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STATEMENT OF COMPLIANCE

» This 2025-26 Medium Term Fiscal Policy and Strategy
Statement is placed before the Legislature in compliance with
section 3 of the Kerala Fiscal Responsibility Act, 2003.

» Section 3 of the Act requires the Medium Term Fiscal Policy
Statement to include the following elements all of which have
been incorporated in the document.

» A statement of recent economic trends and prospects
for growth and development.

» An assessment of sustainability relating to the revenue
deficit and the use of capital receipts for generating
productive assets.

» An evaluation of the performance against targets for
2023-24 and 2024-25.

» The medium term fiscal objectives of the Government.

» Three year rolling targets for fiscal indicators with
specification of underlying assumptions.

» The strategic priorities and key policies of the
Government.

> Policies of Government for the ensuing financial year
relating to taxation, expenditure, borrowing, other
liabilities etc.







FOREWORD

This budget is being presented in the backdrop of global
uncertainties and domestic slowdown in growth. At the national as well
as global level the inequality is widening due to low earnings, subdued

demand and growth, which is a major concern.

Kerala economy has remained resilient to the growth headwinds.
The nominal GSDP is projected to grow at 11.90% in 2025-26, which is
higher than the national growth rate, on the expectations that the
momentum of growth will sustain. The government plans to accelerate
growth by increasing investment in productive sectors. Capital spending
will be the key driver of growth and increased capital expenditure will be
focused to spur economic growth and employment. Tax mobilization and
expenditure rationalization will continue to be the priority. It is
noteworthy that Kerala has been included under the front runner category
in revenue mobilization in the Fiscal Health Index released recently by
NITI Aayog. The fiscal strategy is to continue the revenue led fiscal
consolidation by gradually reducing the fiscal targets, without

compromising on developmental priorities and welfare spending.

I present the Medium-Term Fiscal Policy and Strategy Statement

before the august house seeking co-operation of all.

K.N.Balagopal
07.02.2025 Minister for Finance






MEDIUM TERM FISCAL FRAMEWORK

WORLD ECONOMIC OUTLOOK

As per the World Economic Outlook update January 2025

published by IMF, Global growth is projected at 3.3 percent
both in 2025 and 2026, below the historical (2000-19) average of
3.7 percent. Global headline inflation is expected to decline to
4.2 percent in 2025 and to 3.5 percent in 2026, converging back
to the target earlier, in advanced economies than in Emerging
Markets and Developing Economies.

In the near-term outlook for the economy, there is an upward
risk for the United States, whereas modest risks prevail in most
of the other economies amid elevated policy uncertainty.
However, the medium-term outlook remains weak due to the
geo political issues, slowing down of productivity growth,
climatic challenges etc. On account of the above factors the near
term global economic growth is expected to be a bit lower than
the trend level.

In the landscape of this uncertainty, the report recommends
that policy makers have to focus on balancing trade-offs
between inflation and real activity, rebuilding buffers, and
lifting medium-term growth prospects through accelerated

structural reforms as well as stronger multilateral co-operation.
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INDIAN ECONOMY

As pe the First Advance Estimates of GDP for the financial year
2024-25 released by the National Statistical Organization, Real
GDP has been estimated to grow at a four-year low pace of
6.4% in the FY 2024-25 as compared to the growth rate of 8.2%
in the Provisional Estimate (PE) of GDP for FY 2023-24.
Nominal GDP is expected to grow at 9.7% in FY 2024-25 over
the growth rate of 9.6% in FY 2023-24. The real GDP at 6.4% is
lower than RBI forecast of 6.6% and the nominal GDP at 9.7%
is lower than the estimates of 10.5% in the Union Budget for
2024-25. The forecast is based on a rebound in growth in H2 of
2024-25 as reflected by several High Frequency indicators after
moderation of growth in H1 of 2024-25.

Real Gross Value Added (GVA) of Agriculture and allied sector
has been estimated to grow by 3.8% during 2024-25 as
compared to the growth of 1.4% witnessed during the last year,
i.e.,, 2023-24. Real GVA growth of manufacturing is estimated
to nearly halve from 9.9%in 2023-24 to 5.3% in 2024-25 while
real GVA in Mining and Quarrying is expected to fall to 2.9%
from 7.1% a year ago. Real GVA of “Construction” sector and
‘Financial, Real Estate & Professional Services’ sector has been
estimated to observe better growth

of 8.6% and 7.3% respectively during the FY 2024-25.
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Private Final Consumption Expenditure (PFCE) at Constant
Price is expected to rebound to 7.3% during FY 2024-25 from
4.0% in the previous financial year. Gross Fixed Capital
Formation (GFCF) is projected to fall from 9% in 2023-24 to
6.4 %in 2024-25 which indicates that both the private and public
capex remain weak. The share of Gross Fixed Capital
Formation (GFCF) in GDP at constant prices ranges between
33.3% and 33.5% for the period 2022-23 to 2024-2025. Further,
several economic indicators including GST collection suggest
that there is slowing demand in consumption. Inflation has
softened to 5.22% in December 2024 driven by easing of food
inflation but is still above the target level of RBI. Overall, the
uncertainty in global economy, weak consumption demand

and subdued investment pose downward risk to growth.

The Economic Survey for 2024-25 placed in the Parliament
recently ahead of the Union Budget highlighted that the global
commodity prices are expected to decline potentially easing
core and food inflation. The retail inflation is expected to align
progressively with the target. On domestic front rebounding
rural demand augurs well for consumption. The Union Budget
for 2025-26 presented in February 2025 giving thrust to
Agriculture, MSME, Investment and Manufacturing, Exports
etc., are expected to give impetus to growth. Nominal GDP is

projected to grow at 10.1% for 2025-26 Budget Estimates (BE).
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UNION FINANCES

As per the accounts of Controller General of Accounts (CGA)
as of December 2024, the revenue receipts as a percentage of BE
stands at 73.2% as against 77.6% in the corresponding period of
the previous year. The Gross Tax Revenue rose by 11% up to
December 2024 as compared to the corresponding period of the

previous year, with a buoyancy above one.

In the Union Budget for 2025-26, the Capital Expenditure as a
percentage of GDP declined from 3.4% in 2024-25 BE to 3.1% in
2024-25 Revised Estimate (RE), further dampening
consumption demand which is the reason for the dip in the
growth of the economy. Capital Expenditure by Government
needs to be accelerated to bring in private investment thereby
surging consumption demand and growth. Debt as a
percentage of GDP stands at 57.1% in 2024-25 RE. Fiscal Deficit
as a percentage of GDP stands at 4.8% in 2024-25 RE which is
higher than the level mandated by the 15t FC at 4.5% for
2024-25.

KERALA ECONOMY

As per the Finance Accounts of the Accountant General, the

Own Tax Revenue (OTR) of the State rose by 22.41% and
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23.36% in 2021-22 and 2022-23 respectively when compared
with a negative growth of 5.29% in the Covid year of 2020-21.
Own Non-Tax Revenue (ONTR) grew by 42.79% and 44.50% in
the same period as against a decline of 40.26% in the preceding

year.

The State’s Own Revenue (SOR) as a percentage of Total
Revenue Receipts (TRR) has steadily been rising after a dip in
2020-21 and logged at 72.84% in 2023-24, surpassing pre-Covid
level. However, the Central Transfers as a percentage of TRR
has sharply declined from 41.01% in 2021-22 to 27.16% in 2023-
24 mainly due to the tapering off Revenue Deficit grants. As a
result, the increase in State’s Own Revenue is inadequate to
offset the reduction in Central Transfers. The liquidity stress
being faced by the State is due to the reduction in Central
Transfers coupled with the cut in the borrowing limit of the
State and the cessation of GST Compensation despite the State
performing exceedingly well in Own Tax mobilization in the
post covid years. The cut in the Open Market Borrowing (OMB)
limit of the State by including the borrowing by Special
Purpose Vehicles (SPVs) in the borrowing ceiling of the State,
that too with retrospective effect from 2021-22 has squeezed the

fiscal space for capital formation.

Own Tax Revenue (OTR) and Own Non-Tax Revenue (ONTR)
grew by 3.28% and 8.12% for the year 2023-24 respectively due

)




to the high base effect. The share of Central Taxes rose by
19.07% whereas grant in aid fell by 55.92% for the same period.

It is pertinent to note that the states Own revenue covers 61.35%
of Revenue Expenditure in 2022-23 which has risen to 63.58%
in 2023-24 when the all states average ranges between 54 % and
57%. The growth rate of Revenue Expenditure stands at 0.48%
in 2023-24 compared to the previous year due to the
rationalization of Revenue Expenditure. The capital
expenditure has comprised of 11% of the total expenditure for
the years 2022-23 and 2023-24. The capital expenditure would
have been much higher if the assets creation by KIIFB is also
reckoned. Fiscal Deficit (FD) as a percentage of GSDP has been
kept within the target at 2.99% during 2023-24. The Debt -
GSDP ratio which rose to 38.51% in the covid year of 2020-21
has consistently been declined to 34.2% by 2023-24 in line with

State’s efforts to continue fiscal consolidation.

It is worth mentioning that 3 initiatives of Kerala- Localization
of Sustainable Development Goals, Land leasing arrangement
for Horticulture and Waste Management initiative by a Grama
Panchayat in Idukki district have been highlighted as success

stories in the Economic survey 2024-25 of Union Government.
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FISCAL PERFORMANCE 2023-24

State’s Own Tax Revenue grew by 3.28% in FY 2023-24
compared to the previous year due to the high base effect.
State’s Non-Tax Revenue grew by 8.12% compared to the
previous year. Share of Central Taxes rose by 19.07%. Grant -
in-Aid declined by 55.92% due to the tapering off Revenue
Deficit grant. The Revenue Expenditure increased by 0.48%
compared to the previous year. Revenue Deficit (RD) and Fiscal
Deficit (FD) stood at 1.58% and 2.99% of GSDP respectively as
against 2.09% and 3.45% in 2023-24 Revised Estimates. The
improvement in RD & FD is due to robust tax collection by the
State despite the decline in Revenue Deficit Grant from the
Union Government. The increase in plan expenditure is a
positive signal. Debt-GSDP ratio stand at 34.20% as against
34.29% in 2023-24 RE due to the lower growth of the Debt.

REVIEW OF 2024-25

State’s Own Tax Revenue grew by 9.82% in 2024-25 Revised
Estimates compared to the previous year. State’s Own Non-Tax
Revenue grew by 9.54% in 2024-25 Revised Estimates
compared to the previous year. The growth in Share of Central
Taxes fell from 19.07% in 2023-24 to 17.51% in 2024-25 RE. The
Grant -in-Aid declined by 34.98% due to the cessation of
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Revenue Deficit Grant. Revenue Deficit and Fiscal Deficit as a
percentage of GSDP stands at 2.29% and 3.51% respectively as
against 2.12% and 3.40% in 2024-25 Budget Estimates due to the
decline of RD Grants from Union Government. However, FD
has been contained at 3.51% of GSDP in the Revised Estimates
as against the 15t FC target of 3.5%. Debt-GSDP ratio stand at
34.22% as against 34.15% in 2024-25 Budget Estimates due to

downward revision of GSDP.

THREE YEAR ROLLING TARGETS AND
UNDERLYING ASSUMPTIONS

BUDGET ESTIMATES 2025-26

GSDP
Nominal GSDP is projected to grow at 11.90%.
Revenue Receipts

State’s Own Tax Revenue is estimated to grow at 12.11%
compared 2024-25 RE. Share of Central Taxes is expected to

grow at 12% in anticipation of rebound in growth in economy.

Revenue Expenditure

Revenue Expenditure is expected to grow at 10.70%.

Revenue Deficit and Fiscal Deficit

Revenue Deficit as a percentage of GSDP is estimated at 1.90%

as against the 15% Finance Commission (FC)/Fiscal
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Responsibility Act (FRA) target of Revenue Surplus of 2.50%.
FY 2025-26 is the last year of the 15t Finance Commission (15t
FC) period. Fiscal Deficit as a percentage of GSDP is estimated
at 3.16% as against the FC target of 3%. In the Union Budget for
2025-26 presented in Parliament on February 1st, an additional
borrowing of 0.5% of GSDP for power sector reforms has been
permitted to all the States. Debt-GSDP is estimated at 33.77 %
as against the 15t FC target of 32%.

Taxation

The State is focusing on Tax mobilization by restructuring of
GST Department and enhancing compliance level and rate
revision of various taxes. The Intelligent and Enforcement
Wing of the GST Department has been strengthened. The GST
Council Secretariat has ranked Kerala as No.1 among the States

in investigation efforts in 2024-25.

STRATEGIC PRIORITIES

+ Ensure economic growth by increasing investment in
productive sectors of the economy.

+ Increased capital expenditure to generate growth and
employment.

+ Ensure welfare for the poor and vulnerable sections of

the society.
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+ Health, Education and Knowledge Economy will
continue to be the priority areas.

+ Re-skilling and up-skilling, innovation and start-ups will
be given priority for entrepreneurship development and
employment generation.

+ Priority will be given for Science & Technology with
focus on initiatives like Space Park & Science Park.

+ Higher allocation will be provided for R&D.

+ To leverage digital technology to improve service
delivery to the citizens.

+ Infrastructure development focusing on climate
resilience and environment sustainability.

+ Agriculture, MSME, tourism sectors will be given
priority.

+ To ensure sustainability of State finance by prudent

fiscal management, especially revenue generation

FORWARD ESTIMATES AND UNDERLYING
ASSUMPTIONS

Gross State Domestic Product

Nominal GSDP is projected to grow at 12% in the forward

estimate period.
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Revenue Receipts

State’s Own tax Revenue is estimated to grow at 13% in the
forward estimate period. Non-tax revenue is projected to grow at

8% in the forward estimate period.

Central Transfers

Share of Central Tax is estimated to grow at 12% in the forward

estimate period.

Revenue Expenditure

Revenue expenditure is estimated to grow at 10.5 in the forward

estimate period.

Borrowing, Public Debt & Other liabilities

Borrowing ceiling is fixed at 3% of GSDP for the forward estimate
period in line with the state’s commitment to fiscal consolidation.
The Debt-GSDP ratio is pegged at 33.15% and 32.60% during
2026-27 & 2027-28 respectively.

Salaries & Pension

Pay & Pension Revision commitment due to the expected 12th
PRC is factored in the Salaries & Pension projection which
resulted a surge in salary and pension expenditure in 2026-27, the
year in which the next Pay/ Pension revision is expected to be
implemented as per the existing practice. Pension is projected to

grow at 7%.
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Interest

Effective Interest rate is worked out by applying effective interest

at the rate of 7% on outstanding debt.

Subsidies

The provision for subsidies has been kept at Rs. 2000 Crore due

to normalization of this item.

Devolution to LSGs.

The 7t SFC recommendations will cover the forward estimate
period. The recommendations are yet to be submitted. As such,
the formula of 6t SFC have been adopted in the forward estimate
period. General Purpose Fund and Maintenance fund are
projected at 4% and 6.5% of the Net State’s Own Tax Revenue (t-
2) respectively for the years 2026-27 & 2027-28. Development
Fund is provided at 28.5% and 29% of State Plan Outlay
respectively for the years 2026-27 & 2027-28.

Capital Expenditure

Capital Expenditure is projected to grow at 12.32% and 18.59%
respectively for the years 2026-27 & 2027-28. This is exclusive of
the investment by KIIFB and asset creation by Local Bodies.

Revenue Deficit and Fiscal Deficit

The State follows a Revenue led fiscal consolidation strategy by
gradual reduction of fiscal targets. The thrust is on lifting the
capital expenditure to spur economic growth and employment.

RD as a percentage of GSDP is projected at 1.74% and 1.66% for
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2026-27 & 2027-28 respectively. FD as a percentage of GSDP is
projected at 3% each for 2026-27 & 2027-28. Debt - GSDP ratio is
projected at 33.15% and 32.60% for 2026-27 & 2027-28
respectively. There has been a 0.16% reduction in 2026-27 and
0.08% reduction in 2027-28 in RD from the previous years. Also,
there has been a 0.16% reduction in FD in 2026-27 in comparison

with previous year.

MTEP Targets

RE

BE Forward Estimates

RD/GSDP (%) 2.29 1.90 1.74 1.66
FD/GSDP (%) 3.51 3.16 3.00 3.00
Debt/GSDP (%) 34.22 33.77 33.15 32.60
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Fiscal Consolidation Path




Item

Revenue Receipts
State's own tax revenue
Non-Tax Revenue
Resources from Centre
Revenue Expenditure
Non-Interest Revenue
Expenditure

Interest

Salaries

Pensions

Non-SPI Revenue Expenditure

Subsidies

Devolution to LSGs
Revenue Expenditure
excluding SPI,subsidies &
Devol.to LSGls

Revenue Surplus/Deficit
Capital Expenditure
Capital Outlay

Loan disbursements
Non-Debt Capital Receipts
Fiscal Deficit/Surplus
Primary Deficit/Surplus
End of the period Debt
Debt Service
Salary+Pension+Interest
Debt Stock

Government Guarantees

Interest/Revenue Receipts (%)

Debt/Revenue (%)

Salary+Pen+Interest)/Revenue

(
(%)
(Salary+Pen+Interest)/GSDP
(%)

(Salary+Pen)/GSDP (%)

Rev Deficit/Rev Receipt (%)
RD/GSDP (%)

FD/GSDP (%)

Debt Stock/GSDP (%)

GSDP

Nominal GSDP Growth Rate
(%)

Average Interest Rate (%)

State’s Fiscal Plan 2025-26

2021-22
Accounts
116640.24
58340.52
10462.51
47837.21
146179.51
122876.69

23302.82
44494.16
26898.69
51483.84

3892.87
11185.01
36405.96

-20799.96
17046.02
14191.73

2854.29
539.51

-37306.47

-14003.65

316271.00
23302.82
94695.67

335641.15
44361.39

19.98
287.76
81.19

10.13

7.64
17.83
2.23
3.99
35.92
934542
21.21

7.37

2022-23
Accounts
132724.65
71968.16
15117.96
45638.54
141950.94
116774.58

25176.36
37902.84
26090.04
52781.70

1542.50
10838.47
40400.73

-9226.29
16787.49
13996.56
2790.93
459.23
-25554.54
-378.18
348916.52
25176.36
89169.24
362191.89
50374.49
18.97
272.89
67.18

8.71

6.25
6.95
0.90
2.50
35.38
1023602
9.53

7.22

2023-24
Accounts
124486.15
74329.01
16345.96
33811.18
142626.34
115640.12

26986.22
38572.85
25644.24
51423.03

1446.77

9021.07
40955.19

-18140.19
16880.17
13584.45

3295.72
762.31

-34258.05
-7271.83

377063.06
26986.22
91203.31

391934.23
62868.15

21.68
314.84
73.26

7.96

5.60
14.57
1.58
2.99
34.20
1146109
11.97

7.16

2024-25
RE
132929.80

81627.29
17905.65
33396.87
162125.69
132386.37

29739.32
41034.61
27581.63
63770.13

1644.17
13200.73
48925.23

-29195.89
16646.16
14069.86

2576.30
1094.99
-44747.05
-15007.72
414160.65
29739.32
98355.56
436387.06

22.37
328.28
73.99

7.71

5.38
21.96
2.29
3.51
34.22
1275412
11.28

7.18

(Rs.in crore)

2025-26
BE
152351.67

91514.75
19145.53
41691.40
179476.20
147652.48

31823.72
44115.29
29459.83
74077.36

2147.32
15980.49
55949.55

-27124.52
19106.21
16938.10

2168.11
1192.21
-45038.52
-13214.80
459192.35
31823.72
105398.84
481997.63

20.89
316.37
69.18

7.39

5.16
17.80
1.90
3.16
33.77
1427145
11.90

6.93

2026-27 2027-28
Forward Estimate
170521.71 189509.28
103411.67 116855.18
20677.17 22331.35
46432.87 50322.75
198321.20 219144.93
162903.04 180168.73
35418.16 38976.20
49240.17 52321.18
33189.02 36512.25
80473.85  91335.30

2000.00 2000.00
18296.49 20000.11
60177.36 69335.19

-27799.49  -29635.65
21459.93 25450.33
19140.05 22968.06
2319.88 2482.27
1251.82 1314.41
-48007.60  -53771.57
-12589.44  -14795.37
505973.67 556802.87
35418.16 38976.20
117847.35 127809.63
529949.71 583656.04

20.77 20.57
310.78 307.98

69.11 67.44

7.37 7.14
5.16 4.96
16.30 15.64
1.74 1.66
3.00 3.00

33.15 32.60
1598403 1790211

12.00 12.00

7.00 7.00
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