infrastructure that expands the
economy's physical capacity. It is included as 2 higher-is-better variable.

Mankiw, Romer, and Weil (1992) in their foundational QOuarterly Jowrmal of
Economics paper establish that the inveslmuw[mru of GDP is the most robust
predictor of cross-country growth differences; "an increase of 10 percentage points in
the investment share raises the steady-state income by roughly 20 percent” For the
public investment component specifically. Aschauer (1989) in the Journal of Monetary
Econamics provided the empirical foundation for the "public capital hypothesis"
that government infrastructure investment has siﬂﬁuaﬂl positive  productivity
externalities for private sector output, with elasticities of output with respect to public
capital estimated at 0.39, Balakrishnan and Parameswaran (2007), in Economic and
Palitical Weekly, document the role of public investment acceleration in India's post-
2000 growth — identifying the surge in infrastructure spending from 2004-08 under
the National Highway Development Programme and PMGSY as a key enabling
condition for the high-growth decade.

India's net investment in nonfinancial assets in this dataset shows substantial volatility
— ranging from slightly negative values (periods of net disposal or depreciation
exceeding gross additions) to a high of 0L.89% of GDP in 2022, The predominantly low
and occasional ly negative values in the 2006-2019 period — when gross public capital
formation rose but net investment remained small due to high capital stock
depreciation — reflect the twin problems of infrastructure maintenance deficit and the
GFCE-GFCF composition of public expenditure in India, where revenue spending
(salaries, subsidies, transfers) has consistently crowded out capital expenditure.

9, 3.?Cemmf Government Debt, Total (% of GDP)

Central government debt as a percentage of GDIP measures the total outstanding stock
ol accumulated government borrowing relative to the size of the economy — the fiscal
stock legacy variable. Unlike the fiscal deficit {a flow), debt is a stock: it is the

144 |Page




cumulative sum of all past deficits minus all past repayments, and it determines the
government's fulure interest burden, its sovereizn credit rating, and its remaining fiscal
space for counter-cyvclical policy. It is inverted in the MV a higher debt ratio
contributes a lower score,

Reinhart and Rogoff (2010) provide the canonical reference for debt's growth impact:
periods of high indebtedness are "associated with a higher incidence of defaulting or
restructuring domestic or external debt." Cecchetti, Mohanty, and Zampolli (2011), in
BIS Working Paper 352, extend this finding: "when govemment debt re ¢ B3% of
GDP...it becomes a drag on growth." The endogeneity firewall is robust: the debt-to-
GDP ratio at any point in time is the accumulated product ofall prior budget decisions

it is overwhelmingly a historical stock variable that cannot be causally determined
by this year's GDP growth, Reinhart and Rogoff (2010) explicitly treat debt as a
predetermined conditioning variable in their growth regressions. The Domar
sustainability Wition formalises this: the debt ratio follows the dynamic d = d(r —
) + p, where 7 1s the real interest rate, g 1s the real growth rate, and p is the primary
deficit — establishing that the current debt ratio is a function of the history of r. g.
and p, not of current-year output.

India's central government %t-ro-GDP ratio declined from 55% in 2000 to a low of
approximately 46.5% in 2018 a structural improvement driven by the combined
effect of high GDP growth (denominator expansion) and post-FRBM fiscal
consolidation (deficit reduction), The COVID-19 shock reversed this dramatically: the
deficit widened to 9. 16% of GDP in 2020, pushing the debt ratio back above 55%. The
dataset’s post-202 1 missing values for this variable reflect the transition in MoF debt
reporting methodology following the adoption of IMF Government Finance Statistics
(GFS) 2014 standards, which broadened the coverage of liabilities, The values
available through 2018 provide a complete picture of the structural trajectory over the
study's high-information period.

9.3.9 Total Reserves in Months of Imports

Foreign exchange re s expressed in months of import cover measure the stock of
forcign currency assgf:ﬁld by the Rescrve Bank of India as a buffer against external
shocks, normalised by the economy's import financing need. The IMF's conventional
minimum adequacy benchmark is 3 months of import cover; the Greenspan-CGuidotti
rule adds that reserves should also cover all short-term external debt, It is included as

a higher-is-better variable.

Obstfeld. Shambaugh, and Taylor (2010) in the American Economic Jowrnal:
Macroeconomics cstablish that "countries hold intcrnational rescrves for financial
stability motives..as a buffer against sudden reversals of capital flows,
demand driven by financial openness and the size of the domestic financial system

" with reserve
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not by GDP growth, Aizenman and Lee (2007), in Open Ecanomies Review, document
that precautionary reserve accumulation in emerging markets is driven by vulnerability
1o balance of payments crises (the "war chest" motive) and by mercantilist exchange
rate management both of which are autonomous monetary authority decisions
independent of contemporaneous outpul. India's reserve accumulation history is a
textbook illustration: the 1991 balance of pavments crisis, when reserves fell below 3
weeks of import cover, was the defining macroeconomic shock that motivated the
reserve accumulation strategy of the 19205 and 20008, Mohan {2009), in BIS Papers,
documents the evolution of RBI's reserve management strategy from a pure liquidity
buffer to a broader financial stability instrument.

India's foreign exchange reserves i months of import cover rose from 6.1 months in
2000 to a peak of 129 months in 2020, reflecting the RBI's systematic accumulation
of reserves during periods of current account surplus and strong capital inflows. The
20200 peak reflects both the RBI's emergency reserve draw-up and the collapse of
imports duting COVID-19 lockdowns (which mechanically increased the months-of-
cover ratio), The post-2020 gradual decline toward 7.5 months in 2024 reflects import
recovery and some reserve drawdown to defend the rupee during the 2022-2023 global
dollar strengthening episode. At 7.5 months, India remains well above the IMF's
minimum adequacy threshold, reflecting a fundamentally robust external position
relative to the 2000 baseline.

9.3.8 Trade-Weighted ?ea! Effective Exchange Rate (REER, Base:
2015-16 = 100)

€ Real Effective Exchange Rate (REER) measures India's exchange rate against a
trade-weighted basket of 36 major partner currencies, adjusted for relative inflation
differentials — the most comprehensive measure of India's external price
competitiveness. An index value above 100 indis that the rupee is stronger in real
terms than the 2015-16 baseline, making Indian exports relatively more expensive for
foreign buyers and imports relatively cheaper. An index below 100 indicates real
depreciation, boosting export competitiveness. For the MV, a siable REER near the
long-run equilibrium represents the best macroeconomic outcome; large appreciations
or depreciations both signal macroeconomic imbalances.

Dornbusch ( ). in the Journa! of Political Economy. established the theoretical
foundation: "the exchange rate is an assel price.. determined by expectations about
future monetary policy rather than by current goods market conditions.” Goldberg and
Knetter (1997) in the Jouwrna! of Economic Liverature confirm that "real exchange rate
changes reflect a combination of monetary policy, productivity shocks, and
international capital flows — they are not passively determined by output.” For India,
Pattnaik, Subhadhra, and Bhatt (2006), in Economic and Political Weekly, document
the RBI's managed float regime — in which the nominal exchange rate is guided by
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the RBI through reserve operations while the REER fluctuates with relative inflation
establishing that REER is a policy-conditioned macroeconomic variable rather than
a GDP-determined outcome.

India's REER in this dataset was not available for 20002004 (reflected as missing
values in the early years), then ranges from approximately 90 in the 20062010 period
(a period of real depreciation reflecting high Indian inflation) to 100105 in the 2015
2022 period following inflation targeting, The 2017 value of 105.5 represents the
highest REER in the dataset — meaning the rupee was most expensive in real terms
in that year — reflecting the combination of low global inflation (which mechanically
appreciated the REER) and RBI's managed float. The 2024 value of 105.6 suggests
continued mild real appreciation, raising questions about export competitiveness that
the MVI's composite structure captures through the interaction with the exchange rate
volatility variable.

9.3.9% Nonperforming Loans to Total Gross Loans (%)

The bank NPL ratio measures the percentage of total gross loans in India's banking
system that are classified as non-performing — meaning borrowers have not made
principal or interest payments for 90 days or more. It is the MVT's financial system
health indicator and s inverted: a higher NPL ratio contributes a lower MVI score.
Banking sector health is a macroeconomic precondition for growth because a system
paralysed by bad loans is unable to extend fresh credit to productive investment,
creating a credit crunch that suppresses capital formation independent of monetary
policy setlings.

King and Levine (1993) in the Quarterly Jowrnal of Economics — " Schumpeter Might
Be Right" — establishgglthat financial intermediation efficiency is a causal driver of
growth: "a higher level of financial development is positively and robustly correlated
with economic growth, physical capital accumulation, and economic efficiency
imp(uvemmts_" Levine, Loayza, and Beck (2000) in the J:mrm@.(' Monetary
Economics confirm using instrumental variable methods that "the exogenous
compenent of financial intermediary development is positively and robustly correlated
with economic growth” — establishing the causal direction from financial health to
growth. India's NPA erisis of 2015-2019, when gross NPAs of scheduled commercial
banks rose from approximately 2.4% in 2008 0 a peak of approximately 9.97% in
20017-2018, was a direct cause of the "twin balance sheet” problem that suppressed
private investment and contributed to the growth slowdown precisely the
macroeconomic mechanism the MV captures.

India’s NPL ratio in this dataset rises from 2.4% in 2008 to a peak of 9.97% in 2017,
before the 1BC (Insolvency and Bankruptcy Code 2016) and the RBI's Asset Quality
Review (AQR 2015) began their structural clean-up work. By 2023, the NPL ratio had
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declined dramatically to 1,72% the lowest in the entire dataset — reflecting the
successful resolution of stressed assets through the IBC process and the capital
recapitalisation of public sector banks. This dramatic inversion — from near-crisis
levels in 2017 wo the healthiest banking system in the dataset's history by 2023 — is
the MVI's most structurally optimistic signal in the final years of the sample, and it
aligns with India's post-2019 growth recovery.

9.3.10 Exchange Rarte Volarifity

Exchange rate volatility measures the degree of short-run fluctuation in the INRUSD
exchange rate — operationalised here as the standard deviation of monthly INRUSD
cxchange rates within cach calendar year, It is inverted in the MV higher volatility
contributes a lower score. Exchange rate volatility is distinct from the REER level: an
exchange rate can be consistently overvalued {(high REER) but stable, or it can be at
the right equilibrium level but subject to sharp unpredictable swings, The latter is
particularly damaging for firms that make long-tenm investment decisions, for trade
invoicing. and for the pricing of import-dependent inputs.

Cioldberg and Knetter ( 1997) establish that exchange rate uncerfainty reduces trade
flows by raising the effective cost of export contracts and impart procurement — a
finding corroborated for India by Panagariyva (2008) in fndia: The Emerging Giant,
which identifies exchange rate instability as one of the deterrents to India's
merchandise cxport competitiveness relative to China, Bhattacharya and Kar (2006),
in fndian Economic Review, confirm for India that exchange rate volatility reduces the
predictability of import costs and export revenues, suppressing both trade-criented
investment and the willingness of foreign investors to enter India on FDI terms
(because their returns, once converted back to dollars, become uncertain). The RBI's
managed foat is partly motivated by precisely this arsument — smoothing volatility
to reduce its deterrent effect on trade and investment, even at some cost to long-run
equilibrium adjustment. India's exchange rate volatility in this dataset shows high-
volatility episodes concentrated in specific macro-stress years: 2007 (8.74, capital flow
surge during the India-specific FDI boom), 2009 (11.26, global financial crisis
aftermath and sharp rupee depreciation), 2012 { 14.50, the dataset's peak, reflecting the
rupee crisis and CAD widening), and 2013 (966, continuation of the taper tantrum
episode). The post-2016 period shows structurally lower volatility — ranging from
0,25 1n 2021 (exceptionally stable vear within COVID capital controls) to 6.34 in 2022
(global dollar strengthening episode). By 2024, volatility had fallen to 1.30 — the
second lowest in the dataset — reflecting the RBI's more active management of the
exchange rate corridor and reduced speculative pressure.
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MVI Variable Trend Analysis — India, 2000-2024

Bold = 3-yr MA | Thin=Annual | Shaded = Above/Below mean | Z-score (direction-aligned + imputed)

FX Volatility (Std Dev] 5 A — L
B e , . :

o

o Non-Perforing Loans (% Total o 3

Feal Efecive Exchangs xats R | G WS S —

e ey e———— "

Forelgn Exchanga Reserves [LUSD Bn)

Government Debt (% GDF) —-—ﬁ?ﬁvw’_ﬂ

[

Met Investment (% GOP) 0 H
[ w9
Tax Ravenue (% GOP) sl o —\‘__!_c'
o o S s R ” =

Real Intevest Rate (%) .

Gross Fiscal Deficit (% GOP)

e W—M-\v‘-‘(
L In% :
. —

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
Year

Figure 1 MV variables Trend Analyss (2000 - 2024)

9.4 What the MVI Composite Signal Tells Us

The MVI composite synthesises ten structural dimensions of India's macroeconomic
environment into a single annual measure of whether the macroeconomic conditions
prevailing in each year were enabling or constraining for investment, trade, and
financial intermediation, A high MV score in any given yearmeans: inflation was near
target, the fiscal deficit was manageable, real interest rates were in the healthy band,
tax capacity was growing, public capital investment was positive, government debt
was sustainable, foreign exchange reserves were comfortable, the REER was broadly
competitive, banking NPLs were low, and the exchange rate was stable. The geometric
mean's partial non-compensability ensures that a surge in foreign reserves cannot fully
compensate for o peak in NPLs or a sharp exchange rate depreciation episode.
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In the regression model, the MV coefficient tests the most conventionally economic
hypothesis in the study: does a better macroeconomic environment — independently
of demographic. labour market, and social conditions — predict better economic
growth outcomes? The theoretical expectation is a positive and significant coeflicient:
years of macroeconomic stability should predict higher EGI values. But the India data
contains an important complication — several of the most rapid economic growth
years (2003-2008) coincided with moderately high and rising fiscal deficits, elevated
NPLs, and an appreciating REER. If the regression reveals a positive but smaller-than-
expected MVI coefficient, it would suggest that India's growth during this period was
partially achieved despite, rather than because of. macroeconomic conditions — a
finding that would confirm the role of the demographic and labour activation variables
(DSl and HCI) as the primary growth drivers.

9.5 Descriptive Overview of the MVI Trajectory

India's MVI composite score over 2000-2024 traces the couniry’s macroeconomic
Jjourney through three distinct regimes. The first is the fiscal consolidation and stability
phase of 2004-2007: the FRBM dividend brought the fiscal deficit to 2,5% of GDP,
real interest rates were moderate, reserves were building, and NPLs were declining
following the post-2000 banking clean-up. This period produces the highest MVI
scares in the first half of the dataset.

The second is the macroeconomic deterioration phase of 20082014 the éqnbal
financial crisis stimghas blew the fiscal deficit to 6%, high food price inflation turned
real rates negative, current account deficit widened to 4%+ of GDP, and NPLs began
rising as infrastrueture loans soured. This is the MVI's worst-performance period
and it coincides with India's growth slowdown from 9%+ to 5—6% — providing early
signal of the positive correlation the regression will capture.

The third is the gradual stabilisation and reform phase of 2015-2024: inflation
targeting browght CPI within the band, the IBC/AQR reformed the banking system,
GST improved tagecapacity, FRBM consolidation resumed, and exchange rate
volatility declined. The COVID-19 vear (2020) produces the sharpest single-year MV]
deterioration in the dataset — fiscal deficit at 9.16%, inflation at 6.6%, NPLs ticking
up, reserves peaking on import collapse — followed by one of the strongest MVI
recoveries in the dataset's history from 2021 to 2024,
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MV Score

MVI Score — Summary Statistics (2000-2024)
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Figure 12 MVI Deceripive Staristics (2000 - 2024)

9.6 Data Sources

All ten MV variables are drawn from the following primary sources:

217

Reserve Bank of India — Handbook of Statistics on the Indian Economy
(HSIE): Primary source for CP1 Inflation, Real Interest Rate, Foreign Exchange
Reserves, REER, NPL Ratio, and Central Government Debt.

Ministry of Finance — Union Budget Documents and FRBM Repors:
Primary source Tor Gross Fiscal Deficit, Tax Revenue (Receipt Budget), and Net
Investment in Nonfinancial Assets (Capital Account of Central Government).

MoSPI — Nagianal Accounts Stafistics (NAS): Cross-validation source for
fiscal variables as % of GDP. (nominal GDP)

World Bank World Development Indicators (WDI): Cross-validation source
for CPI Inflation, Fiscal Deficit, Central Government Debt (Tax Revenoe, and
NPL Ratio.
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s RBI Financial Stability Report (FSR): Biannual source for Banking Sector
MNPL ratios, cross-validated with W DI series. NPL data for scheduled commercial
banks ( gross NPA to gross advances) available from 2005 onwards in FSR.

¢ [MF International Financial Statistics (IFS): Cross-validation for Real
Interest Rate, Current Account Balance, and REER.

9.7 Variable Selection Logic and Exclusions

The MV reference document enumerated a longlist of 36 candidate variables across
seven sub-domains. The final ten variables represent the intersection of theoretical
centrality, data continuity, and non-overlap with the EGL

Gross Capital Formation (GCF % GDP) versus Net Investment in Nonfinancial
Assets: The MV refggggee document's original framework included GCF as V4. This
dataset instead uses ‘@invesmm in noenfinancial assets (% of GDPY' — a narrower
measure focusing on the government's net acquisition of public fixed assets, which is
conceptually more distinet from the EGI's private investment varinbles. The net
investment variable is also less directly correlated with contemporaneous GDP growth
(because it captures public sector capital spending decisions made through budget
allocations, not private sector investment responses to output signals), providing a
cleaner causal structure.

Gross Domestic Savings Rate: The reference document's V3 (GDS rate) is not in this
dataset because MoSPI's household savings estimates are available only at 5-vear
National Accounts benchmark revision intervals with significant revisions between
editions. The annual series derived from WDI is based on the national accounts identity
GDS = GDP — Final Consumption, making it too mechanically related to GDP to
serve as an independent predictor. It 1s replaced by the tax revenue and public
investment variables, which capture fiscal capacity more cleanly.

FDI Net Inflows % GDP: Excluded from this dataset because the DPIT FDM series
shows significant structural breaks at points of defimtional change (BPMS o BPM6
transition in 2012, equity-reinvested earnings reclassification). The exchange rate
volatility and REER wvariables collectively capture the external macroeconomic
environment more robustly.

Current Account Balance % GIDP: Not in this dataset because the CAB is partially
collinear with the fiscal deficit through the "twin deficit” hypothesis (Bhattacharya and
Kar, 2006) — including both would introduce multicollinearity. The fiscal deficit,
REER, and foreign reserves variables collectively capture the external-fiscal
interaction more cleanly.
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Domestic Credit to Private Sector % GDP: Excluded to avoid near-collinearity with
the NPL ratio — when NPLs are high, credit growth is suppressed, creating a
mechanical nagative correlation. The NPL ratio is preferred as the more direct measure
of banking sector health relevant to investment enabling conditions.

9.8 The MVI in the Regression Framework: Macroeconomic
Stability and Growth

In the regression model, the MV tests the most diggetly tested proposition in
development economics: that macroeconomic stability 15 a necessary — though not
sufficient — condition for sustained growth. The expected coefficient sign is positive:
years with better macroeconomic conditions (lower inflation, lower fiscal deficit,
healthier banks, stable exchange rate, stronger reserves) should predict higher EGI
values. This is the most "conventional” expectation in the model — the one for which
the prior literature provides the strongest pre-existing empirical consensus.

The MV is also the index most likely 1w reveal regime-specific effects in the
regression. The structural break in India's monetary framework — the adoption of
inflation targeting i 2015 changes the character of the nflation variable's
relationship to other macrogconomic outeomes. I the regression is run over the full
2000-2024 period. the pre-targeting and post-targeting periods may generate different
coefficient estimates, suggesting the value of a structural break test (Chow test) at
2015, 1f the MV coefficient is large and significant, it would confirm Fischer's (1993)
and Barro's (1995) foundational proposition in the specific context of India's
development experience. If it is small or insignificant relative to the DSI and HCI
coefficients, it would suggest that India's growth performance has been more
constrained by demographic and labour market activation failures than by
macroeconomic instability — a finding with direet implications for economic policy
priorities.
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Chapter 10
Results and Discussion

10.1 The Model at a Glance

The central empirical exercise of this study is a time-series OLS regression in which
India's Economic Growth Index (EGI) is regressed on five compesite independent
indices — the Demographic Structure Index (DS1), the Demographic Quality Index
(DI, the Harnessing Capacity Index (HCL), the Social Development Index (SDI),
and the Macroeconomic Vanables Index (MVI) — across 25 annual observations from
2000 to 2024. The full estimated model is:

EGl, = fi; + 4.10 DS, — 3.40 DQI, + 0.56 HCI, — 0.23 SDI, + 0.19 MVI, + &,

The model explains 73.5% of the annual variation in India's multi-dimensional
economic growth performance (R* = 0755, adjusted R*= 0,686, F = 11,75, p< 0.001).
HC1 heteroskedasticity-consistent (White) robust standard errors were applied w all
coefficient estimates to ensure that inference is valid in the presence of non-constant
residual variance a standard precaution in time-series regressions involving
composite indices with stroctural trend components. Residuals are normally
distriggded (Shapiro-Wilk p = 0.817) with no severe serial correlation confirmed via
both the Breusch-Godfrey LM test and the Ljung-Box porimanteau test.

This is an exceptionally strong fit for a4 25-observation time-series model with five
predictors. The F-statistic of 11.75 — significant at p < 0.001 — confirms that the five
indices jointly explain statistically significant variation in EGI scores far beyond what
would be expected by chance. The adjusted R* of 0.686, which penalises for the
number of predictors relative o observations, confirms that the explanatory power is
substantive rather than the mechanical artefact of over-fitting. Before turning to the
coefficient-hy-coefficient discussion, it is important to orient the reader to the key
finding that the results will elaborate: only two of the five indices — DSI and DQI —
achieve statistical significance at conventional thresholds. And of these two, the signs
are diametrically opposite in their implications for India’s development story.

10.2 Regression Results
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Table ¥ Reyression Results Table

Coefficient Direction p-value

| Constant (f.) = = = =
DSI - Demographic  —4.10 Positive | p=0.01 k¥t Highly
| Structure ! I I significant
DQI - Demographic  -3.40 Negative ED.OI ] Highly
| Quality | | | signi ficant
HC1 - Harnessing -0.56 Positive | p =030 Not significant
Capacity | | |
SD1 - Social -023 Negative  p =030 Not significant
| Development | |
MVI - =019 Positive  p > 0.30 Naot significant
Macroeconomic
Variables | | |
| R 0.755 F=11.75 p < 0.001
Adj. R* 0.686 Shapiro- (Normal
Wilk p = residuals)
0.817

The table immediately crystallises the model's central finding: India's economic
growth over 20002024 was statistically dominated by two opposing demographic
forees — the size and structural quality of its population age distribution ( DS], positive
and highly significant) and the human capital quality of that population (DQI, negative
and highly significant). The instifutional and macrocconomic channels — labour
market activation (HCI), social equity (SDI), and macroevonomic stability {MV]) —
failed to achieve statistical significance in this period, revealing that they have not vet
broken through as independent growth drivers when demographic forees dominate the
model.

10.3 The DSI Result: Demographic Structure as the Primary
Engine

The DS coefficient of +4.10 (p < 0.01) is the most powerful and most expected result
inthe model. It confirms, with strong statistical authority, that India's economic growth
over 2000-2024 was primarily driven by the structural improvement in its population
age distribution — the expansion of the working-age share (from 60% to 68%). the
decline in age dependency (from 64% to approximately 48%), the fall in fertility, and
the deceleration of infant mortality. For every one-unit improvement in the DSI
composite score, the EGI score increased by 4.10 units, holding the other indices
constant. This is the largest coefficient in the model by a wide margin, and its
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significance at p < 0,01 means the probability that this relationship is a statistical

artefact is less than 1 in 100,

is result is in precise alignment with the foundational theoretical predicpiag of
Elmm and Williamson (1998), wh owed for a panel of Asian economies %
one percentage point increase in the working-age population growth rate was
associated with a 1.46 percentage point increase in GDP per capita growth." The DSI
coctlicient here is larger — reflecting the compounding cffect of the composite's
broader age structure variables — but its direction, significance, and theoretical logic
are exactly as predicted. Kelley and Schmid 005), examining 88 developing
countries over 1960-1995, sin&ﬂy find that the "age structure transition” is the
primary demographic driver of econamic growth, Ajar and Mody (2011, applying
this framework specifically to India's states, find that "the demographic dividend could
add about 2 percentage points per vear to the growth rate over the next two decades”
— an estimate the DSI's positive cocfficient in this model broadly validates at the
national level.

The practical meaning of this coefficient is concrete. India's DSI composite score rose
from 2.04 i 2000 {o 4.42 in 2024 — an improvement of 2.38 points over the study
period. Holding other indices fixed, this improvement alone would be associated with
a 410 x 238 = 9.76 unit increase in EGI score more than the entire observed
range of EGI values in the dataset (3.07 to 5.89 = 2.82 units). This demonsirates that
the DSI's long-run structural trend is the single most powerful predictor of India's
growth trajectory across the full 2000-2024 period. The fact that the EGI's actual range
1s smaller than this predicted effect s precisely because the DQU's negative coefficient
offsets a significant portion of the DSI's growth-enabling force the central
diagnostic finding of the model.

The DSI's dominance also reflects a methodological reality of the composite index
design: the DSI captures slow, monotonic, structural demographic trends — working-
age expansion, fertility decline, urbanisation — that move consistently in one direction
over the 25-year study period. This means it also captures the time trend in the data.
The regression's high R* is partly attributable to this time-trending property of the DSI,
which should be transparently acknowledged. The Breusch-Godfrey test for serial
correlation in residuals — which tesis whether the OLS coefficient estimates are
contaminated by auto lated error — was applied precisely to diagnose this
concern, and ils fnilurc(@eject the null of no serial correlation provides reasonable
assurance that the DSI coefficient is not purely spurious,
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10,4 The DQI Result: The Paradox of Educated
Underemployment

The DQI coefficient of —3.40 (p < 0.01) is the most intellectually provocative result in
the model, and it is the finding that most directly addresses the thesis’s central question:
"India's Demographic Dividend — Potential Wasted or Promise Fulfilled?” The
negative sign on DQI means that, controlling for the demographie structure
improvement (DSI) and the other indices, vears in which India’s human capital quality
was higher — more life expectancy, more mean years of schooling, lower stunting,
higher immunisation coverage, better sccondary and tertiary enrolment — were
associated with Jower multi-dimensional economic growth performance (EGI), not
higher.

This is not a counterintuitive result in the sense of contgagicting standard cconomics.
It is, rather, a precisely quantified expression of what Dréze and Sen (2013) in An
Uhcertain Glory call India's "missing middle": the observation that India has made
progress on human development indicators while simultaneously failing to create the
employment and institutional conditions that would allow that human capital to be
productively absorbed. The mechanism is not that education makes people worse at
generating growth, The mechanism is that education raises people's reservation wages
and their occupational aspirations, but when the labour market lacks the formal sector
jobs to absorb them, educated workers experience protracted unemplayment, informal
employment in below-qualification roles, or simply exit the labour force altogether —
all of which depress the HCI's employment absorption, job quality, and vulnerability
indicators, and through them, the EGL.

The timing of the DQI's trend makes the mechanism even clearer. The DO rose from
1.36in 2000 to 4.36 in 2023 — a nearly three-fold improvement — while the EGI rose
from 3.07 w approximately 4.5 over the same period, with significant volatility. The
periods of highest DQI improvement (the post-2015 phase of rapid education
expansion, tertiary enrolment growth, and immunisation coverage) coincided with the
EGl's structural stagnation phase (2015-2019), when GDP per capita growth
maoderated, manufacturing value added declined, and investment slowed. This co-
movement is what the DOI coefficient captures: the years in which India invested most
heavily in human capital quality were not the years in which that investment translated
into broad economic growth,

Majumder (2013), in a comprehensive review of India's employment structure,
explicitly identifies "the growing gap between educational attainment and employment
quality” as a defining structural dysfunction: more educated workers entering
agricultural and informal employment, not because they prefer it, but because the
formal sector has not expanded last enough to absorb them. Marois, Bélanger, and
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288
Lutz {2022}, projecting India's demographic future, argue that "the product vil}rgpar:l

of human capital improvements is conditional on the development of a matching
formal employment sector” — which is precisely the HCI's role in this model. The
DOI's negative coefficient is the quantitative measure of this conditionality failing in
India's actual experience over 2000-2024,

[t should be noted that the DOT's negative coefficient does not imply that India should
stop investing in health and education. What it implics is preciscly the opposite: the
investment in huiman capital has been successful — successfully producing a better-
educated, healthier, longer-lived workforce but the institutiomal architecture to
employ and reward that workforce has not kept pace. The negative DQI coeflicient is
not a case for less education: it 1% an indicment of India's failure to create the
employment and industrial ecosystem that would turn human capital investment into
growth returns, This is the "potential wasted" verdict of the model.

10.5 The HCI Result: Labour Market Activation Has Not
Broken Through

The HCI coefficient of +0.56 (p = 0.30) is positive in direction but statistically
msignificant al conventional thresholds (p < (0L05 or p < (0.10). This means that the
maodel cannot confidently distinguish the HCI's contribution to EGI variation from
zero, given the available 25 annual observations. The positive sign is theoretically
correct better labour market activation (higher LFPR, higher employment
absorption, lower wvulnerability, higher productivity, more nop-agricultural
employment, lower yvouth unemployment) is associated with higher multi-dimensional
economic growth but the effect is not large enough. consistent enough, or
statistically separable from the DSI's dominant effect to register as independently
significant,

The HCI's insignificance does not mean labour market quality is unimpertant for
growth. Several interpretation layers are relevant. First, the HCLimproved very slowly
and steadily over the study period — from 2,06 to 4.11, a steady +0.068 points per
year — while EGI showed more volatility (the COVID-19 shock, the 2008 crisis, the
2003-2007 boom). A slowly trending variable cannot explain the higher-frequency
variation in the dependent variable. Second, the HCI is partially collinear with the DSI:
as the working-age share expands (DSI improves), labour force participation rates tend
to mechanically change, ereating overdap between the two indices' information
content. When collinearity is present, the coefficient estimates of each collinear
variable become individually unstable even if their joint effect is well-estimated, Third,
the HCl's positive sign — and the DQI's negative sign — together imply a
complementarity: the data suggests that labour market activation guality (HCI) is
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working in the right direction, but its effect is being overwhelmed and masked by the
structural human capital absorption failure (DQI).

The substantive message of the HCI's insignificance is important for policy. India's
employment story over 2000-2024 is one of slowly improving labour market metrics
— falling agricultural employment share, rising productivity, some formalisation —
but these improvements have been insufficient in magnitude and pace to register as an
independent growth multiplier. Blomm et al. (1999, 2004} specifically predict thai
"demographic dividends require supportive labour market institutions 1o materialise”

the HCI's near-zero contribution in this model means those insliﬁtions have been
moving in the right direction but not with enough force or speed o convert India's
demographic advantage into a compounding growth dividend.

10.6 The SD1 Result: Social Equity Stagnation

The SDI ceefficient of -0.23 (p > 030) is negative, small, and statistically
insignificant, The negative sign is unexpected from a pure theory standpoint — social
development (better gender equity, lower viclence against women, higher female
emplovment, greater public health and education investment) should positively
contribute to growth through the gender dividend, expanded female labour force
participation, and the productivity gains from inclusive growth. But the SDI's negative
sign — though statistically indistinguishable from zero — invites discussion.

The most plausible interpretation is that the SDI is capturing the persistent faflure of
social equity in India rather than its success. As Chapter 8 showed, the SDI composite
has moved within an extremely narrow band (2.84 10 3.83) over the entire study period

a coefficient of variation of just 6.3%, the lowest of all six indices. The SDI barely
moved, either up or down, over 25 years. A variable with so little variance contributes
very little w explaining EGI variation regardless of its true causal relationship with
growth. The regression's inability to identify a positive SDI coefficient is therefore less
a finding about social equity's irrelevance to growth and more a statistical consequence
of the SDI's neat-total time-invariance.

What the SDI's near-stagnation signals is nevertheless highly iflcam for India's
development narrative. Dréze and Sen's (2013) central argument in An Uncertain
Gilory is that India's growth paradox — rapid GDP growth coexisting with poor social
outcomes — is itself a sign of structural institational failure. The SDMI's near-zero
improvement over 2000-2024 en dimensions including female anemia prevalence
{still among the highest in the world at approximately 53%), dowry deaths, and female
NEET rates confirms that India's economic growth has not been soeially inclusive in
any meaningful sense. The SDI's insignificance in the regression is the statistical
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manifestation of the equity-growth disconnect that Dréze and Sen documented
qualitatively.

10,7 The MVI Result: Macroeconomic Stability as a
Background Condition

The MWVI coefficient of +0.19 (p = 0.30) is the smallest coefTicient in the model in
absolute value. 1t is positive in direction — consistent with Fischer's (1993) and Barro's
(1995) theoretical prediction that macrocconomic stability 1s a growth enabler — but
statistically insignificant. The positive sign confirms that years with better
macroeconomic conditions (lower inflation, lower fiscal deficit, healthy banking
system, stable exchange rate. stronger reserves) were associated with marginally
higher EGI scorcs — but this association is not strong enough to be statistically
distinguished from zero in this sample.

Three interpretation layers explain the MV1's insignificance. First, the MW itself is a
relatively stable index — its coefficient of variation is only 8.6%, the second lowest
among all six indices. India's macroeconomic environment, despite periodic shocks
(2008 crisis, 2012 rupee crisis, 2020 COVID), maintained a broadly consistent level
of stability throughout the study period. A stable variable cannot explain variation in
the dependent variable. Second, the MV T's stability thesis is specifically confirmed by
its own frajectory: macroeconomic conditions were broadly supportive throughout, but
their supportiveness was more a floor (a necessary condition for growth to occur at all)
than a ceiling-determinant (an active driver of growth variation), The MV1's positive
but insignificant coefficient is consistent with Fischer's (1993) framing of macro
stability as a "necessary but not sufficient” condition: India's macro environment has
never been sufficiently bad enough for long enough periods to independently destroy
growth. Third, the MVT and DSI may partially overlap in their time trends: both were
broadly improving over 2000-2024, making their independent contributions difficult
to disentangle statistically in a 25-observation sample.

The MVI's insignificance does not contradict the macroeconomic stability literature,
The 2008-2014 period — when the MV fell to its lowest scores due to double-digit
inflation, widening fiscal deficit, and rising NPLs — was preciscly the period of India's
most pronounced growth slowdown, exactly as the positive MV coefficient predicts.
The regression cannot reach statistical significance for this relationship, but the
directional evidence from the most important macrogconomic stress episode in the
dataset is consistent with Fischer's prediction.
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10.8 Diagnestic Tests and Model Robustness

Normality of Re als. The Shapiro-Wilk test retums p = 0.817, strongly confirming
that the model's residuals are normally distributed. This is a prerequisite for valid
inference in OLS regression with small samples (n = 25). The failure to reject
normality means that t-statistics and p-values used to assess coefficient significance
are reliable.

F:r]al Correlation. The Breusch-Godfrey LM test for serial correlation in residuals
— ghaprimary concern in time-series OLS with trending composite variables — failed
to reject the null hypothesis of no autocorrelation. The Ljung-Box Q test similarly
confirmed no significant autocorrelation structure in the residuals. This provides
important assurance that the DS coeflicient, which tracks the time trend in the data
most closely, is not entirely a product of spurious time-series co-trending.

Heteroskedasticity. HC robust standard errors (White correction) were applied to all
coefficient estimates. This 15 a standard adjustmentgbgr time-series regressions where
the residual variance may change with the level of the dependent variable or the
explanatory variables. The application of robust standard errors means that the
reported p-values and significance levels are valid ewven if the residvals are
heteroskedastic.

Multicollinearity. The five independent indices — DSI, DQI, HCL, SDI, MVI — are
all composite measures constructed fom different variables covering different
conceptual dimensions. As discussed in Chapters 5-9, theige construction was
specifically designed to minimise overlap. However, given the lime-serics nature of
the data and the fact that several indices share a common positive time trend
(particularly DSI, DQL and HCIL), some degree of multicollinearity is inherent. The
VIF (Variance Inflation Factors) were computed for all five indices; no VIF exceeded
the conventional threshold of 5, confirming that multicollinearity — while present —

does not fatally compromise the coefficient estimates.
Structural Breaks. The study period contains two major exogenous shocks — the

2008 Global Financial Crisis and the 2020 COVID-19 pandemic — and one major
institutional reform — the 20135 inflation targeting adoption. A Chow test for structural
break at 2008, 2015, and 2020 was considered. The COVID-19 year 2020 produces
the model's lagest residual — the observed EGI decline of that year (driven by the
GDP per capita collapse of —6.69%) is larger in magnitude than the five indices would
predict, confirming that the pandemic constitutes a genuine exogenous shock that falls
in the error term & t. Structural break testing at 2015 for the MV1 (reflecting the
inflation targeting regime change) was not pursued due to the degrees-of-freedom
constraint at n = 25, but represents an important direction for future research.
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10.9 The Central Finding: Quantity Over Quality in India's
Growth

The model's central finding is that India's economic growth over 2000-2024 has been
primarily driven by the numerical and structural advantage of its demographic
transition (D51, +4,10) while simultaneously being constrained by its failure to
productively absorb and deploy its improving human capital (DQI, —3.40). The
institutional and macroeconomic channels — labour market activation, social equity,
and macroeconomic stability have been moving in broadly the right direction
(positive HC1 and MV signs, negative but negligible SDI) but have not yet achicved
the statistical independence and magnitude of effect needed to constitute independent
growth drivers.

This finding can be erystallised in a single phrase borrowed from the study's own title:
India has harnessed the grantity of its demographic dividend but has wasted its guality.
The DSI's positive and dominant coefficient confirms that the demographic window

the expanding working-age share, the falling dependency burden — has generated
real, significant, measurable growth benefits, In this sense, the promise is partially
fulfilled: India's growth performance over 2000-2024 has been substantially better
than a counter-factual India without a demographic transition would have achieved.
The DOQI's negative and equally dominant coefficient, however, confirms that the
parallel investment in human capital quality — the rising education, the declining child
maortality, the improving nutrition — has not translated into higher growth. In this
sense, the potential has been wasted: the quality dimension of the dividend has been
squandered in a labour market unable to absorb it

This is the Indian paradox at its most precise empirical formulation. It is not thagkndia
grew slowly — it averaged 4.71 on the EGI composite, consistent with being one of
the world's fastest-growing large economies across the study period. It is that India
grew predominantly through the scale advantage of its population structure while its
human capital investments accumulated without economie return. A couniry that can
sustain growth by sheer demographic scale alone will eventually exhaust that
advantage — the demographic window closes, the age dependency ratio begins rising
again, and the first dividend ends. When that happens, the second dividend
sustained growth through human capital productivity — must be ready o take over.
The DQU's negative coefficient in this model wams that the second dividend's
foundations are not vet in place.
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10.10 Implications for Hypothesis Testing

This study's core hypothesis, stated in Chapter 1, was: "fndia s demographic dividend
translates info higher ecopomic growtl only when it &5 supported by demographic
guality, strang labowr market activation, social equity, and macroeconomic stabifig."
The regression results partially confirm and partially complicate this hypothesis.

Confirmed: The hypothesis correctly predicted that demographic structure alone
(DS would be insufficient to fully explain India's growth — the DQI'S significant
negative contribution demonstrates that structure and quality have operated as
offsetting forces, exactly as the conditional dividend literature {Bloom et al., 1999;
Tain et al., 2020) predicts,

Complicated: The hypothesis predicted posirive contributions from DOI, HCL, SDI.
and MYI — improved quality and institutional conditions should support growth. The
DOI's actual regative contribution is more disturbing than the hypothesis anticipated.
1t 15 not that quality failed to support growth; it 15 that quality actively offset i, because
the institutional infrastructure needed to absorb quality gains was not in place. This is
a stronger indictment of India's development model than the hypothesis foresaw.

Not confirmed: The hypothesis that labour market activation (HCI), social equity
(SDI), and macroeconomic stability (MVI) would each make statistically significant
positive contributions is not confirmed by the regression. Whether this reflects a
genuine absence of these effects in the India data, or a statistical limitation arising from
the 25-observation sample, the collinearity of trending indices, and the dominance of
the DSL, is a question that requires further investigation with longer panels, subnational
data, and instrumental variable approaches.

10.11 Connection to Prior Literature

The results situate this study firmly within — butalso beyond — the existing empirjsal
literature on India's demographic dividend. Aivar and Mody (2011) estimate that 'Ele
demographic dividend could add about 2 percentage points per year to India's growth
rate” — the DSI's +4.10 coefficient, when translated into the actual per-unit
improvement in India's demographic structure over the study period, produces an
estimated contribution broadly consistent with this order of magnitude. Bloom,
Canning, and Malaney (2000) establish for East Asia that "the demographic dividend
explained ong-third of the East Asian economic miracle” — this stady's finding that
the DSI alone explains a dominant share of EG1 variance is the India-specific analogue
of this finding.

Where this study departs from and extends the prior literature is in the quantification
of the negative quality offset. No prior study in the Indian context has simultancously
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constructed composite indices for demographic quality and demographic structure and
submitted them to a joint regression against a multidimensional economic growth
outecome. The DQI's ~3.40 coefficient is therefore a novel empirical contribution: it is
the first quantified estimate, within a composite index framework, of egree to
which India's human capital quality improvements have been offset by the failure of
the labour market and institutional svstem to absorb and reward them.

The result also speaks dircctly m@n's{l??.‘ﬂ) capabilitics framework, operationalised
in Development ws Freedon: "development consists of the removal of various types of
unfreedoms that leave people with little choice and little opportunity to exercise their
reasoned agengyi The DOI's negative coefficient is, in Sen's terms, evidence that India
has expanded the capabilities of i1s people (better health, more education) without
removing the unfreedoms (lack of jobs, institutional exclusion, skill mismatches) that
prevent those capabilities from being converted into economic achievement. The
expansion of human development without the removal of structural unfreedoms is. in
Sen's framework, precisely the development failure that the model's results quantify.
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Chapter 11
Conclusion and Policy Recommendations

11.1 Returning to the Question That Opened the Study

When this study opened with the question — fndia's Demographic Dividend: Potential
Wasted or Promise Fulfilled? — it was not framing a rhetorical dilemma. Ita'is posing
the most consequential development policy question that India has faced in the post-
reform era: whether the largest youth bulge in human history would be transformed
into sustained and broad-based economic growth, or whether it would dissipate into
the underemployment, structural frustration, and wasted human capital that
demographic opportunity windows, once closed. never reopen. The regression moedel,
the composite indices, and the 25 years of empirical evidence assembled in this study
now provide an answer — not an abstract ong, but a precise, quantified, multi-
dimensional verdict, The verdict 15 a fragmented dividend.

India has captured the demographic dividend's first and most automatic dividend
the growth boost from working-age expansion, falling dependency, declining fertility.
and rising urbanisation. The D8I cocfficient of +4.10 (p < 0.01) is the statistical
measure of this capture: the structural demographic transition has been the dominant
driver of India’s economic growth performance over 2000-2024, contributing more to
EGI variation than any other factor in the model, The demographic window has been
open, and soms of its benefits have flowed through. In this sense, the promise has been
partially fulfilled.

But the DO coeflicient of —3.40 (p < (.01) — simultancously large, significant, and
negative — records the fragmentation, The same years in which India's human capital
was improving most — more educated workers, healthier children, better immunised
communities, more years of schooling — were not the years in which India's multi-
dimensional economic growth was highest. The economy was growing because of the
scale of its population base, not because of the guality of its workforce. Better-
educated workers poured into a labour market that could not absorb them into
productive, formal, adequately remunerated employment. The DQI's negative
contribution is the quantified indictment of this failure: the potential has been built and
then wasted, decade by decade, because the institutional architecture to convert human
capital into economic value was never constructed at sufficient scale or speed.

The institutional channels labour market activation (HCI, +0.56), social equity
(SDI, —0.23), and macrocconomic stability (MV1, +0.19) — were not statistically
significant in the regression. They have been moving, broadly, in the right directions
— the HCT and MVI with positive signs, the SDI with a near-zero drift — but they

165 |Page




have not yet broken through as independent growth multipliers. They remain
background conditions rather than active engines, This is not cause for complacency
about these channels; it is cause for urgent action. because their current statistical
insignificance reflects not their irrelevance but their insufficiency.

11.2 The Core Conclusions of the Study
The study's empirical findings can be stated as five interlocking conelusions, each
derived directly from the index trajectories and regression results.

First conclusion: India's demographic window has generated real growth
benefits, but those benefits Mlow predominantly from structural quantity, not
developmental quality. The working-age share rose from 60% to 68%, dependency
fell sharply, fertility declined, and urbanisation advanced — all captured in the DSI's
more-than-doubling from 2.04 to 4.42_ These structural improvements explain the
dominant share of India's EGI variance. The first demographic dividend has been
substantially, if not fully, realised.

Second conclusion: India's human capital quality improvements have not
translated into growth because the labour market failed to absorb them
productively. The DI rose from 1.36 to 4.36 — a three-fold improvement in health,
education, nutrition, and skills indicators — vet its regression coefficient is negative
(—3.40, p < (LO1). This is the study’s moest significant finding: India has successfully
built human capital but has failed to deploy it. The skills produced by India's expanding
cducation system arc mismatched to the jobs the economy offers. The health
improvements and literacy gains that should be raising worker productivity are being
dissipated in underemployment, informal employment, and educated unemployment.
The second demographic dividend — the long-run productivity gains from a skilled,
healthy, human-capital-intensive labour force — has not materialised.

Third conclusion: India’s labour market activation capacity (HC1) has improved
but has not vet become an independent growth driver. The HCI doubled from 2,06
to 4.11 over the study period, with positive trends in wage employment share, labour
productivity. and sectoral transformation. But its regression coefficient (+0.50, p =
0.30) is not statistically significant. Labour market improvements are happening
the rising wage employment share, the dechning agricultural employment share, the
formalisation impulse of the post-2017 period — but they remain too slow, too fragile,
and too insufficient relative to the scale of the labour market absorption challenge
created by 10 million new entrants per yvear,

Fourth conclusion: India's social equity performance (SDI) is the most
structurally stagnant dimension of the entire development framework. The SDI's
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coefficient of vanation of 6.3% the lowest of all six indices means that female

anemia, gender-based violence, female NEET rates, and the gender gap in economic

participation have barely moved in 25 years. The negative drift of ~0.012 points per

year means that on some social equity dimengians, India has actually regressed. This

is the equity face of the fragmented dividend: economic growth has not been inclusive,

and the social conditions that would enable women — half the demographic dividend
to contribute to economic growth remain structurally unreformed.

Fifth conclusion: Macroeconomic stability (MV1) has been a consistent
hackground enabler but has not been a sufficient growth catalyst on its own. The
MWI's modest but consistent positive drift (+0.019 points per year) confirms that
India's macrocconomic management has been broadly competent. Inflation targeting,
fiscal consolidation, reserve accumulation, and the post-IBC banking sector
improvement have created a supportive macroeconomic environment, But stability is
a floor, not an engine: it creates the conditions in which demographic and human
capital investments can compound into growth, but it cannot substitute for the
structural reforms labour market, manufacturing, social equity that would
activate those investments.

11.3 Answering the Central Question

Has India harnessed its demographic dividend? The answer, in full, is this: India has
harnessed the quantity dimension of its demographic dividend and wasted the quality
dimension. It has benefited from the mechanical growth anthmetic of a large and
expanding workforce with a falling dependency burden, but it has not built the
institutional architecture — in labowr markets, manufacturing, skills systems, and
social equity that would convert the rising quality of its human capital into the
productivity and wages and consumption growth of a second, sustained demographic
dividend.

This is the Indian paradox, precisely stated. India is one of the fastest-growing large
eeonomies in the world. And vet its manufacturing value added share has declined
from 15.9% to 12.6% over the study ggeiod — structural deindustrialisation in the
middle of the demographic window. Its Temale labour force participation rate is among
the lowest in Asia. Its youth unemployment is rising. [ts NEET rate for young women
exceeds 40%. Its private sector investment rate pzaked in 2007 and has not recovered.
The fast growth and the deep structural dysfunctions are not contradictory facts —
they are the same fact, expressed from different angles. India grows fast because its
demographic scale produces a mechanical growth dividend even in the absence of
quality utilisation. The dysfunctions are precisely the evidence that the quality
dimension is being wasted.
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The demographic window does not remain open indefinitely. India's old-age
dependency ratio — currently low and decliping — will begin rising by the mid-2040s
in most projections. When that happens, the first demographic dividend ends. The
growth contribution of the DSI — which has been the dominant engine of India's
growth for 25 years — will reverse direction. At that point, the only available engine
of continued growth will be total factor productivity — the efficiency with which
India's workforce, capital stock, and technology combine to produce output. That
productivity is built now, in the years remaining in the demographic window, by
investing in skills, manufacturing, social equity, and institutional quality. If the DQI's
negative coefficient persists — if human capital investments continue to be wasted in
labour market absorption failures — then when the DSI's contribution diminishes,
there will be nothing structural to replace it.

11.4 Strategic Policy Recommendations

The conclusions above generate a hierarchy of policy recommendations, ordered by
structural urgency and grounded in the regression evidence. The three most critical are:
pivoting the education system toward employability, scaling labour-intensive
manufacturing and agro-processing, and overhauling the institutional architecture of
the labour market, Each addresses a different channel through which the fragmented
dividend can be repaired.

11.4.1 Pivot to Employability: Closing the Skill-Industry Gap

The DQU's negative coefficient is, at its core, a skills mismatch problem. India's
education system has expanded enrolment tertiary gross enrolment rose from
approximately 10% to 30% over the study period but enrolment growth has
outpaced the ercation of jobs requiring the skills that expanded enrolment produces.
The result is a growing stock of degree-holders unable to find employment matching
their qualifications, and a persistent shortage of workers with the technical, vocational,
and industry-specific skills that growing scctors actually need.

The policy response requires going far beyond incremental curriculum reform. ﬁ:
National Education Policy 2020 1s a conceptually ambitious reform — its emphasis on
foundational literacy and numeracy, flexibility in higher education pathways, and
integration of vocational education into mainstrearm schooling is theoretically well-
directed. But NEP 2020's implementation timeline extends to 2030-2040, and its
benefits will not materialise within India's remaining demographic window unless
implementation i1s dramatically accelerated and coneretely monitored. Specifically, the
vocational and technical enrolment share — which the DOQI tracks — must rise
substantially from its current level. Industry-aligned apprenticeship programmes,
modelled on Germany's dual education system and adapied for India's informal sector
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conditions, should be scaled through the Apprenticgship Act (amended 2014) with
enforceable targets for large and medium cntcrprises.% National Skill Development
Corporation (NSDC) and the Skill India Mission must be measured not by enrolment
targets but by post-training formal employment placement rates — the only metric that

directly addresses the DQI-EGI absorption gap.

Majumder (2013) identifies the specific sectors in which this skill gap is most acute:
manufacturing, construction, healtheare, and financial services arc all growing scctors
with persistent skilled-labour shortages, even as aggregate graduate unemployment
rises. Targeted skill development programmes for these sectors with direct
emplover invalvement in curriculum design and placement — would address the DOI's
negative coefficient directly, by ensuring that the human capital India is producing is
absorbed into  productive employment rather than dissipated in  educated
underemployment.

11.4.2 Labour-Iniensive Growth: Manufacturing and Agro-Processing

The study's most structurally alarming finding is that India’s manufacturing value
added share has declined from 15.9% 10 12.6% of GDP over the entire study period —
deindustrialisation in the middle of the demographic window. Rodrik's (2016)
"premature deindustrialisation” thesis applies with particular force to India: unlike East
Asian economies that absorbed surplug agricultural labour into manufacturing before
transitioning to services, India has moved workers out of agriculture primarily into
construction and low-productivity, informal services — sectors that generate
emplayment but produce minimal productivity improvement or wage growth.

Reversing this trajectory requires an explicit industrial policy commitment to lahour-
intensive manufacturing — not the high-technology, capital-intensive manufacturing
favoured by programmes like PLI (Production Linked Incentive) in electronics and
semiconductors, which create few jobs per unit of investment, but the labour-intensive
sectors — garments and textiles, leather goods, food processing, agro-processing, light
engineering — that historically absorbed tens of millions of workers across South
Korea, Taiwan, Bangladesh, and Vietnam during their demographic transitions. The
PLI  scheme, while waluable for building strategic industrial capacity,
disproportionately targets capital-intensive sectors. A parallel set of PLI-equivalent
incentives specifically targeting labour-intensive industrics — with employment-per-
rupee-of-investment as the primary selection criterion — would address the HCI's
statistical insignificance by generating the scale of formal employment absorption that
would make labour market activation a statistically significant growth driver.

The agro-processing opportunity deserves particular emphasis. India is the world's
second-largest agricultural producer, yet its agro-processing sector contributes only
approximately 8-9% of manufacturing value added — a fraction of what it contributes
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in countries like Thailand, Malaysia, and Brazil, which have built large, emplo}'mﬁ'nh
intensive food processing industries. Expanding cold-chain infrastructure, reforming
the APMC Acts to allow direct farmer-processor linkages, and incentivising food
processing clusters in Tier-2 and Tier-3 aties would simultaneously absorb rural
surplus labour, raise farmer incomes, and diversify the manufacturing base —
addressing the SDI's rural poverty dimension while improving the HC1's employment
absorption indicators.

11.4.3  Institutional  Overhaul: Labour Market Reform and
Formalisation

The HCI's statistical insignificance — its failure to register as an independent growth
driver despite its positive coefficient — reflects a labour market architecture that is
structurally unable to absorb India's demographic scale a pace and quality the
dividend requires. The labour market reforms embodied in the four Labour Codes
consolidating 44 central labour laws into four comprehensive codes covering wages,
industrial relations, social security, and occupational safety — are potentially
transformative if implemented with full state compliance. As of the study's end date
(2024), the Labour Codes remained largely unimplemented in practic, ause the
majority of states had net netified their implementing rules under the Industrial
Relations Code and the Code on Social Security.

Full implementation of the Labour Codes — particularly the threshold revisions that
reduce the compliance burden on small and medium enterprises, the extension of
Employees' Provident Fund coverage to all wage workers, and the rationalisation of
dispute resolution mechanisms — would directly improve the HCL by raising the
formal employment share, reducing vulnerable employment, and extending social
security coverage to the approximately 450 million informal workers currently
excluded from all formal protection. Bloom, Canning, and Sevilla (2003) establish that
formal employment with social security coverage generates significantly higher
savings rates and investment levels than informal employment — making labour
market formalisation a direct mechanism for activating the savings channel of the
demographic dividend, which the study shows has weakened from its 2010 peak of
34.4% GDP to approximately 28.6% in 2024,

Beyond the formal legislative framework, active labour market policies publicly
funded job placement services, unemployment insurance piloted for the formal sector,
portability of social security benefits across employers — are essential to reducing the
transaction costs of worker mobility and matehing. India's current absence of' a federal
unemployment insurance system means that workers who lose jobs bear the full
adjustment cost individually, creating strong incentives for precautionary employment
in low-productivity informal work rather than the productive job search that would
raise economy-wide matching efficiency. A carefully designed, fiscally sustainable
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unemployment assistance scheme madelled not on European passive benefit
systems but on South Korea's active labour market policy approach — would reduce
this friction and improve the EGPs GDP per capita growth and consumption
dimensions stmultaneously.

11.5 The Danger of Inaction: A Time-Bound Window

The demographic window is not permanent. This is existential urgency that
undergirds every recommendation in this chapter. India's total fertility rate has declined
to approximately 2.0 births per woman at or near replacement level, The birth rate
continues to fall. The working-age share, having risen from 60% to 68% over the study
period, will begin plateaning and eventually reversing as the children of the 1990s-
2010s fertility decline reach working age and I#ohoﬂ of retiring workers grows, UN
population projections for India suggest that the old-age dependency ratio currently
approximately 10% will reach approximatety 20% by 2050 and 30% by 2070, The
DSI's positive contribution to growth will diminish progressively as this transition
proceeds.

This means that the policy window for activating the quality dividend the DOQI's
trapped potential is finite. Every year that passes with the DOQI's negative coefficient
persisting is o year in which India's improving human capital is wasted in structural
absorption failures that compound over time. A young person who enters the labour
market in 2026 without a productive formal sector job, and who spends the first five
years of their working lifc in informal, below-qualification employment, loscs not just
those five years of camnings but the skills accumulation, social networks, and career
progression that formal sector early employment provides. This is the individual-level
manifestation of the DOQI's aggregate negative coefficient: the economy's failure to
absorb educated workers is not merely a statistical result it is millions of individual
lives in which human potential is systematically thwarted.

Jain, Khanna, and Bhattacharya (2020) model the consequences of India's
demographic window under different policy scenarios. In their high-investment
scenario with strong skill development, manufacturing expansion, and female labour
force cipation increases India's growth rate in 2030-2040 could be 2-3 percentage
points higher than the business-as-usual trajectory. In their low-investment scenario
with continued skill mismatches, weak manufacturing, and persistent female exclusion
the same working-age population produces much weaker growth, and the period of
maximum demographic advantage passes without proportionate development gains.
The DQI's negative coefficient in this study's regression is precisely the empirical
evidence that India, in 2000-2024, was closer to the low-investment scenario than the
high-investment one.
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11.6 Limitations and Directions for Future Research

This study has demonstrated the power and analytical purchase of a composite index
framework for measuring India's demographic dividend. It has also inevitably
confronted the limitations of that framework. Four limitations are worth recording
explicitly, both as qualifications to the findings and as invitations for future research,

Subnational heterogeneity. This study treats India as a single observation in each
year. But India is 36 states and union territories with dramatically different
demographic profiles Kerala and Tamil Nadu, which entered the demographic
transition in the 19705 and are now approaching the end of therr demographic window,
face completely different policy imperatives than Bihar and Uttar Pradesh, which are
still in the early phases of fertility decline with voung. rapidly growing working-age
populations. Aiyar and Mody (2011) demonstrate that the demographic dividend has
been highly uneven across Indian states. A subnational panel extension of this study
applying the same six-index framework to 20-25 large states from 2000 to 2024 would
praduce far richer and more policy-relevant estimates of the DSI-DOI interaction and

the HCI-EGI relationship.

Causality and endogeneity. The OLS regression framework employed in this study
is appropriately transparent about its limitations: it establishes association, not
causation. The DSI's positive coefficient and the DQU's negative coefficient are
compelling correlational findings, but they do not establish definitively that
demographic structure causes higher growth or that human capital quality causes lower
growth. The DQI's negative sign could partly reflect reverse causality — in years of
slower economic growth, the government invests more in education and health as a
counter-cyclical response. creating a negative contemporanepus correlation between
DO and EGL without implying that human capital investment reduces growth.
Addressing this would require instrumental varighle estimation using exogenous
variation in India's demographic and educational policies state-level literacy
campaigns, district-level school construction programmes as instruments for the DQI
and DSL

The time horizon of human capital returns. The DO1's negative coefficient may also
partly reflect the long and variable lag between human capital imvestment and
sconomic return. Mincer (1974) establishes that the returns to schooling are realised
over a 3040 year working life, not in the year of graduation. A child immunised in
2005 enters the workforce in 2023; a child educated 1o secondary level in 2010 reaches
peak earnings in 2040, The DOQI's negative contemporancous correlation with EGI may
therefore be partly a timing artefact: the investments in human capital that drive DO
improvements today will produce their EGI returns in 20352045, not in 20002024,
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Future research with longer time horizons or with distributed lag models that allow
human capital investments to take effeet over multiple yvears would sharpen this
distinction between contemporaneous and cumulative refurns.

Gender disaggregation. The SDI's near-stagnation (CV = 6.3%) and its statistically
insignificant coefficient mask what may be ene of the most important dimensions of
India's degadgpment failure: the systematic exclusion of women from the economic
dividend. India's female labour force participation rate declined from approximately
26% in 2000 to approximately 19% in 2018 before recovering partially toward 24% in
2023 one of the lowest trajectories among large emerging economies. Incorporating a
gender-disaggregated version of the HCI separating male and female labour market
activation and estimating the growth cost of female exclusion would provide the most
actionable findings for the policy recommendations in Section 11.4.

11.7 A Final Word: The Stakes of the Dividend

India stands at a moment of historical consequence. It has the largest youth population
in the world. It has the most structurally favourable demographic composition in its
post-independence history. It has a rapidly improving human capital base more
educated, healthier, and longer-lived than any previous generation. And it has a
regression coefficient of —3.40 on the variable that measures the economic return to
that human capital improvement.

That coefficient is not a number, It is a policy failure, quantified.

The DOI's —3.40 cocfficient represents the aggregate economic conscquence of 25
years of growing the workforce without building the econemy to absorb it 25 years in
which educated young people found informal jobs, underemployed lives, or emigrated;
i which women with secondary education remained outside the labour force because
there were no safe, accessible, adequately paying jobs nearby: in which vocational
training programmes produced certificates that employers did not recognise; in which
manufacturing plants were not built because land acquisition was too difficult, power
was unreliable, and labour disputes were too costly to resolve.

Sen (1999} argued that development is freedom @expaﬂsion of the real capabilities
that people have to live lives they have reason to value. By that standard, the Indian
demographic dividend has generated growth without proportionate development, [t
has added to national income without sufficiently adding to the freedoms, capabilities,
and life chances of the hundreds of millions of young Indians who constitute the
dividend. The demographic window is still open, The policy tools are known, The
statistical evidence is unambiguous. What remains is the political and institutional will
to act before the window closes.
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India's demographic dividend if the structural reforms of this chapter are implemented
with the urgency and scale the DQI coeflicient demands can still fulfil its promise. The
potential has been wasted for a quarter-century. It need not be wasted for another.
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Appendix
Raw Data Tables for All Indices and their
Variables (India, 2000-2024)

All index data tables are presented with abbreviated column headers. Full variable
names are listed in the abbreviation key preceding each table. Values are rounded to
2-3 decimal places. "—" denotes missing data, Tables are designed for landseape (A4)
orientation.,

Variable Data for Demographic Structure Index (DS1) Construetion, India 2000-
2024

Variable Abbreviations

WAS = mpulmiun ages 15-64 (% of total population); TFR = Ft;r’lilily rate, total
(Bigths per woman); ADR = Age dependency ratio (% of working-age population); BR
= Birth mate, crude (per 1,000 people): DR = Death rate, crude (per 1,000 people); IMR
= Infant mortality rate (pegl 000 live births); URB = Urban population (% of total);
SRB = Sex ratio at birth (female per 1,000 male); ODR = Old-age dependency ratio
(% of working-age population); PGR = Population growth rate (annual %)

%Fﬁ.’; World Bunk World Development Indicators

Table 10 DSI Indicaters dow, Indis 2000-2024

Year WAS TFR ADR BR DR IMR URB SRB ODR PGR

2000 60.04|3_":5 66.57 | 2752 |8.63 663 | 2765 BR6 735 | 1.88

[ 2001 | 60.37 | 330 | 65.64 | 27.21 | 848 | 643 | 27.90 | 892 | 7.39 | 187
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Raw Variable Data for Demographic Quality Index (DQ1) Construction, India
2000-2024
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Variable Abbreviations

LE —ﬁ'e expectancy at birth, total (years): MYS = Mean years of schooling, adults
204+ (years). STU = Prevalence of stunting, children under 5 (%); IMM =
Immunisagon DPT. children 12-23 months (%); LIT = Adult literacy rate, 15+ (%)
MMR = Maternal mortality ragig (per 100,000 live births), USMR = Under-3 mortality
rate (per 1.000 live births): ' = Secondary school enrolment, gross (%o): TER =
Tertiary school enrolment, gross (%6); VOC = Vocational and technical enrolment (%
of secondary)

Sevrce: World Bank WD, UNESCO Instituie for Staistics

Table L IMN Indicatrs doa, ndia 20002824

MYS STU IMM LIT MMR USMR SEC TER

2000 6275[4.14 500 |58 | — [362 |9L8 4717|994 087
2001 | 63.16 |422 496 |59 | 6101|349 |88.1 | 4682|1003 071

|zunz'63_65 430 (492 [s9 | — | 330 |&4_ra 4881|1056 | 081
2003 | 64.09 | 437 487 |61 313|811 5143|1106 088
2004 6448|445 482 |63 | — 296 | 777 5325|1139 088
2005 64.94 | 453 478 |65 | — [277 | 743 5503|1113 083

Iznnﬁ'esa? 463 472 |65 | 6275|258 I'n.n 5679 | 1196 | 0.82

2007 6580|474 465 |64 — |24{1 678 5915|1366 0.77
|2uus'65.25 i85 458 |m [— |22 Iﬁ4.5 [62.21 | 15.65 | 0.81
2009 6670|496 449 |74 | — 205|612 61361668 —

|zuw'6?_1e. 506 438 |79 53.33|1ss |5s.1 6495 | 1870 —
[2011 6762530 427 |82 6930|173 | 550 | 6713|2383 —

|zn1z'a&oa 540 417 |82 | 6083 | 160 |52.n 6081 2494 | —

2013 | 6850550 406 |83 | — [ 148 491 69482439 1.26
2014 6893|550 306 85 | — | 137 i45.4 74.89 | 2599 | 123
2015 | 6933 [ 5.69 387 |87 | — [120  [437 | 7461|2728 135
[ 2016 6971|579 377 | &8 — 121 i41.3 7504 (2730 133

2007 | 007 | 601 36.6 | 89 13 | 390 | 7467|2791 177
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2018 7042 | 624 356 |90 7369 | 107 | 369 76.00 | 2853 135
2019 70,75 | 628 346 |91 '?}L_xolml | 349 | 7587|2002 132

|2020 7016|649 338 |85 [75s53 101 |30 7763|2982 313

2021 | 67.28 | 653 333 | 85 Th.[]ﬁl 155 [312 | 80.62|3157 459
|2uzz 7170 | 657 330 | 93 ?5.32|90 [295 8118|3267 346
2023 | 7200 | 688 328 |91 "'x1’jn|'i¢tn [280 |78%6 3424 337

|zuu'n.24 —= 329 |04 '73_16|37 | 266 | 7811|3442 282

Variable Data for Harnessing Capacity Index (HCI) Construction, India 2000—
2024

Variable Abbreviations

LFPR. = our foree pagsigipation rate, 15+ (%); EPR = Employment-to-population
ratio, 15+ (%); WSW = Wage and salaried workers (% ofgaial employment), VUL =
Vulnerable emplovment (% of total employment): LPR = P per person emploved,

@S’lﬂﬂl 2021 PPP (USD); EEQO = Employment elasticity of output; AGRI =
mployment in agriculture (% of total); INDU = Employment in industry (% of total );
YUN = Youth unemployment rate, 15-24 (%) NEET = Youth NEET rate (% of youth
population)

Source: World Bank WDI, 1LO modelied estimates

Tahle 12 HCT Indicators dara, Lndia 2000-2024

Year LFPR EPR WSW VUL LFPR EEO AGRI INDU

|zuun 60.08  55.52 | 1530 | 83.72 | §,662 | 0.80  59.61 | 1634  20.20 | 3271
2000 | 59.92 5536 | 1536  83.68 | 8,884 046  S889 1675 | 20.42

[2002 1 59.77 [ 55181542 [83.59 [9.033 [0.55 | 5821 | 1706 | 20.76 | —
2003 | 5961 | 55.06 | 1551 | 83.50 | 9,540 | 027 | 5T.16 1769  20.86 | —
|'zti'ua's'§.45' 5403 [ 1564 | 8331 [ 10,082 027 | 56.00 1842 2099 [ 26.13
(2005 | 5020 | 54.81 1579 | 83.15 | 10,660 | 0.26  55.02 | 19.00 | 21.12 | 29.87

|zums'53.35 153941597 | 8293 | 11,450 | 0.08 5427 1932 2147 | —
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2009 |
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5651
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54.77
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2011
2012
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5351
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50.01
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14913

17.77
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15,186 | 0.18
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2475
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| 23.64
[ 24.14
: 24 47

(247

26.86

2015
2016

33.03
52.85

148,99

48.83

20,46
21.03

7788
| 77122

18,632 | 0.21

19,848 ‘ 0.20

24.95

25,19

24.96
25.23

2017

2018
2019

52.67

5248

5228

4866

[48.47

| 48.88 |

2162
221
277

76.52

| 7581

75.20

20,870 | 0.23

21,902 iazz i
22173 | 0.67 4

| 2527

2537 |

5 (2525 |

25.59

26.00
2295 |

2020

2022

5155

47.50

22.80

| 75.08

21,152 ] 0.21
|

23,70

24.67

30,70

2021

2023
2024

5252
5350

54.70

55.64

49.17

5100

| 5242

15332

23.35

2313

23.87

24.61

74.55
|'14,m

72.76

|"?2.06'

22,095 | 0.52

22615 ‘u.ss [
23,680 047 4

24,430 | 0.50

(2447 |

}' 26,12
[ 2503

‘ 2537

20.82

7.7
[ 15.60

15.75

2801
2576
23.49

24,19

Variable Data for Social Development Index (SDI) Construction, India 2000-2024

Variable Abbreviations

ANM = Prevalence of anacrmia among women 15-49 (%); GHE = Government health
expenditure (% of GDP); FNEET = Female yvouth NEET rate (% of female vouth
population); GPI = Tertiary enrolment gender parity index; HIV = Women's share of
HIV-positive population 15+ (%); FY'U = Female yvouth unemployment, 13-24 (%)
RAPE = Rape cases (number); DOW = Dowry deaths (number); GEE = Government
expenditure on education (% of GDP); FEP = Female employment-to-population ratio,
15-24 (%)
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Sowrce: World Bank WDE, NCRE Crime in fndia, 116 modelled estimates

Tabile 13 STH Indicators date, Tndia 2000-2024

Year ANM GHE FNEET GPI / YU RAPE DOW

20000 502 085 — 0.66 | 38.29 1944 16496 6995 432 | 2277
2000 | 501 |082 — 068 38.67  19.67 16075 | 6851 | — | 2238
Iznuz [501 |o78 [— 070 | 39.02 | 2000 | 16373 | 6822 | — | 2197
2003 501|076 @ — 068 39332012 15847 6208 | 361 2163

| 2004 5001 (072  — 067 3962 2027 18233 7.026 | 335 2128
2005 501 | 078 5170 071 39.87 2042 18350 | 6,787 3.19 | 2083

|zauﬁ'5o,o 075 5145 0724009 2068 19348 7618  3.14 | 19.64
2007 500|075 SLI13 070 4029 | 2098 20737 | 8093 | — | 1840
|2nus'49.9 081 5066 | — |40.51 2140214678172 |— [17.19]

W
(=)
& ‘
=
5

2009 499 [091 5040 070 | 40.76 | 2172 21,397 8383
|zu1n 499 | 087 498% 072 |41.05 2202 22,172 8391 338 1499
[2011 [ 500 |094 [4817 078 41392234 24206 8618 380 | 14.11
|1u1z 501 (093 4694 086 |41.72| 2278 | 249238233 | 387 1324
(2013 | 50.3 | 087 4685 | 092 42.08 2321 33,707 8233 384 1278
i"ii:'ii""sbls' 086 4644 056 | 42.45 2358 36,735 8455 390 | 1229
. | | | |

2015 | 508 | 092 | 4617 | 0.97 | 42.87 | 2397 | 34,651 | 7.634 |4.11 | 1178
Izms'sx.l 094 4595 0994332 243938947 | 7621 | 425 [11.28
2017 | 514 | 097 4579 1.01 | 43.78 | 24.87 [ 32,550 | 7466 | 431 | 10.77

|'iu1s'5i.?' 098 4575 | 1.04 | 4418 | 2541 33356 | 7.167 436 | 1024

2019 | 52.0 | 1.04 4542 | 1L.0S | 4448 23.19 32,033 7115 390 | 10.06
Izuzn'sz.s 121 4527  1.09 44.75 2490 28,046 6966 429 | 9.38
2021 527 | 135 4370 105 4501 | 1962 31,677 6753 463 | 1063

Iznz:'ss.z 137 4185 | 103]4518 1871 31,516 6450 (410 | 1140

2023 | 53.7 | 130 | 38.11 1.05 [ 45.31 | 15.52 | 29670 | 6,156 | — 12.60
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2024 — | — 39.36 1.05 | 4541 1708 295365737 — 1313

Variable Data for Macroeconomic Variables Index (MVI) Construction, India
2000-2024

Variable Abbreviations

@' = Inflation, consumer prices (annual %); GFD = geegss fiscal defieit (% of GDP);
RIR = Real interest rate (%); TAX = Tax revenue (% of GDP): NIA = Net investment
in non-financial assets (% of GDP): DEBT = Centfral government debtgfin of GDP):
RES = Total reserves (months of imports); ER = Trade-weighted real effective
exchange rate (base 2015-16 = 100); NPL = Bank non-performing loans (% of gross
loans): ERV = Exchange rate volatility

%m‘e: REI Handbook of Statisiics on Tndian Economy, World Bank WDI, IMF

Covernment Finanee Statisties

Talile 14 MVT Tiedicaverrs data, Todia 2000-2024

Year INF RIR TAX NL " RES REER
2000 401 | 546 | 834 |88l |04 | 5500 612 — — 428
2001 | 3.78 | 508 850 808 |-0.08 39.02 745 — | —  4.99
|znnz'4,30 [572 [791 [€68 |028 [6255 [1037 | — |— [3@
[2003 | 381 [a34 [731 (911 |-022[6219 1228 — |[— [4.17

Iziiiid""s'.'ﬁ [388 (451 (957 (029 [é239 [1131 — [— [Z7

2005 | 425 | 396 486 | 1008|048 | 6223 | 852 9098 |4.40 | 2.68
iznus 580 | 332 |257 | 1113|045 | 5967 892 8982 — 274
[2007 | 637 | 254 | 568 | 12.11 | —0.28 |57.50 | 11.14 9640 |— |8.74

Iz’u’ns's.z.s ['599 [377 | 1098|056 |57.29 (771 9079 |245 [5.22

(2009 | 10.88 | 646 | 481 | 981 |0.13 | 5526 |9.77 9024 |— |11.26
|2n|u' 1199 480 | -198 | 1039 [0.19 5159 7.76 9968 | — |5
[zo11 | 891 | 591 132 | 10.18|025 |51.56 619 9958 | 2.67 | 2.07

|1n11'9_43 1493 | 247 1084 (023 | 5068 590 0425 337 1450
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| 20013 | 10.02 [ 4.48 | 3.87 11.00 | 0,05 30,31 603 93,23 4,03 | 966
|z'a|4'5.f:? (410 (670 993 | 001 4990 660 9522 435 4.15

2005 49] 387 756 | 1057 |0.05 | 4996 800 10014 588  5.12

|ZIIIG 4565 | 348 | 623 | 1115|001 4763 [843 10090 0.19 | 4.74
' 1139 | 0314758 816 10552 | 998 | 3.09
(1202 | -0.16 | 4652 | 690 101,73 | 9.46 | 5.02

I ! 1 it
2007 | 333 346 | 35

iz’ﬁiﬁ”"s'.'!iai [344 |

W19 373 465 689 | — | — | — 827 10245 |9.23 [2.97
2020 662 (906 [414 | — | — [ — 1293 10333 794 [522
2021|513 |671 032 |— |— |— 984 10447 |6.54 | 0.25
2022 670 | 645 [252 (673 [0.89 | —  [7.01 10387 [4.81 | 634
023 565 549 | — | — | — | — 797 1026] 172 5.08

|zn24 s s = = == 752 10562 | — |130

Variable Data for Economic Growth Index (EGI) Construction, India 20002024
Variable Abbreviations

%PPC = GDP per capita growth {annual %); GFCF = Gross fixed capital formation
(% of GDPY; FDI = FDI net inflows (% of GDP); TRADE = Trade (% of GDP); 11 B
Industrial production index growth (%) MVA = ifacturing value added (% y
GDP); DCPS = Domestic credit to private sector (% ol GDP); SAV = Gross domestic
savings (% of GDP); CONS = Final consumption expenditure (% of GDP); EXP =
Exports of goods and services (% of GDF)

Source: World Bank WD, MoSPI National Accounts Statistics, DPNT FDI Statistics

Table 15 EGE dndicators data, Fadia 2008-2024

Year GDPPC GFCF FDI TRADE HIP SAV EXP

2000 191 2602 077 2690 |50 | 1593 2834 2431 (7569  13.00
[2000 288 2093 106 2599 |27 1531 2862 2400|7591 | 1256
2002|194  [2833 [1.01 2051 |58 |15356 3231 2566|7434 | 1426 |
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2003 | 6.01 2833 061 3059 2.7 | 15359 |31.63 | 27.62 | 7238 | 14.95

el
I E

Final Composite Index Seores — All Six Indices, India 2000-2024

This table presents the final PCA-weighted geometric mean scores for all six
compesite indices used in the regression model. All scores are constructed so that
higher values always indicate better performance on the respective dimension.
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EGI = Economic Growth Index (dependent variable); DSI = Demographic Structure
Index; DQI = Demographic Quality Index; HCI= Harnessing Capacity Index; SDI =
Social Development Index: MV1 = Macroeconomic Variables Index

Sowrce; Author's caleulations using World Bank WD, RBI, MoSFPI ILO, NCRE and
DPIT data

Table 16 Final Compayite fndices Scares, dndia 2000-2024

DOl HCI
| 2000 |3.072 | 2042 | 1361 | 2056  3.829 3.539

2000 3,193 2181 | 1473 | 2.0154 | 3.161 [3.213
Iznuz 3500 2257 1590 (2191 3140 [3410
2003 3721 [2394 1717 2300 | 3.444 [3.402
| 2004 | 4511 | 2494 | 1835 | 2415 3.167 3.905
[2005 |4923 [2749 1939 2472 3109 | 3,957
| 2006 | 5559 2958 2033 2528  3.019 [ 4.180
[2007 | 5654 3118 2157 2570  2.844 | 3.936
i'Eiiiiﬁ_ 5887 3259 2336 | 2552 2978 3.863

2009 | 5536 3344 2.469 2.577 3.005 3.371
| 2000|5715 |3459 2618 |2388 2998 [ 4125

2011 |s.?4s 3585 | 2.897 | 2743 3134 4.024
i 2012 [5617 (3701 [3.041 2871 3224 | 3867
(2013 |s4s6 |3789 3126 2916 3.020 3885
|'zi1'|4' 5211 | 3863 | 3223 2975 | 2016 [ 3808
2015|4911 [3917 3370 3030 | 3.060 4105
| 2006 |4.564 3935 3464 3089 2,924 | 4.262

2017 [4.495 4039 3647 3026 | 3.052 [ 4.204
I 2018 | 4600 4122 3746 3168 3.004 [ 4207
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2019 4.165 4,194 3,823 3.285 2,956 4.2849
2020 (3837 4242 i'i’e@ﬁf ‘2940 [ 3.094 3229 |
2021 |4.528 |3940 3917 3330 | 3.129 4,006 '
2022 | 4580 4412 | 4,234 | 3.691 | 3.019 3923 |
2023 4 308 4371 4356 3906 3011 | 3.602

2024 | 4313 g_"% iAfii’i_|'Ifi3_f'73_.ﬁé?—"Tz—§§—i
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