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Ch'lt r I
An Owrvld of tha Sta6! EconooY and Publlc Flntnco!

1 .1 State Economy- A Brief Ptofrle
'1.1 The Gross State Domestic Product (GSDP) at cunent prices of Kerala grew at 8.59 per

cent in 2015-16 compared to 10.22 per cent in 2014-15. At tho all India level also, the groMh

rate of Gross Domestic Product (GDP) at cl]nent prices declined from 10.79 per cent to

9.94 per cent.lThe relatively poor performance of the Kerala economy is on account of the

pronounced growth deceleration in the secondary and tertiary sectors and the negative

groMh of the primary sector output.Table.l .1 gives a comparison of sector-wise groMh rates

of Kerala's GSDP and all India GDP at current prices for the period 2012-13 to 2015-16.

Tat& 1 li GS@ ard GOP G,{adlt R*5, l(etatt E d Al ktd.r 201}13 !o ?915'16

Source: Central Statistics Office, mospi.nic.in (within parentheses are all India figures)

Note: Secfora/ GsyA together gives the GSVA at aggrcgate level

'1.2 One of the factors that sustained the relatively high growth ot the secondary (in particular

construction) and tertiary (n particular trade, hotels etc) sectors in Kerala was the large

inflow of remittances. According to the Development and l\,ligration Brief (2017)' published by

th6 World Bank, inward remittances to India dropped by 9 per cent from $ 67 billion in 2015

to $62.7 billion in 2016. While state- wiso break up of remittances are not available, it may

be safe to assume that Kerala must have faced a similar trend. The appreciation of the

rupee would also have contributed to lhe fall in remittances in rupee terms affecling

construction and trade, hotels and restauGnts.

I . However, the growth rate of GSOP of Karala in constant prices increased from 4.26 per cent in

2014-'15 to 6.6 per cent in 2015-16. At the all-lndia lev6l too, groMh rate of GDP at constant prices

increas€d from 7.5 per cent to 8.0 per cenl dudng the same peiod.

{% p€| annum}

GSDP(GOP)

2012-13

3.80

(11.23)

'to,22

01 1) 05 93)

13.38

(13.s)

13.26

(13.82)

201t14

11.29

(13.32)

9.27

(s.3)

14.30

(13.94)

12.44

(12.6)

12 79

(12.92)

201+15

14.17

l7.241

6.53

(8.8)

10,,16

(r3.3€)

9.95

o0.3)

10.22

(10 79)

201r16

5.52

13.721

510

(7.7)

10.m

(10.87)

6.61

(8.s)

8.59

(9.s4)



Construclion Trade, Holels and Restau€nls

2012-13

4.43

(s.02)

22.19

(19.35)

2013-14

16.'10

(8.46)

13.32

\12.3OJ

2014-15

8.97

(6.38)

14.00

(10.72)

2015-16

0.95

12.29)

8.20

(8.721

Source: Central Statistics Office, mospi.nic.in. (within parentheses are all India figures)

2

fdbb 12r Grdwlh.Rdes of Conthudiiort, Tnde Hobh and Re*aurants:iK€ralo and all
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Fiqur@ 1.11:Gl@dl! lb @f@odftdlion, Tt&, lf{tfrb etd k#!r jis:: Kedb alrd dll
IME :: 2012-13 b gtlG116 (06 p6rain|l]rm)
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Sourcer Table 1.2

1.3 The decline in growth rate of GSDP makes it harder to meet the debt sustainabitity

condition as it requires growth rate of the economy to be higher than the interest rate and a

stable primary deficil. Given the level ot primary deficit in Kerala, debt sustainability in the

medium term can be a major challenge, if the difference between GSDP groMh rate and

interest rate start to nanow down. The gap between growth rate and interest rate

known as Domar Gap in economic literature as projected in the Medium Term Fiscal Policy

(MTFP) Stat€ment,2017, has considerably declined, as actual GSDP groMh has been

lower than the projections made in MTFP. Overall slowdown in groMh rate and consistenfly



3

high primary deficit continue to be major challenges in fiscal management in the State (Table

1.3).

Tabls 1.3i Domar Gap: Projections in MTFP Statement 2017- 18 and Actuals (7o per annum)

Source: MTFP statement, 2017-18, GOK, & mospi.nic.in

1.4 lt is also important to note that the Domar Gap, though still positive, has significantly
narrowed down in recont years (Table '1.3). lf the decline in nominal GSDP growth rate

continues and interest rates remain at the levelpoected in MTFP 2017,
sustainability of debt would become a challenge in the medium term. This is especially so,
as Primary Deficit is expected to persist till 2019-20, according to the MTFP
statement 2017. In this context, addressing the twin challenges of Primary Deficit and
formulating innovative steps to revive economic groMh assumes significance.

1.2 State Finances. An OveNiew

1.2.1 An overview of State finances for the Financial Year 2015-16, reveals that Revenue
recerpG as a

1.2.3

of GSDP increasedpercentage
to 12.40 percent from 1 1.31 percent during2014-15. This increase is due to the larger share
of Centraltax devolution and receipt of Revenue Deficit grants consequent to the
implementation of 14- Finance Commission recommendations. (Table '1.4)

1.2.2 State's Own Tax Revenue (SOTR)was marginally higher at 7.01 percent of GSDP in

2015-'16 as against 6.87 percent in 20'14-15. This is in spite of the fact that groMh rate of
nominalGSDP has declined to 8.59 percent in 20'15-16 ftom 10.22 percent in 2014-
15 (Table 1.1)- This implies that the buoyancy of Own Tax Revenue has gone up during
2015-16 (to 1. 24 from 0.99 for 2014-15). In other words, its groMh is higher than that of the

State's Own Non-Tax Revenue (SONTR) also showed
a minor increase from 1.42 percent in 2014-15 to1.51 percent of GSDP during 2015-
16. Central transfers increased from 3.01 percent in 2014-15 to 3.88 percent of GSDP in
2015-16. However, the compositional shift of Central transfe6 during 2015-16 is

noteworthy (Table 1.4). Central transfers have an untied and a tied part. In the case of the
lormer, the States have the discretion to decjde on areas and priorities of spending.
Regarding the latter. the purpose forwhich they are to be utilised is laid down and the States
have no conkol over the dircction of spending though states have to make matching
contribution to these schemes.

1.2.4 The components of Central transfers are a) share of Union taxes devolved to the
states on the basis of the recommendations of Finance Commission, b) Grants disbursed
under Article 275 of the Constitution by lhe Finance Commissions, c) Normal Central

4t34t2014 - 2

GSDP Growth
Rate (IMTFP
Projections)

GSDP
Growlh

Rate

Nominal
lnlorest

Rate

Domar Gap

GSDP
growth rat€

projections in
MTFP)

Domar
Gap(Bas6d

GSDP
Growth Rate)

Pdmary
DeficaUGSDP

Ratio
(Actuals)

1 2 3 4 (1-3) 5 {2-3) 6
2013-14 12.79 12.79 7.43 5.36 5.36 1.47

2014-15 13.11 10.22 7.68 5.43 2.54 '1.73

2015- 16 11.85 8.59 7.59 4.26 1.21



Assistance for State Plans (discontinued since financial ygar 20,17-18) and d) Contfel Share
in Centrally Sponsored Schemes (CSS). Out of thes€, amount6 received und€r tax Bharing
are completely flexible. As r€gards, the grants, Gener€l Purpose Grants for augmen ng
post- tax devolution revenue receipts of the States form part ot the floxlble component of
Central transfers. But othor Grants awarded by the Flnance Commisslon for Local Self
Governmonts (LSGS), Disaster Response and for other specific purposer, form pad of the
tied portion of Central transfers. The Normal Central Assistance for St6ts plang and Central
Share for CSS are part ofthe tied portion of Central transf€rs.
'1.2.5 Consequent to the 14'" Finance Commission (FC) aw9rd, mor6 un 6d fica€l space in
the form of higher tax devolution has become availgblo to the StrEteB. Th€ Bhare of States In
Central taxes increased from 32 per c6nt to 42 pErcent ot th6 dlvklble pool. The ml6r se
share of Kerala too witnessed an increase from 2.34 por c6nt to 2.6 percent.
Kerala also became eligibl€ for Revenuo Deficit grantG amoun no to a totdl of Rs.9559 crore
for three financial years 2015-16, 2016-17 and 2017-18, Du ng 201518, the amount of
Revenue Deficit grant received by the State was Rs,4640 ffore. lt ehould b€ t€ken note of
that Kerala did not receive any posttax dsvolu on Non - plan Revenue Deficit
Grant (NPRD) during the 13' FC p€riod.

'1.2.6 At the same time, State Plan grants dlsappearod and ofanb for CSS substantially
declined (Table 1.5). The untied part of C€ntIat devolu on to Ker6ta went up bv 118.66
perc€nt, while the tied part has dectingd by 42.98 percent durlng 20,16-16, when compared
to 2014-15. Overall, the increase in C€ntral Devolution ls by 40.03 p6rc6nt for Ksrala during
20'15-'l6 over that of 2014-15. (Tablel .5).

1.2.7 ll may also to be noted that the large increase in tied part ol Conlral devolution in
2014-15 was due to the change in ths accoun ng molhod of disbursement of
grants through CSS. From 2014-15, the Cantral 8ha.e of CSS has been rout€d through the
state budgets. Prior to that these grants were r€le989d dlrecfly to the implomen{ng agsncles
bypassing the state budgets. This, howevgr, did not incroass the ll3cal .pace for the State,
as only the method of transfer undeMent a changg. li ls p€r n€nt to nots that 6ven after this
change, an amount ot Rs.25i1.70 crorg waE rqloased dlrecfly to the implementaton
agencies during 2015-16, as Central share In CSS (Ksrata Ftnanc€ Accounts, 2015-16,
Volume ll, Page 66 Appendix Vl).

1.2.8 On the expenditure side, Revenue Expendlture as a proportion of
GSDP increased from 14.0 percent in 2014-15 to 14.i4 percent in 2015-16, whlts the groMh
rata of Revenue Expenditure during the same period docelgrated to 9.68 pgrcent lrom i9.62
percent. The lower groMh rate in Revenue Expenditure was due to a) shortfall of R6.3969
crofe in actual spending as against Budget Estimates in Non-plan Rev€nue Exp6nditurg and
b) a similar shortfall in Plan Revenue gxpenditure amounting to R6.2730 crore. The Non -
Plan Revenue Expenditure growth declined to 8.37 percent as against an avorage growth
rate of 20.17 porcent during the previous four financial y6ars. Besidss, the Grants-ln- Aid to
Local Self-Governments (LSGS) declined by 39 percent during 2015-16 from th€ previous
financial year. Over all, there has been short spending in 44 heads as pointed out by C & Ac
in Roport No 2 of2017 (See Table 3.2 of this report for sector- wise details).

1.2.9 However, a robust groMh of 66.9 percent is rocorded in 2015-16 under Capital
Expenditure (CE). (details are discussed in paragraph 3.2). Th6 CE/GSDP ratio increased
to 1.5 percent in 201S.16 from 0.97 percent in 2014-15.



1.2.10 The Revenue Doticit (RD) and Fiscal Deficit (FD)declined from 2 69 percent and

3.64 percent of GSDP respectively in 2014-15 to 1.73 percentand 3.2opercent of

GSDP r€spsctivgly in 2015-16. Howover, outstanding debt increased to 28.27 percent ot

GSDP lrom 26.42 perc€nt during the same period (Table 1.4).

l6b1o 1.4r Trends in Maior hdicators of gtats's Financesi 2011-12 lo ?015-16 (Rs croro)

Source: Budget in Brief, GoK, various issues, Finance Accounts, C&AG various issues &
mospi.nic.in

lbm6 2011-12 2012-13 2013-14 2014-15 201t16

Rovenue Rgoeipls 38010 44137 49177 57950 69033

% otGSDP 10.44 10.7 10.57 11.31 12.40

Sbl6 Tax R€wno6 25719 30077 31995 35233 38995

% ofGSDP 7.06 7.29 6.88 6.87 T.01

Sl6to Non'Tsx R€v€nus {SNTR') 2592 4199 5575 72U u25

SNTR as % of GSDP 0.71 1.n2 1.2 1.42 1.51

i/rl Gooipls of Loilenbs it
SNTR

381 591 5S3 960 1149

C6nlEl Govt Tlanrfals 9700 9862 11607 15434 21612

% of GSDP 2.66 2.39 2.5 3.01 3.88

Cepilal R66ipl6 122U 15685 17050 18719 17965

% of GSDP 3.37 3.8 3.67 3.65 3.23

TohlR6c6iph 50295 59823 66n7 76670 86998

% oloSDP 13.82 14.51 14.24 14.96 15.63

Tohl Expendilure 50896 59228 66244 76744 87032

% ol GSDP 13.98 14.36 14.24 14 97 15.64

Rev€nuo Erpendilure 46045 53489 60486 11746 78689

RE a6 % of GSoP 12.65 12.97 13.01 14.00 14.14

Expendilure on Lolleias in RE gt2 2083 3203 4485 5123

Capital Ouflay 3853 4603 4294 4255 7500

%otGSoP 1.06 1.12 0.92 0.83 1.35

Loan Disbursements 999 1136 1464 743 u2

% ofGSDP 0.27 0.28 0.31 0.14 0.15

Rsvgnu6 D6fcil 8034 9351 11309 13796 9657

% ofGSDP 2.21 2.27 2.43 2.69 1.73

Fiscal Dgncil 12815 15002 16944 18642 17818

% olGSDP 3.52 3.64 3.64 3.64 3.2

Pnmary D€ficit 6521 7798 8679 8l.372 6708

9o ofGSDP 1.79 1.89 1.87 1.73 1.21

Oulstanding Debt 89418 103561 113009 135440 157370

% of GSDP 24.56 25.12 25.59 26.42 28.27

GSDP (Cunenl Prices) 364048 412313 465041 512564 556616



Note -SNTR includes Gross Receipts from Lotteries. The Net Receipts from totteries
(Gross- Expenditure) is shown in the next row and expenditure on Lotteries is given betow
the row in which Revenue Expendjture as percentage of GSDP is shown .

lable 1.5: SlriJclural Chano€s in Composltion of Cenlral Transtors lo Kof€ls i Fro and posl
14ri Finance Commkglon

Source: Budget in Brief, GOK, various issues

Note: The tied part does not include the amount ofRs.2511.70 crore directly released to
implementation agencies-

A. Components of Cenhal Transfers ( Rs Crore)

3

€
E

F

I

6
E
E
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(1) (2) (3) (4) (5)
=1+
2a+

2b+3
+4+5

1 +2a

(8)

b+3

,l+5

(e)

20tl-12 5990 0 '|74 259 904 1,372 9699 5990 37U)

201213 6841 601 57 1163 '1207 9863 6841 3022 164

2011-14 7469 0 1568 111 1154 1305 71607 7469 4134 1744

2Q14,75 n26 0 1574 410 1555 3969 15434 7926 7506 3427

2015 16 72691 464/J 531 6 60 1684 27672 17331 4281 6178

B. shdes (% txr annum)

FC IC

FC
in CSS

6L76 0 12.1 2.67 9.32 74 t5 6176 34.24

69.36 6.tJ) 0.58 11.79 12.18 69.36 30 64

54.35 0 13.51 0.% 9.94 'tl.24 64.35 35.65

0 ta.2 2.6 10.08 25.72 51.35 46.65

5a 72 27_47 2.44 0.03 a.2a 't7.05 80.19 :19.8:t

c. GrcwdlRatE (%Fr amum)

cruwth rate of Flexible
Growth Rate of Tied Part

2012-73 7.69 14.^ -18.52

2073-14 '17.64 9.18 35.93

201!1 15 32.97 E1.44

2015-16 40.03 1r8.66 42.94



FEur€l.9: edmpiitilon 6l Flrrbla .nd tEd pin gi glntr.t BrvoluliEn Lt X.nl3: 91111'14 ts
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I

*Flexible
..*Tied part

Source: Table 1.5

changing Composition of Cental Tnnsfers - Implications tor lnmediate Futurc

1.2.11 Frcm 2017-18, Central Assistance to State Plan has been disaontinuod, a6 Centre
has done away with Five Year Plans. For Kerala, the Revenue Delicit grants, which hslped
in containing Revenue Deficit, even in the fac€ ofslagnant Own Tax Revenue grcwth, would
not be available from the financial year 2018-19,

1.3 Deficit lndicatoB of the State

1.3.1 The Revenuo Doficit of the state declined by 32 percent during 2015-16 to
Rs.9656.81 crore from Rs.'i3995.96 cror€ in 2014-15. This was mainly due to a)higher
Central d€volution and b) subetantially lower Revenue Expenditure
than the budget eetimate. The RD to FD ratio also declined to 54.20 percent in 201916 as

against 74 percent in 2014-15, making mor6 resources available for capital
expenditure. The FD/GSDP ratio declined to 3.20 percent in 2015-16from 3.64perc€nt in

2014-'t5.

1.4 Fiscal Consolidation Trcnds and Taryets in Kerala Fiscal Responsibility and Budget
Managenent (KFRBM) Act, 2003.

1.4.1 The 13' Finance Commission gave Slate specific targets for Deficit and Debt reduction
up to the period ending 2014-15. Accordingly, the KFRBM Act,2003 was amended in
2011, incorporating the targets to be achleved by 2014-15. The RD which was to be
eliminated by 20'1415, was at 1.73 perc€nt of GSDPin2015-16. FD target ol 3 percentof
GSDP,whlch was to be achaeved by 2013-14 has also beon br€achod. The only
indicator that could siay withln the lirnit recommonded by 13'^FCwas debVGSDP ratio. lt
was at 28.27 percent as against 29.8 perc€nt rscommsnded by the 13'" FC for 2014-15.



1.5 lnplications of Recommendations of FRBM Reviow Commiftee 2017

1.5.1 The rulg based tigcal control regime has fundamentally changed after the
recommendations ot tho l4s Financg Commiasion. Union Budg€t, 2017-18, based on the
recommendations of the FRBM Review Committee has argued that sustainabte debt
path should be thg macroe@nomic anchor of our fiscal policy. 'The Committee has favoured
a Debt to GDP ratio of 60 percent for the overall Government (Union and the States
tog€ther) by 2023, consisting of 40 percent for Central Government and 20 percent for Stat€
Gov€mm€nt. Within this framgwork, the Committee has derived and recommended 3
psrcent tisCal doficlt lor th6 next three years. The Committee has also provided for ,Escape

Clauses', for deviations upto 0.5 p€rcent of GDP, from the stipulated tiscat deficit target.
Among the triggers for taking rscourse to thes6 Escape Clauses, the Committeo has
included Tar-raaching Etructural reforms in the economy with unanticipated fiscal
impllc€tions" as one of lhe factors".

1.5.2 This budget announcement should b€ studied in the light of the fiscal roadmap laid out
by the Fourteenth Finance Commission (FFC). The deficit path in case of States, as
rccommended by the FFC, has provided a flexibility ot upto 0.5 percent of GSDP under
following conditions: (a) zero revenue deficit, (b) tiscal deficit not exceeding 3 porcont of
GSDP, (c) interest payment to revenue receipt ratio not exceeding 10 percent, and (d)debt-
GSDP ratio below 25 percent. ln FFC'S assessment of Union and State finances, combined
Debt to GDP ratio ne€ds to be brought down to 58.24 percent of GDP by the end of 2019-
20, The debt adjustment path proposed by the FFC provides for an increase in the Debt-
GDP ratio of all States from 21.90 percent to 22.38 percent. At an aggregate level, State
debt to GDP ratio for the year 2016-17 (BE) stood at 22 percent, well within the target set by
th6 FFC. State sp€cific debt to GSDP ratio is shown in Table 1.6.

lsa,l€ 1.6i oqh - egDP rsio d MEjsr Stsl€6 {tlr,6f 69FP)

States 2014-1s 2015-t6 RE 2016-17 Be
AndhE Pradesh 22.9 24 24

25.8 25.3
Chhattisgarh 14 15.2 15-5

Goa 27.2 28.9 30.6
Gujarat 24.6 24.2 23.3

21.5 21.3
Jhalkhand 21.9 21.2 20.9
Kamataka 22.5 24.1

Ke€la 26.42 28.5 28.1

Madhya Pradesh 22.2 21.5 20.3
Maharashtra 20.5 20.5 20.1

Orissa 18.5 19.1 18.8
Punjab 32.2 32.4 31.4
Rajasthan 24.4 25.8 26
Tamil Nadu 21 21.2
l.rttiar Pradesh 30.9 30.5 30.1

Wesl Benqal 36.7 35.5 32_9

All States 21.9 22.3 22
Source: Budget documents of respective Stat6 Govemments
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'1.5.3 In case of Union Government, th6 FFC recommended a larger correctlon in Debt to
GDP ratio, and the correction is expected from 43.60 perc€nl In 2015-16 to 36.30 percent in

201S-20. This asymmetdc conection path is primarlly to snsure liscal discipline for th6
Union covernment, giveh large dstlclt and debt (above the FRBM target) at ths Central level
since 2009 (Table 1.7).

Table 1.7: Consolidat6d Firc.€l Roadmap Rocommondad by the FFC f/o of GDP)

Source: Report ofthe Fourte€nth Finance Commission

'1.5.4 With the FFC recommendation in hindsight, it is pertinent to acknowledge that if the
FRBM paths proposed upto 2023 for both Union and States are to be adhered to, the States
may have to undertake larger fiscal correction than what is envisaged in the FFC Report. lt is
albo to be noted that at th6 lev6l ol all stat6s, for 2015-16 (RE) and 2016-17 (BE), du6 to
larg€r fisc€l 6xpanaion cons6qu6nt to th€ introduction of UDAY scheme, and impsnding
Pay Commission awards , adhorenc€ to deficit targots has suffer6d a set back. Additionally,
the restructuring of financing patt€rn of Centrally Sponsored Schemes and other transfers
from the Contre to the states have also placed a larger burden on ths States. While this
ha8 reduced the quantum of transf€rs flowing lo the states as per cent of GDP (as discussed
above), it has placed an asymmetric burden on th€ States to meet the newly announced
overall fiscal prudence tiargets. On the other hand, if the Centre manages to follow the flscal
consolidation path laid in the FFC Report, it can cornlortably meet the 40% Debt to GDP
ratio target bythe year 2023.

1.5.5 Though targeting debt as a policy anchor instead ot deficit has been suggested, the
realisation of the new fiscal prudence targets would depend a lot on the real GDP groMh
rate, rat6 of inflation, level of deficit and the intereat rat6. Additionally, th6 quostion of how
exactly will the States manage to achieve th6 20 porc€nt Debt to GDP ratio by the year
2023, in the event of rising expenditures and falling revenues, is wo(h d€liborating upon, if
the consolidated 60 percent debt to GDP target is to be atiained for perceived prudent fiscal
management at the macro level. A review of the r€commendations of the FRBM Committee
and its imDlications on Kerala finances forms the content of Chapter 5 of this reDort

|lem 201$16 2016-'t7 2017-14 2018-19 2019-20
Debt Stock-Union 43.6 41.4'l 39.49 37.79 36.3

Debt Stock- States 21.9 22.06 t) t1 22.3 22.38

Outstanding Union Loan
to Statcs 0.97 0.81 0.66 0.54 o.44

consolld6t€d Outstandlng
D6bt

64.53 62.67 61.03 59.55 58.24



10

Chaptor 2

Rgview ot Rovenuo Rocgiot$

2.1 Revenue ReceiDts - Struclure and Trcnds

2.1.1 Total Revenue Receipts during 2015-16 were Rs.69033 dore, as against Rs.57950
crore in 2014-15, recording an annual growth rate of 19.12 percent. The State's Own Tax
Revenue (SOTR) was Rs.38995 crore during 2015-16 as against Rs.35232 crore in 2014-
15, with an annual groMh rate of '10.68 percent. GroMh rate ol SOTR continued to be
moderate when compared to the period from 2006-07 to 2012- 13 (Table 2.2, page '18 of the
First Report of this Committee). As is evident from Tabl6 2.1, the slowdown in growth rate of
SOTR receipts and its major components started in the financial year 2013-'14 and continued
thereafter. Table 2.1 gives the details of collection, groMh and share of Own Tax Revenue
by major components.

Tabl6 2.1: Trdndr ln Own Tax R6v6nu6r 20'1'1-12 lo 2015-16

Source: Finance Accounts, C&AG, various issues

2.1.2 The Sales Taxlr'AT, the largest component of SOTR grew at 10.14 percent during
201116 as against 12.15 percent in 20i4-15. Commodity wise trends in groMh of Sales
Taxlr'AT for the period 2O11-12lo 2015-16 have been discussed in detail in Chapter 2 of the
First Report of this Committee. As observed in the First Report, there was disc€rnible
downward trend in grolvth rate ot revenue from all major commodities during 2013-14 to
2015-16.

2.1.3 The State Excise Duty collections (levied on alcoholic liquor for human consumption)
grew at 10.52 percent over the previous yeais negative growth rate of 8.50 percent. The

A. Own Tax Revenue bv Maior Comoonents (Rs. crore)

Year
Sales Excise

outv

Motor
vehicle

tax

Stamp duty
ano

Reqistration Others Revenue
2011-12 18939 1883 1547 2987 323 25719
2Q12-13 22511 2314 1925 2938 389 30077
2013-14 24885 12 2161 2593 414 31995
2014-'t5 27904 't777 2365 2659 523
2015-'t 6 30737 1964 2814 2878 602 38995

B. Shares o/o\

Year
Sales Excise

ouw

I\rotor
vehicle

tax

Stamp duty
and

Reoistration Others
Own Tax
Revenue

2011-12 73.64 7.32 6.17 11.61 1.26 100.00
2012-13 74.44 7.69 6.40 9.77 1.29 100.00
2013-14 77.78 6.07 6.75 8.'t 0 1.29 100.00
2014-15 79.21 5.O4 6.71 1.48 100.00
2015- 16 78.82 5.04 7.22 7.38 1.54 100.00

C. GroMh Rates (%)
2011-12 19.62 10.76 19.23 17.O5 5.56 18.40
2012-13 18.86 22.89 2't.30 -1.64 20.43 16.94
2013-14 10.55 -16.08 12.26 6.43 6.38
2014-15 12.15 -8.50 9.44 2.55 26.33 10.12
201S16 10.14 10.52 18.99 4.24 15.11 10.68
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policy decision of th€ State government since 2013-14' to stop selling Indian Made Foreign

Liqu;r (ll\,lFl) through licensed bars and, phasing out of the retail outlets of Kerala State

Beverages Corporation (KSBC) in the State has had an adverse impact on collections under

this head.

2.1.4 Motor Vehicle tax grew at 18 99 percent in 2015- 16 in contrast to 9 44 percent in 2014-

15. The growth in revenue collection lrom Stamp Duty and Registration Fees was higher at

8.24 percent in 2015-16 as against a subdued 2.55 percent during 2014-15 The groMh rate

of "Others" compon€nt declined from 26.33 percent to 15.1'1 percent dudng the same period

Thus, apart from l\,totor Vehicle Tax, State Excise Duty and Stamp Duty and Registration

Fees, growth rates of all other components declined during 20'15-16 when compared to

2014-15, resulting in lower growth rate of SOTR in 2015-16. However, the overall Revenue

Receipts grew at 19.13 percent due to higher Central Transfers

TaUe 2.2: Sltuctte d Rerqnre R€iS o, Xe.afa: 2Ol l-12 lo !!01:ts!6

|16m 2011-12 2012-13 2013-14 2014-15 2015"16

A. Revenue Receipts by Components (Rs crore)

Receipts 38010 44137 49177 57950 69033

State's Own

rsoTR) 25719 30077 31995 35233 38995

Stat€'s Own
Non-Tax

(SONTR) 2592 4199 5575 72e/ 8/25
central
Transfers 9700 9862 11607 15434 21612

B. Shares (% p€r annun
State's Own

(soTR) 67.66 68.14 65.06 60.80 56.49

Stat€ s Own
Non Tax

/SONTR) 6.82 9.51 11.34 12.57 12.20

Central
Tmnsfers 25.52 22.U 23.60 26.63 31.31

100 '100 100 100 100

C. Growth Rates (% p€r a!!qq)

ReceiDls 16.12 11.42 17.U '19.13

State's Own

(sorR) 16.94 6.38 10.12 't0.68

Slate's Own
Non-Tax

ISONTR) 62.00 32.77 30.65 15.66

Central
Transfers '|.67 17.69 32.97 40.03

Sourcer Finance Accounts, C&AG, various issues

4t34t2018 - 3
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2.1.5 lt is evident from Table 2.2 that the share of Central Transfers increased to 26.63
percent in 2014-15 from 23.60 percent in 2011,t4 and further to 31 .31 percent during 20,15_
16. As already discussed in Chapter 1 of this report, the increase in the share during 2014-
15 was due to the process of re -routing release of Central grants through the State budget,
instead of directly to implementing agencies. Another contributing factor is the increase in
tax share consequenf to the award ofthe 140 Finance commission.

2.2Tax Etfott

2.2.1 ll can be seen from Table 2.3 that the actual collections of Own Tax and Non-Tax
Revenues have fallen short of Budget Estimates (BE) and Revised Estimates (RE) during
2015-16. The Central Transfercr too have been over€stimated in BE and RE for 2015-16, as
can be seen from the shortfall in aciuals. Margins of enors differed across sources of
revenues.

Ti;d62.3: &d$st Esri,ilsl,* R&is6dtE€t*nstei afid,AdslrRi'veftJdRdasht$j ZOlSrlO

Source: Budget in Brief, GOK, various issues

rlem Budget
Estimate (BE)
{Rs crore)

Revised
Estimate (RE)
(Rs crore)

Actuals
(Rs crore)

Actuals to
BE (%)

Actual to
RE (%)

Own Tax
Revenue

45428 39881 38995 85.84 97.78

Own Non - Tax
Revenue

8931 8911 8r''25 81.56 81.74

Central Tax
Devolution

13122 13122 12691 96.72 96.72

Central Grants 9946 9105 8921 89.69 97.98



2.3 Revenue Receipts- Challenges in the immediate futurc

2.3.1 Besides, tapering off of Revenue Deficit grants' the State faces certain additional

challenges in achievina a robust growth of Revenue Receipts. These are the impacts of

demonetisation on tax base and issues arising from implementation oI Goods and Services

Tax (GsT).

2.3.2 lt is now an accepted fact that post demonetisation there has been a slowdown in

economic growth, both at tho all India and the State level Demonetisation or the withdrawal

of cur.enci notes of RS.5OO/- and Rs.lOOO| denominations from circulation on November 8,

2016. took out 86 percent of the value of curency in circulation. Obviously' all economic

activity and particularly cash dependent sectors, liko construction' trade and units in the

informal sector contEcted s€verely This is palpable from deceleration of grolvth rate of

collection of Own Tax Revenue in Kerala, before and immediately after demonetisation in

Kerala (Table 2.4). lt can be seen that growth rate from all components of Own Tax

Revenue, except Excise duties on alcoholic liquor for human consumption and MotorV€hicle

Tax, was negative immediately after demonetisation (Table 2 4). This would obviously

slowdown the growth rate of Own Tax Revenuo in financial year 20'16-17.

I$ldz:l4rlclo*ahiil,e:6{&v''al*:Fewotet t(tt tulPer$d:Poetdsrmd{isd,oti(lt)

Sourc€t Table 19 Report of the Committee to Study lmpact of Demonetisation on the State

Economy of Kerala-, Febtuary 2017

2.3.3 Since the implemontation of GST from 1"'July 2017, the standard rate on goods, which

was 14.5 Dercent under the Value Added Tax (VAT) regime, has come down to I percent

(SGST component oI 18 percent GST). This implies that there has been a fall in the rate of

tax by 5.5 percent for a majority of commodities (14 5 - 9), as 75 percent of the taxable

commodities were at '14.5 per cent under the VAT. Though tax on supply of services has

become part of States' revenue, the genoral economic slowdown trends along with

implementation issues have impeded any buoyant growth of tax revenues. However, on the
positive side 14 percent annual groMh rate of taxes subsumed in GST (based on actual

collections of 2015-16) is assured under the post- GST scenano for live tinancial years

beginning from 2017-18. Hence, from 2017-18 to 2021-22, baseline groMh of 14 percent is

assured with regard to State taxes subsumed in GST and this is higher than the average

growth rate of tax collections during 2013-14 to 20 !6-17, under the pre-GST regime.

Item July- October 2016
(Pre demonetisation )

November- December 2016
(Post demonetisation)

Commercial Taxes 1.94 -8.5

Excise 3.63

Registration -7.48

Motor Vehicles 4.4 2.46

Total 2.1 -7.63
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3.1 Revenue Expenditure- Structure and Trends

3.1.1 Out of the aggregate expenditure ot the State of Rs.87,032 crore in 20.1b_16, Revonue
Expenditure component was Rs.78,689 crore constituting 90.14 percent of the total as
against 93.49 percent in 2014-15. Though there is a decline in the share of revenue
expenditure in total expenditure, it is stilt higher when compared with the all States'av€raqe
of 80.86 percent.

3.1 .2 Table 3. 1 presents groMh lates of the major components of Revenue Expenditure
trom 2011-12 to 201U16. Overall, the growth rate of Revenue Expenditure declined to 9.68
pe.cent in 2015-16 from 18.62 percent in 2014j1' Except for Social seNices, the grown
rat6 of all other major components declined, with crants-in-Aid to LSGS showinq an absolute
decline of 39 percent compared to an increase of 28.71 percent in 20.j4-15. droMh rate of
Revenue Expendilure in Economic services and General servicos declined to g.g4 and 14.g
percent rospectively during 2015-16 from 28.6 and 18.14 percent respectjvely in 2014_lS,
while that for Social services incroased to 16.38 percent during 2015-16, from 11.14 percent
in 2014-15. (Table 3.1)- The sectoral shares have more or less remained lhe same, except
for Grants-in-Aid to LSGS. There was an abnormally high growth rate in Revenue
Expenditure and its components dtning 2011-12, wtten the Ninth pay Comm|ss|on
recommendations weae implemented. But a similar high groMh in Revenue Expenditure
was not witnessed in 2015-16, when the Tenth pay Commission's recommendations were
implemented. This is due to the fact that the notification was issued only towards the end oI
the financial yeat 2015-16 and substantial actuat disbursemonts staded onlv in the
subsequent financial years.

fable g 1: gs!re&'p df RGr'{|i|re C$indtulc:2011-12 to 2CJtfS
General
Services

(%)

Social
Services

Economic
Services

Io\

Grants in

LSGS rol.)

Revenu6 Expenditure
(Rs crore)

201't-12 35 8 46045
{100)

2012-13 43 7 53489
(100)

2013-14 44 35
13 8 60486

t100)

2014-15 33 '14 9 71748
{100)

2015-16 46 35 14 5 78689
(100)

Growth Rales (o/o per annum))

General
Sotuices

Social
Services

Economic
Services

Grants

LSGs
to Revenue Expenditure

2011-12 31.66 33.96 40.81 21.99 32.83
2012-13 12.25 16.36 27.35 18.5 16.17
2013-14 16.76 11 14 1.55 23.78 13.08
2014-15 14.14 13.06 24.6 24.71 18.62
2015-16 14.8 '16.38 8.84 -39.00 9.68
Source: Finance Accounls, C&AG, various issues
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Trbl6 3.2r &d06t g0{mrt6s (B€}, R6vb6d Edimrtor (nE) |nd Aaturl6 ot Rewn!6
Erpandturu aofi oon6nto: 201 5.16

Source: Finance Accounts, C&AG, various issues

3.1.3 Table 3.2 shows that the actuals have varied by wide margins from Budget Estimates

and the variation has been higher for Plan Revenue Expenditure, Grants-in Aid to LSGS and

CSS. Tho variation betw66n BE and actuals for salary is C) 13.06 percent, while RE has

been closerto actuals. The BE and RE of other committed expenditure items ol Pension and

lnterest payments have been close to actuals. The reason for decline in Grants-in-Aid to

LSGS is that the State govemment introduced bill system, that is, drawing of funds based on

actual expenditure incuned, instead of periodic withdrawals and parking the unspent

Item
BE

(Rs.crore) (Rs.crore) {Rs,crore)

Actuals as a
proportion of

BE (o/o)

Actuals as a
proportion of

RE IOl.)

Total Revenue
ExDenditure 85259 81 834 78689 92.29 96.16

Plan Revenue
Exoenditure 14809 12264 12079 81.57 98.49
(a)CSS 7064 5459 3762 53.26 68.91
(b)State 7745 6805 8317 107.39

Non - Plan Revenue
Expenditure 70450 69570 66610 94.55 95.75

Salaries 26594 23236 23/'50 88.18 100.92
Pension 13172 13126 13063 99.17 99.52
lntorest oavments 10952 10861 11111 101.45 102.30
Devolution to LSGS 7665 6493 5029 65.6't 77.45
Others 12067 15854 13957 115.66 88.03



balances in the accounts of the authorised LSG officials. The probable reason for variation in

CSS is that the pattem of Central financing changed during the financial year and could not

be adequately foreseen at the time of budgot oxercise. The lower actual figures as against

Budget Estimates under these two heads, has been the main reason for lower Revenue

Expenditure grow,th during 2015-'16.

3.2 Trcnds in Salary, Pensions and lntercst

3.2.1 As regards the tall in expenditure under salaries and pension, it has to be noted that

Budget Estimate 20'15-16 included provision for additional commitment towards pay and

pension revision, and anears to be paid. But the order implementing pay r€vision was issued

only on 201112016, that is, towards the end ot the financial yea. 2015-16, pushing the fiscal

burden of Tenth Pay Commission awad to subsequent linancial yea6. But this shortfall in

2015-16 would result in substantial additional commitments towards implementation of Pay

Commission award during financial years 2016-17,2O17-1a and 2018-19. This is evident

from the factthatthe salaries/TRE ratio, \,vhich was 29.87 per cent for the years 2014-15

and 2015-16, increased to 30.84 per cent in 2016-17as per the provisional accounts

prepared by the Accountiant General. This would cause additional fiscal stress, especially

when RD grants awarded by 14' FC also would taper off and cease by 2018-19.

fdbb 33:ll|bt*blhSdlrty,'r.s-n8lor6€ndrld&r€dt:10,114zto:2ttl5-16

(Rs. crore)

Year Salary lnterest Pensions Revenue Expenditure

2011-'t2 16029 6294 8700 46045

2012-'t3 17257 72Q5 8867 53489

2013-14 19240 9971 60486

2014-15 21344 9770 11253 71746

2015-16 23450 't't't't'l 13063 78690

Shares of Salarv. Pension and Interest to Revenue ExDenditure (per cent)

2011-12 35.25 13.67 '18.89 67.81

2012-13 32.73 13.47 16.58 62.77

2013-14 32.33 13.66 16.44 62.48

2014-15 30.14 13.62 15.68 59.44

2015-16 30.19 14.12 16.6 60.91

Source: Finance Accounts. C & AG. various issues
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3.3 Trcnds in crants -h -Ard fo LSGS

3.3.'l Another major expenditure item under which saving occuned is devotution to LSGls.

Till 2014-15, the devolution of funds to LSGS were released in monthly instalments and were

credited in thejr Treasury Savings Bank (TSB) acaounts, trom which expenditure coutd be

met as and when claims arise and balance parked in the same account. From 2015-16, this

method of release of grants was changed considering the incaease in unspent batances In

the TSB accounts with the LSGS. However, directions were issued vide c O (p) No

119l2015lFin dated 21.03.2015, that the unspent batance woutd not lapse and woutd be

made available to LSGS through Supplementary Demands for Grants (SDGS) in the

subsequent financial year. Thg result of the above change in procedure resulted in

spending of only of Rs.3903 crore during 2015-16, and a shortfall of Rs.2636 crore under the

head of Grants-in-Aid to LSGS. But these would reflect as expenditure commitments in th€

next tinancial year, as per the Governmenl Order (G.O) cited above if Supplementary

Demands for GEnts are placed subsequently.

3.4 Trcnds in Allocation for Centrclly Sponsored Sctemes /CSS)

3.4.1 Based on the recommendations of the Sub group ot Chief Ministers on rationalisation

of CSS, the Schem€s have been categorised under Core of the Core, Core and Optional

Schemes with change in Central and State share in financing pattern. lt is now 90:10 for

Core of Core, 60:40 for Core and 50:50 for Optionat Schemes. This re-categodsation is one

of the major reasons for the decline in fund flow to Kerala in 2015-16 when comoareo ro

2014-15. List of some Programmes/Schemes lor which assistance was reduced in 2015-16

are shown in Table 3.4
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Tabl€ 3.4r t\,laior CSS Schomas and nobss€g fiom the C€nt€ to KerEla (Rs.ctore)

lrcm 2014-15 2015-16

1. National Food Securitv l\4ission 3.12 0.76

2, RKVY 300.7 90.48

3. Swachh Bharat Abhivan 33.97 8.5

4. National Rural Livelihood Mission 63.61 28.58

5. Nalional AIDS&STD Control Programme 24.99 21.38

6. umbrella lCDs 247.26 0

7. National Health Mission 540.38 316.58

8. MG NREGA 1587.58 1161.36

9. National Social Assistiance Programme 104.9 152.05
10. National Programme ot Mid-Day meals in

Schools 225.75 171.21

Source: PFMS podal of Gol

Note:- Out ot these, Sl. No 8 and 9 are Core of Core Schemes and all others are Core

Schemes.

3.5 lrerds /|' Subsidies

3.5.1 As far as explicit subsidies are concerned, it is 0.23 percent of GSDP for 2015-16 as

against 0.24 percent tor 2014-15. As can be seen from the Table 3.7 ot the first repoft of this

committee (extracted below), subsidies as a proportion of GSDP have been coming down.

Out of the total subsidy of Rs.'1372.89 crore during 2015-16, 81 percent, amounting to Rs

1106.35 crore is food subsidy. The tronds in subsidies lor the period 2011-12 to 2015-16 arc
discussed in paragraph 3.8 of the First Report of this Committee The relovant portion is

reproduced belorr,i.

"The major subsidy given by the State govemment is in the food sector' This includes

amounts given to Kemla State Civit Supplies Corporation for ma*et inteNention. Other

components of subsidies include power, iftigation, toudsn, and education".

Table 3.5: Trcnd in Snbskties: 2011-12 to 2015-16

Year

toutl
Subsidy

(Rs crore)

Food

(Rs crore) (Rs crore)

Others

(Rs crore)

Subsidy as

proponron
Of GSDP

f/.)

Food
subsidy as

proportion
ol I otal
Subsidy

(%)

2011-12 1014.43 699.57 54.60 260.26 0.28 69

2012-13 1267.18 894.96 75.00 297.22 0.31 71

2013-14 1278.94 903.00 150.00 225.94 0.24 71

2014-15 1252.51 1026.57 50.00 175.94 o.24 a2

201916 1372.39 1106.35 0.00 266.04 o.23 81

Source: First Repo( of the KPERC, August 2017



3.5.2 To sum up, revenue expenditure of the State will have to face the following challonges

in the near future:

a) Increased allocation for pay/pension revision commitments and anear payments in

2016-17 ,2017-18 and 201&19'

b) Non-availability of RD grants from 201&19

c) As funds unspent by the LSGIS during a particular tinancial year are again allotted

through Supplementary Demands for Grants (SDGS) in the next financial year' there

would be additional expenditure commitment during the next financial year'

d) Increase in State's contribution to css due to the restructuring of financing of grants

by Union government.

3.5,3|nshort,thedecreaseinthegrowthofrevenueexpenditureduring2015-16wasnot

because of any medium term lmprovement or reduction in commitments There is every

likelihood of revenue expenditure Increasing during 2016-17 and 2017-l S Committed part of

the expenditure is downwardly inflexible. at least in the short run Expenditure cuts with

adverse impact on poorer sections ol the society are also not socially and politically feasible'

Under these circumstan@s' prudent management of State finances would mean prioritising

exDenditures.

3.6 caoltalExPsnditure

3.6.1 Capital Expenditure had recorded a very low growth rate of 0 33 porcent during 2013-

14 when compared with 18.30 percent during 2012-13 |t decelerated to -'1321 percent

dunng 2014-15 belore recording a high growth rate of 66 92 percent during 2015-16 The

incroase in groMh late was on account of incroase in expendit-lre in all tho three sectors'

name|yG6nera|,EconomicandSocialservices.Amongthe@mponents,theshar6ot

Economic servioes is predominant, followed by Social services' Loans and Advances and

General services (Table 3 6) The growth rate ol capital Expenditure during 20't5-16 was

impressive. The actual expend[urc was 91 17% ot Budget Estimates and 11708 % of

Revised Estimates. (Tabl6 3.7)

4rut201a - 4
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Xagli, 3Ar eapital: Eigrirditr|e-Siedt a,, Diseibunon: 2orlf-12 -20f.5-16
A.Capital expenditure oy Coi!6iEnts (Rs. Crore)

2013-14 2014-15 2015-16
General
Service

162.U 146.91 ua.u 134.66 256.60
Social
Services

594.88 561.89 617.12 875.26 1035.03
Economic
Services

3095.70 3894.49 3529.17 3244.67 6208.41

Loans and 998.54 1136.15 1464_17 743.O9 u2.25
Total Capilal
Expenditure

4451.46 5739.U 5758.50 4997.68 4u2.29

perannum)

seMce I s ss
2.69 3.08Social

Servic6s 12.28 q7q
10.72 17.51 12_41Economic

Services 63.81 67.85 61_29 64.92 74.42Loans and
20.58 25.43 14.87 10.10total
100.00 100.00 100.00 100_00 100.00

uenerat IService I

(% per annum)

-9.04 I 90.5s
-9.50 o.77

Social
Servi@s

9.83 41.83 14.25Economic
Servi@s -9.38 -8.06 91.34LOans and

24.87 -49.25 13.34Total
18.30 -13.21 66.92Source: Finance A--6liia-EEliiiidls rssues

rce: Budgotin Brief@

rabb 37va{ie66i|o 6fB€, R€ imit A6n}c Oap*d gr$d,,*tura_ 2o.r$.t6

BE
(Rs crore) (Rs crore)

Aclual
( Rs crore)

Actua|/BE
(%\

ActuaURE
e/.\10066

s4".".
7125 4342 91.17 117.08



nurc 33 C# EF eG@ *db-20il-t2 to 20tt16

Source : Table 1.4

FiguE341 ghdgs|rFotElf6iiAO4idl EFdtuE-@t1l-!t2fi8@!&'15

ao-orl rlrll::l I
-Jl -Jl -Jl -1, -J,

2011_12 2O1?-1r 2O:.3 14 2()14-15 2O1t16

lcenerat servcies -sdjalServcies ' 
Economit services 

'Loan3 
and Ad€tces

Source: Table 3.5

3.6.2 lt is apparent that temporary fiscal space for higher capital spending was available in

;;G-i;, #ilr;;"""se of a)hig-her centialtax devolution and RD srants ror a three vear

;:;';;#il i""io or t'"'lab rc' r)'J"ruvins pavment or pav.revision.arears and c)

ffi;d;il;;;i;";d; to LSGS due to change in procedure of releas€ or funds In other

il;'", il;;;;n capitar e'p"naitut" in" 201!-16' cannot b€ sustained unless the

oreoonderance of Revenue Expendrture L moderated' which is difficult as alt1gv stated

""i5r"i*j-."-"**" a increase capital spending are a necessity in the short and medlum

;n b boost the slowing economic growth in the state'

3.7 Public Expenditurc Management: The lssue of Rush of Spending

3.7.1 One of the maior issues in pt-lbhc expenditure managemont in Kerala is rush of

l;",ioiliilil"iiJ,iiJ-!."o " :r Hl"::ii:;o1i,1","t"""A*:ll;'r,ff :i"t:"[,'F"',:'"1f
are relevant as it reflects on the poor exf

of the maior reasons fo|. tu"t rn,nu," ,u"rrin 
"p"nding 

is-passing the budget is done in July'
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Till then the expenditure is manaoed bv Vote _ on - Accaunl. which is only for the ttmjtedpurpose of def.aying routine expe;dilur;. when the ful budget is allotted and adminislrativeand financial sanctions are obtained f
,:l3t-T!;119p.;;;;;;";"i;ffi;i"illi4.',:lJf""t1y:?fl:"#,I:ffi :."i*irn€ndar year. The consequences of this are discussed 

"l"Ooratlly-in 
6i"plt"-i,+ ot tti"

.1]:2-J!"-"0*n9'.ig 9f the budget to Janu€ry, wourd enabre the earry starting or proceduresror spending and it is hoped that it woutd go.a tong way in putting an end to the iasr mrnuterush Jor withdrawal of funds. The obseryatlons of the C E AG on last minute rush ofspenohg ts reproduced betow (Kerata Finance n""orni" zot slt o,-vo];#li,'il;:,t;s)
"Ru-sh of b<pen.iltture: ln tetms of the Kerala Budget Manuat, tush of ex\Endhure n thectosing month of the financiat year shoutd be avo.id;1._ ourng uirci z6i,6l ioi.r"r, ,n"t@te Govehment incured an exDenditurc of Rs.tzosz.ss iro:n'(i).dq-lJinii& ,r" ,or"texpenditure of.Rs.B6t89.s1 crore unctet Revenue ana.Capitat hiaisii, tiJ iiii)."'oa",e .trne 9 mator Heads of Account wherc 1

betwee n i0 percent ano' aa' ;";iiiiiriiiT,f"i f#ffi IZ:#&J litr:" :::"un*,*'

Annexure G
(Refefted b pan g (tx) of Noai ot nccouns on page 65)

J& rM d Acno/},t "t*. fir ylrry? firca.',d h tr'd'' Zoti rqso
',dvro 

n 
'''c.''',t 

nd lm 
'|rcant 

ot on obl.I|;;||;-'-.
(Rs.ln crorc)

s, $ajor Hetd E\p€'tdhfie
tdng Nerch fu16

Total
exp.Niitrc &fiing

n1$16

Percen|iga

sll$Capitat O'tttay on- d6r Genetd 87s.61 879.U 99.59

2 fnStAaon Onal onFos an Wt 1bg.z6 197.75 8055

3 sa2r_wd odtaay d1 o at scienlfrc
md tnvronhental Research

0.5i 0.75 70.67

4 2SSlJiillAreas
109.43 66.78

5 4055-Capitd Odaym
6503

6 440t -Capitat Oatay onidpAi$iidry
19.12 56.85

7 3lSS-talogy and tnidnettt
11.19 21.27 52.61

I aSlFcapitat Ouaay G Nety and
Kercwa!/,a Eneryy 5.17 52.22

I tu56-kptu Athyi;-lnrand iali LN 3.10 51.61
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4.1 Public Debt: Structurc and Trends

4 1 1. The high gro*h in the pubric debt (Tabre 4.1) of the state is an area of concem not

::]l^i1T.r::^I".:':: ': srowins (especiafly when siowth rate of nomin"i csoe i" 
"ro*tnsaown) ou.a|so.because a largor part of the debt is utilised for covering Revenue Deficit,leaving only iimited resources for capitar Expenditure. The 13h Fc 

"*"io 
t"Joro,n"o 

"nadjustm€nl path for bringing RD to zero, FD to 3 percent of csoe 
"no 

Deut tl-z6i p"r""nrof GSDP by 201415. Orher than DebUGSDp ratio no ottrer targ; srSS""i"j-;, rS. rC
l1v:^b:en :clieved. . 

tTadle 4.2). As regards DebUGSDp r."tio] 
"io*in?Uo*i 

ii 
""rn,n",\rrur growrn nas reduced the differential between inleresl rate and nominal GSDP groMhrate and this calls into question the sustainabiljty of public Debt witfr peisistin-g erimaryDeficit (Table '1.3). The debt stock and its structure are given in Table 4. 3.

Tdto4.1; crr*th rde df p{.,!lic M!tr AOl it_!A to g0lilF16 /(!,16 @r€nnu}|!)

source: Fina nce Accoiitqc&-A6lGii6ii isilE

Year
Debt Stock
(Rs crore)

Growth rate of
Public Debt

Growth Rate of Nominal
GSDP

2011-.t2 89418 13.66

2012-13 103561 15.82

13.25

2013-14 1 19009 14.92

12.79

20 t4-15 't35/'40 13.81

10.22

2015-16 '157370 16.19

8.59

TSb 42:,Aq{srEfitr@h sdtlt 13t' iFC;ir,rd,jlidtibir.ni3fi a(%df GSDP)

Item Ta.gct Actual Targel Actual Target Actual Targ€t Ac{ual

2012- 3 201;j14 201 {-15 201 t-16

DefidtcSDP 0.9 2.27 0.5 2.43 0 2.69 0 '1.73

Fiscal
DeficiUGSDP 3.5 3.64 3.0 3.64 3.0 3.64 3.0 3.20

DebUGSDP 32.3 25.12 31.7 25.59 30.7 26.42 29.8 24.27

source: 13' Fr Report and Table 1r4
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Fbr,i€.a.!:1?€t{ h Gr6.Ar & d Prl,ait Oct. td R*ib D€"tSSIP Rtb: llttl-r2b
2gllt6

5
e

a
E

2A

77

a6

25

23

22

15.5

t6
15.5

14.5

13.5

13

2011 L2 2012 1: :013 14 2014 a5 2015 16

-DebVGSoP 

Ralio iscrowth Rate ot Oebl

Sourca: Tables 1.4

lf,i!:,b 43r Or#t Sf4tctk -$n dtir|a-zolfojl l 1b20i5:t6

ffiTotal Debt excludes

Funds. Doposits and Advanc€s' Suspense and Miscellaneous and Remittances

sl.
NO

Item
(Rs. Crore)

2011-
12

2012-
13

2013-
14

2014-
't5

2015-
16

1 rr-.Lar El^rr^!ind. 38239 48810 60183 71960 uu6
1 1290 11323 11281 1 1806 12537

2 Soecial Securities issued to NSSF

3
t6Eis from Banks and Financial 5867 5496 5340 5302 5113

55396 65629 76804 89068 102496
4 Internal Debl (1)+ (2)+(3)

5 Loans trom Centre (5) 6396 6622 7065 7235

6 Provident Fund, Small Savings etc (qL 27625 31311 35543 39307 47639

6A Treasury Deposits out of (6) 6A 11632 12a70 14701 '15900 21515

1 rotat OeOt ' 1a1*1S1*101 89418 '! 03561 1'19009 135440 157370

ComDonenl s {% PeI annum)

Market Borrowings 42.76 47.13 50.59 53.17 53.91

NSSF 12.63 10.93 9.48 4.72 7.97

Loans from Centre 5.31 4.49 3.92 3.25

Provident Fund and Small Savingg 7.15 6.39 5.22 4.6

-asury 

Deposits out of PF & Small
Savinos

42.11 41.1 41.36 40.5s 45.16
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FA!|E{2 CqrFq!* dToa.t DoU (*!
60.0o

50.0o

4o.00

30.oo

2000

a NSSa

Source: Table 4.3

4.1 2 Th6 changing structure of rotar oebt du.ing2011-12 to 2015-16, r.vears that tne snareof NSSF, a high cost component is showing a secular decline. if,"- 
"f,_" 

of tn"comparativoly low cost Market Bonowings has increased Ircm 42.76 perceni io SS.S1percent during 2011-12 to 20.15-16. The share of Loans from Centre has'also iectined asCentre has discontinued with the practice of on tendjng to S;t""-un"i-tt J'lZ- fCrecommendations.

Tde 4.* FEcd dsftji[a$ Bfi.rliDg tRe_ cr6e]

-Pr & Sn}all savirSs

201Cr1 201112 2012_73 20!!14 2014_15 201115

aour"", a'nun"" O""o
&Pe Deposits and Advances, suspense and Miscelaneous, Remittances ani Generar cash Latance.

4.1.4 Unlike the balances in Consolidated and Contingoncy Funds (under Articles 266(1)
and 267 of th6 Constitution), the pubtic Account (under Articte 266(i) of the Constitution)

4.1.3 Fiscal Deficit is the gap between total receipts including non-debt capital receipts and
total expenditure trom the Consolidated Find of India or of-the respective State, ounng afinancial year. This is financed through net borrowings, net crodit balance in ihe puOtic
Account and available cash balances drawn down. Net credit under public Account
comprises includes cunent riabirities incruding amounts transte'ed from consoridaled Fund
of the.Stat6. Amounts unspent during the relevant financial year adds to the expendtture
obligations over and abov6 what is sanclioned for the future fininciat year by the te{isbture.

tem 2011-72 2012-13 20\3-14 2014-15 2015-16
Fiscal0eficit (A) 1281s 15002 16944 186/2 17818
Borrowings net of
repaymentsfrom
Consolidated Fund (B) 7034 10711 11294 13122
Net receipts under public

iccount (C)* 4514 5191 3237 s378 5674
gorrowinSs and Liabilities

(D ) =( B+c) 115?t8 15902 14531 18013 19396
Variation (E)=(A)-(D) L267 -900 24!3 629 -1578



balances are held in fiduciary capacity by the govemment But the liabilities of the Public

n""ount Ao form part ot the cash balances of the Central and the respective slate

governments.

4.1.5 The expenditure for a financial year can be incurred only through legislative sanction'

by presenting Demands for Grants (and it necessity adses by presenting Supplementary

o'",iuni" foi Grants) and an Appropriation Bill for drawing the allotted sums from the

conso|idatedFundof|ndiaoro|therespectivestates.|fthemoneyscannotbeappropriated
J*ing the nnunciat y"ar, it has to be surrendered as savings or it lapses at the end of the

financial year.

4.1.6 To circumvent the sunendering of moneys, the practice of withdrawing ths allotted

"rr""i""o-prtti"g 
it in Treasury Sivings Bank (TSB) Accounl 

9f. 
de!3rtm::tt I

in"titution op"n"o in the name ol the aulhorised otficial is resorted to Since the amount is

transfened io the Public Ac4ount lrom the consolidated Fund of the State' the same is

treated as appropriated and spent' but in effect, the concerned institution or the department

oets an extended time for spending than the one financial year period authorised by the

i""iJi"..i"or" + s sives details ;t deposits into the SpecialTSB accounts' by institutions

o"i"-o,t'" p",iJ zor,:12 to 20'15-16 and this is substantially reflective ofthis practice The

nip aia" of ifti" p,"ai"" is that Revenue Deficit or capital outlay, as the case may be for a

i,i"nJur V""i g!t" uttificialty inflated, if the amount transferred to Public Account is not spent

o"ri"slni""i" ft""cial year. Fiscal Deticit which is the aggregate of Revenue Deficit'

Cupitl Outt"y unO t't.t Len;ing during a financial year, is also inflated to the that extent'

| &b 1 t We h he Accqti (Rc ctss)

Iourcefinance nccounts, c & AG, various issues

4.'1.7 The problem is complicated further when a withdrawal is made from Consolidated

Fund and parked in Public Account, without the backing of cash ln other \dords' there would

be allocaiion in the budget head, but no cash resources at that moment to fund the

spending. In simplB lerms, the TSB account opened in Public Account is.a notional one and

is ttreretire unfunded. This results in parl of the Borrowings and Liabilities having no fund

backing. As already mentioned, when this gets caried over to lhe next financial year' it

u,outJ iu"" "tt"*" 
on thal year's cash resources lf the cash crunch continues' the unfunded

oatances get canieO over io more than one financial year' which makes the estimaiion of

debt, deficit and liabilities less kansparent.

2011-12 2012-13 2013- 14 2014-15 20 t 5-16 Remafts

8031-00102-99-
01

488 503 '1018 334 91 lndividuals

8031-00102-9$
02

808 7n 212 -61 2083 lnstilutions

8031 -00102-98-
01

-369 -310 -329 -156 544 lndividuals

8031-00102-98-
02

294 334 931 1042 2898 lnstitutions
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Fgu€ 4.3i Tr€ry S.ra{s Ba* A.cou6 DU Kftns rd M*dA (Rs dqt)

:!l]o

x fllt :..ountt oa iir5litution

- 
lss a.!.u.|! cf lndirdtral5

2011!2 2!1213 2t1l 1{

500

Source: Table 4.5

4.2 Taryets outlined by 14In Finance Commission and Actual Peiormance

4.2.'l As mentioned earlier, with regard to FD and borrowings, the 14* FC has outlined the
following:

a) Fiscal deficit of all States will be anchored to an annual limit of 3 per cent of GSDP.
The States will be eligible for flexibility ot 0.25 per c€nt over and above this for any
given year for which the bonowing limits are to be fixed if their debGGSDP ratio is
l€ss than or equal to 25 per cent in th€ preceding year.

b) States will be fudher eligible for an additional borrowing iimit of 0.25 por cant of
GSDP in a given year for which the bonowing limits are to be fixed if the interest
payments are less than or equal to 10 per cent of the revenue receipts in the
preceorng year.

c) The two options under these flexibility provisions can be availed of by a State either
separately, if any of the above criteria is fulfilled, or simultaneously if both the above
stated criteria are fufilled. Thus, a State can have a maximum Fiscal DeficifGSDP
limit of 3.5 per cent in any given year.

d) The flexibility in availing the additional limit undor either of the two options or both will
be available to a State only if there is no Revenue Deficit in the year in which
bonowing limits are to be fixed and the immediately preceding year.

4.2.2 With respect of these conditionalities, where exactly the State stands may be seen
from Table 4.6.

4t34t2018 -5
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it.b,e1 6 Dsfr| dtei ad lqie€si Patnrrd

tem {%) 2011-12 2012-13 2013-14 2014-15 20'15- 16

Revenue DeficiUGSDP 2.21 2.27 2.43 2.69 1.73

Fiscal DeficiUGSDP 3.64 3.64 3.64 3.20

Primary DeficiUGSDP 1.79 1.89 1.87 1.73 1.21

Debt / GSDP 24.56 25.12 25.59 26.42 28.27

Interest PaymenVRR 16.56 't6.32 16.81 16.86 16.10

Sourcer Table 1.4

4.2.3 In this context, it may be observed from Table 4.6 that the State would not be able to
avail of the additional borowing limit of 0.50%, as the basic condition of zero RD is not likely
to be met even at the end of the 14'" FC award oeriod in 2019-20. From Table 4.6. it is also
clear that the large scale borrowings since 2011-12 has caused higher annual growth rate of
debt, though cushioned by a larger denominator effect due to change in methodology and
base year of GSDP computation. The Interest Payments - RR ratio has also risen due to the
increased interest payment on account of higher borrowings, reversed by the larger central
transfers in 2015-16.

4.2.4 This Committee is of the view that the high level of deficit ratios would impede the
ability of the State to go for market borrcwings in the long run. lt is also to be taken note of
that under NSSF, the loans availed upto 2014-15 have got a period of 25 years for
ropayment, with the first five years being moratorium pe od. But from 2015-16 the tenure of
the loan has been reducod to 10 years. This would result in repayment liabilities within a
shorter span of time for NSSF borrowings after 20'14-'15. Yet another aspect is that though
the Centfal loans on account of Externally Aided Projects (EAP) have a longer schedule of
repayment, there is exchange rate fluctuation risk in these loans. Provident Fund and Small
Savings are Public Account liabilities, the repayment claim on which is difficult to predict.

4.3 Deficit lndicators - lmplications for Futurc

4.3.lThe targets as laid down in the KFRBIVI Act 2003 (as amended in 2011), for major
deficit indicators of RD and FD could nol be achieved. The RD has exceeded the target
consistently ever since the KFRBM Act was amended in 20'11. The relative reduction in RD
achieved in 2015 -16 (Table 4.6) is not likely to sustain itself as it has been achieved due to
compression and delay in implementation of pay revision, while the lower grorvth in Own Tax
revenues have continued.

4.3.2 Another pertinent issue is the suggestion to have a debt anchoring target by amending
Fiscal Responsibility Acts, as recommended by the Review Committee. Though not in

accordance with the targets indicatod by the 14'' Finance Commission, there is a possibility
of the benchmafts set by the Committee becoming targets in future. In Chapter 5, of this
report. the salient recommendations of the Committee have been discussed. The glided path
suggested by the Committee stipulates FD/GSDP ratio at 2.5 percent for the Centre and 1.8
percent for the States by 2022-23. the Debt-GSDP ratio is suggested at 60 percent, 40
percent for the Centre and 20 percent for the States. lf this were to be implemented, then it
would seriously constrain the fiscal space of the States, especially in the face of substantial
share of committed expenditure, uncertainties resulting from implemontation of GST and



additional expenditure commitments due to restructudng of Central grants The compression

of debt and deficit targets recommended would considerably impede the capital expenditure

of the States as subatantial part of the revenue expenditure is not downwardly flexible

4.3.3 Obsevations by C & AG on Guarantees, Consolidated Sinking Fund and Guarantee

Redemption Fund

4.3.4 While discussing tuture implications, this Committee is of the view that the

observations by C & AG in Kerala Financ€ Accounts 2015-16, Volume ll (Pages 60, 62 and

63), regafding non-provisioning of certain funds are very relevant and hence reproduced

belowl

Guarantees: Guanntees repotTed in Statements I ancl 20 are based on information received

from the State Govemment which is the authority fot issuing such guarantees The total

outstancling Govemment Guarantee as on 31 March 2016 is Rs. 12438 52 crore which was

within the limit of Rs.21,OOO crorc prescribed uncler the Kenla Ceiling on Govemment

Guarantees Act, 2003 read with lhe Kerala Ceiling on Govemmont Guarantees Act

Anendment) Act, 2015. The Act stipulaled that a minimum of 0 75 peraent of Govemmenl

guarantee be depositecl each year as Guaranlee Commission which coulcl not be waivecl

undet any circumstances, Guatuntee Commission of Rs- 88 83 crorc was rcceivod duing
201U16. Out otwhich Rs 0.17 crcrc could not be shown against the respective institutbns n
Statement g and 20 (tue to non rcceipt of details from Stata Govemment From the date of

commencement of the Act, tilt 31 March 2016, R9 96.96 crore was oulstanding from various

entitbs towards Guarantee Commission. (C&AG Finance Accounts 2015'16 Vol I Page No

60)

Consolldated Sinl{ng Fund (CSO' tn lerms ot the recommenclations of the Twelfth Finance

Commission, a// Sf€tes shou/d set up sinking funcls for amonisa on of all loans including

loans from banks, tiabililes on account of National Snall Savings Fund (NSSF) etc The

Fund shoul(t be maintained outside the Consolidated Fund of the State and should not be

used for any other purpose, except for rcclemption of loans The guidelines of the Reso /e

Bank of lndia (RBl), which is responsible for administntion of the Fund stipulate a minimum

annual contributbn of 0.5 percent of the outstanding liabilities at the beginning ol the year to

Accordingty the State Govemment set up a CSF for redemption of outstanding liabilitbs The

corpus o CSF, at the beginning ol the year 2015-16 being Rs. 1610 37 crcre constitutes 1 13

percent of the outstanding liabilities (Rs. 141946.89 ctorc) as on 01 April 2015 The State

Govemment, however, against a requirement of Rs 70973 crorc (0.5 percent of the

outstancling 
'abilities 

ol Rs. 141946.89 crore as on 01 April 2015). did not contribute an!

amount to the Fund duing the year. Non-contibulion to CSF has resulted in undetstatement

of rcvenue expenditure to the extent of Rs. 709.73 crcre. (C&AC Finance Accounts 2015-16

Vol I Pag6 No 62)

cue.antee Redemplion Fund: As per the recommendations of the Twelfth Finance

Commission. state Governments arc rcquired to constilute a Guarantee Redemptbn Fund to

be utitized for meeting the payment of ohligalions aising out of the guaranlees issued by the

Reseve Bank of lndia. lJncler the guidelineq fre State Govenment is requirccl to make

minimum annual contibution of 0.5 percent of outstanding guarantee at the beginning of year'

The proceecls of the Func! are investee! in Government of lndia securilies ancl this does nol

fom a part of the State Govemment Cash balance.
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ln tetms of the Kercla C'iling on Government Guatantees Act, 2OO3 the guarantee
commission received annually are to be tnnsferrecl to the pubtic Account and these
contributons shatt fom the corpus of the Guarantee Rectemption Fund (cRH under public
Account of the State. As the State govemment has not constjtuted GRF as pet oara 6 ot the
Kerala Ceiling on Government Guaantees Act,2003 and RBI guidetnes, gua,€ntee
conmission of Rs.88.83 crorc collecled duing 201516, was not tftnsfeffect to the Fund
under Public Account, leacljng to understatement of revenue expenditure to lhis extent (C&AG
Finance Accounts2015-16 Vo page No 63).

4.3.5 Had provision been made for these funds in 20 j 5-16, the Revenue Expenditure woutd

have increased to Rs.79488 crore from Rs.78699 crore in 20.i5-.i6
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ChaD|r 5

FRE* bvie|. CommitlEe Re!4't |motlcad@a

5.1 The Committee to review the Fiscal Responsibility and Budget Managernent (FRBM)

Act. has submitted its report to the Govemment of India in 2017. The main recommendations
of the Committee are:

1. The present FRBM Act should be repealed and a new Debt and Fiscal Responsibility
Act should be enacted and an independent Fiscal Council should be fofined.

2. The Debt-GDP rctio should be anchored to 60 percent. Out of this, Centre and States
arc to have 40 and 20 percent rcspedively.

3. The Fiscal Deficit of the Centre and the Sfofes shot/d be rcduced in a glided path
and brought to 2.5 and 1.7 percent of GDP rcspectively and Revenue Deficit GDP
etio should be brought do' n to 0.8 percent of GDP for the Centre. Though Debt -
GDP raflo of States ls close to the anchor of 20 percent (at 21 percent), the pimary
balances of the States are in a much worce shape than lhat of the Centre. Hence a
lower Fiscal DefrcitGDP mtio has been suggested for f/,e Sfates. The targets aro to
be achieved in a phased mannet by financial year 2022-23.

4. The deviations frcm the target should not exceed 0.5 percent in a financial year
5. The targets can exceed only under exceptional circumstances and fall in output

growth of 3 percentage points over the avenge of thrce preceding quafters.
Similady, Fiscal Deficit- GDP ratio should fa by 0.5 percent if the output growth
increases by 3 percentage points than the average of three preceding quatters.

5.2 An Analysis of the Recommendations of FRBM Review Commiftee, 201 7

5.2.1 lt can be seen that the Committee has shifted its focus to Debt - GDP ratio from Fiscal
Deficit - GDP ratio. The latter is targeted to come down so that total debt GDP ratio is
anchored at 60 percent from the present 69 percent (as on March 31512016). The logic
stated by the Comminee to target fiscal deficit of the Centre and the States at 5 percent of
the GDP is similar to what is stated in the present FRBM framework in which ratio of 3
percent each are fixed for the Centre and the States. To state in brief, it is as follows:

5.2.2lhe ratio of domestic savings to GDP is 7.6 percent and that of external bonowings is
at 2.3 percent, which takes the total to 10 percent approximately. Dividing this equally
between the government and private sector, 5 percent each is apportioned. The 5 percent
apportioned lor the govemment sectof is divided as 2.5 percent between the Centre and the
States.

5.2.3 But the committee set a lower target for the States at 1.7 perc€nt of GDP as against
2.5 percent of GDP for the Centro, citing relatively larger primary imbalances of the States
vis-a-vis the Centre. There is a note of dissent by one of the members of the Committee. In
that, the political feasibility of the sharp cut in fiscal deficit in 2017-18 as part of the glide
down is questioned. The note also challenges the ratio arrived at by the Committee, but it
also suggests a sharp reduction through balancing the p.imary deficit. Th€ rejoinder by the
Committee is also oart of the reoort.

5.2.4 The Committee cites a 2008 study by Reinhart and Rogofi (National Bureau of
Economic Research (NBER) Working Paper No 13882, March) to emphasise the point that
the output costs of domestic defaults can be very high and in fact can be worse than that of
external debt.



5.2.5 In a later study (also cited by the Committee\), tiled "Growth in a Time of Debt,,,
authored by Reinhad and Rogoff (NBER Working paper No.15639, January 2O1O), the
findings are as follows:

'We study economic groMh and inflation at differcnt levets of govemment and extemal clebt.
Our analysis is based on now data on totty-four countries spanning about two hundred
years. The dataset incoryofttes over 3,700 annual obseNations covering a wicte range of
political systems, institutions, exchange rate arrangements, and histoic circumstances. Oul
main findings are: First, the rclationship between government debt and rcal GDP growth is
weak for debt/GDP ntios below a threshold of 90 percent of cDP. Above 90 percent,
median growth rates fall by one percent, and average grcwth falls considenbly more. We
find that tho thrcshold for public debt is similar in advanced and emerying economies.
Second, emerging matkets face lower thrcsholds for ertemal debt (public and pivate)-
which is usually denominated in a forcign cuftency. When extemal debt reaches 60 percent
of GDP, annual grov'tth declines by about two percent; for highet levels, growth 'ates arc
roughly cut in haff. Third, there is no apparent contemporaneous link between inllation and
public debt levels for the advanced counties as a grcup (somo countries, such as the United
Sfateq have expeienced higher inflation when Debt/GDP is high). The story is entirely
different for emerying ma*ets, where inflation ises sharply as debt incrcases.' (Abstract)

5.2.6 In another study by M. Reinhart, R. Reinhart and Rogoff'Public debt Overhangs:
Advanced economy episodes since 1800' Joumal of Economic Pe6pectiyes, Volume 26,
Number 3, summer,2012 (Pp 69-86), though the conclusion of lower economic growth in a
prolonged high debt period is reiterated, the following important observations are also made:

" ...There is little to suggest a systematic mapping between the laryest increases in average
intercst rates and the largest (negative) difierences in grov"4h during the individual debt
ovehang episodes......"

" ls the public debt overhang causing the slower grcwth? Or is an exogenous shock that
causes slower grcwth either helping to generate the public debt overhang or else prolonging
the escape frcm that debt overhang? This endogeneity conundrum has not been fully
resolved. HoweveL a numbor of recent studies have tackled the prcblem. The common
finding from a number of approaches is that the rclationship between public debt and growth
is nonlineaf but at high levels, often at a debUGDP rctio around 90 percent of GDP, public
debt ovethang does seem to have a negative effoct" (Page No 80)

5.2.7 Though the authors are not drawing a conclusion either a) about public debt ovefiang
choking economic groMh through rjsing interest rates or b) about public debt overhang
causing slower grolvth or slower grolvth being cause of public debt overhang, they reiterate
the finding that at around 90 percent of GDP, public debt slows down economic groMh.

5.2.8 lt also needs a mention that the reiterated finding that economic groMh slows down at
90 percent debt GDP ratio has b€en empirically challenged by Hendron, Ash and Pollin in
their study titled "Does High Public debt consistently stifle Economic Growth? A critique of
Reinhart and Rogofi.", Political Economy Research lnstitute (PERI), University of
Massachusetts, Amherst, April 2013.

5.2.9 The 2010 study of Reinhart and Rogoff linds the threshold limit at 90 percent for
advanced and emerging economies for debt not to adversely affect economic grolvth. But it
also statod that for emerging markets, the threshold c€n be lower at 60 percent, if the debt is
usually denominated in foreign curency. As already pointed out, the basis of these
thresholds has been challenged in other academic studies. But in the case of India, share of
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public debt is predominantly domestic, and External Debt as a proportion of total central

Govomment liabilities is 6.2 percent during 2015-16 (Table 5.1). Hence the threshold of 60
percent debt- GDP ratio, suggested by Reinhart and Rogofi (2012) would not be applicable

Table 5.1 : Structure ot India s Publk Oebt' AI India: ?01$14 to 201$16

Item 2013-14 2011-15 2015-16

External Debt as a
proportion of central
Goveroment Liabiliti6s
(o/.\

7.00 6.2 6.2

Weighted Average
I\,laturity of
Government of India
S€curili€s issued
during the linancial

14.22 14.66 16.03

Average Interest Cost
{AlC) to the Cenlre

6.7 6.6

Nominal GDP growth
minus AIC

6.6 4.2

Central Govemment
Debt as a proportion
of GDP {%)

47.4 47.0 48.0

General Govemment
(Centre + States) Debt
as a proportion of
GDP f/O)

66.8 67.1 68.6

Source: Table in Executive Summary, Status Paper on Govemment Debt, September 20'16,

oea,gov.rn

5.2.10 Other favourable features that can be noticed from the debt sustainability point of
view in the Indian conte)d are a) longer period of maturity of Government securities and b)
positive (though declining) gap between AIC and nominal GDP growth (Table 5.1).

5.2.'11 A stringent DeblGDP target and with permission for relaxation only when output
growth falls by 3 percent points over the average of previous three quarters, can hamstring
the fiscal policy discretions and can make the national governments depend more and more
on monetary policy in the case of grolvth slowdowns. In this 6ontext, the findings ofthe study
by Stiglitz (2016) in NBER Wo*ing Paper No. 22837, titled,'The Theory of Credit and Macro
Economic Stability", is quite pertinent. The brief of the same aro roproduced below:

"ln the aftermath of the Greal Recesslo4 there is a grcwing consensus, even among central
bank officials, conceming the limitations of nonetary policy. This paper prcvides an
explanation for the inetfectiveness of monetary policy, and in doing so provides a new
framewo* for thinking about monetary policy and maco-economic activity. What mafteE is
not so much the money supply or the T-bill intercst rate, but the availability of credit, and the
terms at which credit is nade available. The latler vadables may not move in tandem with
the formeL ln pafticulaL the sprcad between the T+i rate and the lending rcte may
indease, so even as the T bill rate decreases, the lending @te indeases. An indease in
credit availability may not lead to morc spending on produced goods, but increased pices
for land or other frxed assets; it can go to incrcased margins associated with incrcases in
speculative activity; or it may go to spending abrcad rcther than at home. The paper explains
the inadequacy of theoies based on the zero low bound, and argues that the inetfectiveness
of monetaty policy is morc related to the muhiple aftemative uses-4eyond the purchase of
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domestically produced goods--4f additionat tiquidity and to its adverce distributionat
corsequencos. The paper shows that while monetary policy is tess effective than has been
widely presumed, it is also more distottionary, identifying several distinct distottions."
(Abstract)

5.2.12 These limitations clearly point to the need for a countercyclicat fiscal policy, In a paper
titfed "Fiscal Poficy in a Depressed Economy" Delong and Summers (Brookings paperc on
Economic Activity sping, 2012), have stated that expansionary fiscat poticy in a downturn
c€n be effective and it would be self,financing. The briefof the finding is extracted below:

"ln a depressed economy, with short-term nominal intercst rctes at their zero lower Douna,
ample cyclical unemployment, and excess capacity, increased govemment purchases would
be neither otrset by the monatary authority mising intercst tutes nor neutalized by suppty-
side bot enecks. Then even a smdll amount of hysteresls-eye, a small shadow cast on
futurc potential output by the cyclicat downtum----means, by simpte aithmetic, that
expansionary fiscal policy is likely to be self-financing. Even if it is not, it is highty tikely to
pass the sens/b/e benefit-cost test of raising the present value of futurc potentiat output.
Thus, at the zerc bound, wherc the central bank cannot or will not but in any event ctoes not
perfonn its full role in stabilization policy, fiscal policy has the stabilization policy mission that
otherc have convincingly argued it lacks in normal times. Whereas many economists have
assumed that the path of potential output is invaiant to even a deep and prolonged
downtum, the available evidence rcises a strong feat that hysteresis is indeed a factor.
Although nothing in our analysis calls into question the impoftance of sustainable fiscat
policies, k slrong/y suggesfs the need for caution regatding the pace of fiscal
c o n so I i d dti o n \ A b st n ct )

5-2.13 Based on the above facts and circumstances, it is felt that the stringent conditions
suggested by the FRBI\,| Review Committee that a fall in output groMh rate of 3 percentage
points bolow the average of the prec€ding three quartefs is necessary to relax the Fiscal
Deficit- GDP ratio, in elfect neutralises the intervention potential of the fiscal policy even an a
situation where downturn of economic groMh deepens in substantial measure.

5.2.14 In the Indian context, a study by Kaur et al (2014), RBlWorking Paper Series No. 7,
titled 'Debt Sustainability at States level in India", has found that the debt is sustainable and
has observed as underi

"The debt position of the state govemments in lndia, which deteioratad shaely between
1997-98 and 2003-04, has witnessed significant improvement since 2004-05, rcflecting the
impact of both favourable macroeconomic conditions and policy etrotts by the Central and
state govomments. The debt sustainability analysis caftied out in the papeL based on
empidcal estimation of intertemporal budget constrcint and fiscal policy response function in
a panel data framework, covedng 20 Indian states for the peiod 1980-81 to 2012-13,
indicates that the debt position at the state level is sustainable in the long run.
Disaggrcgated lovel analysis, howevet, rcveals that despite an overall improvement in debt
position of the lndian stafgs, some of fre sfafes continue to show signs of flsca/ stress and
incteasing debt burden. The rccent slowdown in growth momentum, which is likely to affect
the rcvenue raising capacity of the st6te govemments, may lead to fulher deteiontion in
debt position of lhese slafes. Contingent liabilities, pimaily in the fotm of issuance of
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guanntees by the state govemments, remain another area of concem. The strong prcsence

of contingent liabilities calts fot a holistic assessment of debt position of states by rcckoning

their otr-budget fiscal position including the impact of operctions of state public sectol

enterydses. " (Abstract)

5.2.15 The overall findings appear to veer around the conclusion that public debt in India is

at present sustainable, but certain specific corrections are necessary. In view of this, the

sharp reduction of Fiscal Deficit - GDP ratios suggested by the FRBM Review Committee

for anchoring total debt-GDP ratio to 60 percent would in all probability impede the

development and capital spending, especially of State governments and can in the medium

run adversely impact economic groMh.

5.2.16 Other oertinent points to be examined in the Indian context are:

1. The basis for fixing ratio of 2.5 percent FD- GDP ratio

The Committee has followed the earlier methodology which fixed 3 percent each for
the Centre and the States. Total savings available for borrowing is taken at 10

percent and the space is equally apportioned for government and private sector (as

against earlier 60:40 ratio). lt should be noted that though the 5 percent space is to
be divided equally between the Centre and the States, the glided path of Fiscal

Deficit - GDP is fixed at 1.7 percent for States, as they have more imbalanced
primary accounts. These targets are to be achieved by 2022-23 as the debt GDP
ratio is to be anchored to 60 percent. Since Centre's FD GDP ratio is targeted at 2.5
percent and for all Statos at 1.7 percent, 0.8 percent of the 5 percent space would be

left unutilised by the govemment sector.

In fixing this ratio, what has not been taken into account is that there are
circumstances when business confidence is low, the private sector may not utilise the
5 percent space left for them. This is precisely the present scenario. In such a case,
the government sector bonowing and spending would have crowding in impact. This
would cause the groMh to rise and per capita incomes to increase. Depending on
Marginal Propensity to Consume among various income groups, the ratio of savings
would not remain a static pool over the years as it is now and can expand. This can
enable recalibrating FD targets and it need not glide down sharply, even if the debt
rule target is fixed. The exceptional circumstance of economic groMh rate falling to 3
percent from the average of preceding three quarters is too stiff a target and
effectively prevents counter cyclical fiscal policy when there is slowdown of economic
groMh.

2. lmpact on State Finances

The Report is appreciative of the fiscal consolidation achieved at the all States level
in the post FRBM period and has noted that deficit targets have been achieved by
rich and poor States without difference. The points not taken into consideration are:

a) The buoyant groMh of VAT revenues during the period till 2013-14 has considerably
slowed down and has reached a low point of no growth during 2015-16 for certain
States. The uncertaintios associated with implementation of GST will affect buoyancy
of Own Tax Revenues of States at least in the short run.

4t34t2018 -6
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The expenditure commitments of the States due to implementation of pay
Commission recommendations in the face of stagnant Own Tax Revenues would
work against fiscal consolidation.
Though there has been higher tax devolution at 42 percent consequent to the i4th
Finance Commission recommendations, there has been restructuring of granls and
the effective fiscal space of the States have not expanded as expected, though
flexible devolution has risen in comparison to tho tied grants.

In view of these, an altemative perspective would be to suggest that the debt GDP
anchor at 60 percent needs a gliding down, instead of the deficit targets. This would
give more borrowing space in the medium term. The Committee elaborates the
question of credibility belore international credit rating agencies. As pointed out in the
note of dissent, the credibility of India is quite high, as it has not defaulted on debt,
even during the 1991 foreign exchange crisis period.

c)

5.3 lmplications of the Recommendations of the FRBM Review Committee for Kerala

5.3.1 With specific reference to Kerala. it must be noted that the FRBM Revlew Committee's
recommendations would require a massive conection in both FD and outstanding debt. The
adjustment path should aim at curtailing FD to GSDP ratio and Debt lo GSDP ratio from 3.20
percent and 28.70 percent in 2015-'16 to 1.70 percent and 20 percent respectively by the
year 2020. The adjustment path required to meet the new targets as recommended by the
Committee would however have significant bearing on the State finances.

5.3.2 First, the adjustment path suggests that the correction required would place a relatively
higher burden on Kerala vis-a-vis other States in the country given the fact that cufient FD
and RD ratios for Kerala are already high. Secondly, to achiove the 20 percent Debt to
GSDP target, the conection in FD from 3.20 percent to 1.7 percent by 2022-23, would place
more burden on Kerala than the existing FRBI\4 framework that would have required
cudailing of FD to only 3 percent ot GSDP

5.3.3 lf the Government of India accepts these recommendations and States are to follow,
Kerala would have to drastically cut down overall expenditure or revenuos have to become
substantially more buoyant. The Government also needs to be cautious in ensuring thal the
burden of this fiscal correction does not fall disproportionately on Capital Expenditure. This
report has already pointed out that sustaining the increase in capital expenditure seen in
20'15-16 will be a challenge for the State Govemment given that the increase was brought
about by certain favourable circumstances, the effects ofwhich will eventually taper off. lfthe
new targets have to be achieved in a timely mannef, the onus will be on the State to
exercise prudential financial manag€ment in a manner that does not curtail Kerala's Capital
Expenditure any further (as it is one of the lowest in the country) in the wake of pressing
demand to meet the ever growing committed revenue expenditure.

5.4 Altemative Suggestion: For a tuo active Fiscal Policy

5.4.1 The basis for debt anchoring rule at 60 peroent of GDP suggested by the Committ66 is
that our debt sustainability is based on the differential betlveen nominal GDP growth rate
and interest rate. According to the Committee, if this narrows down, debt sustainability would
become questionable and thus entire reliance cannot be placed on this differential in future.
Instead, consolidation of primary balances and debt should be aimed at- There cannot be a
dispute on this issue in the long run. But whetherfiscal policy can invigorate groMh without a
consistent rise of interest, especially in times of economic slowdown is the perlinent question
to be answered. In such a scenario, growth will rise and its differential with interest rates
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would be maintained and debt would not become unsustainable. The present economic

condition in India is more akin to this.

5.4.2 lt is felt that instead of a sharp cut in FD GDP ratio, the debt GSDP ratio should be

subject to periodic review and put on cautious glided path, ifthe economic situation warrants

the same. The States would be forced to subsiantially cut back Capital Expenditure, if FD-

GDP mtio of 1.7 percent is targeted for 2022-23, as committed Revenue Expenditure cannot

be curtailed. This would undoubtedly have an adv€rse impact on the economy, which is

already showing signs of slowdown.

5.4.3 lt is hoped that the 15$ Finance Commission would take the State specific fiscal

scenario into ac@unt and envision a fiscal consolidation path taking into consideration the

prevailing situation and peculiarities instead of adopting the sharp gliding down of deficit

Iargets.
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Chapter 6

Summarv and Conclusions
6.'1.The Public Expenditure Review Committees are fomed under section 6 of the Kerata

Fiscal Responsibility Act of 2003 (Act 29 of 2OO3). As mandaled in the Act, .,The reoort

should contain revenue receipts, resources from the Central Government, revenue

expenditure, devolution to local self-Governments, administrative expendjture, deficits

{revenue, fiscal, primary), capital receipts and expenditure and various categories of
debt". This report reviews fiscal performance of the Government of Kerala for tne year

20'15-16, based on the parameters specified in the Act.

6.2 The review shows that there has been a reduction in fiscal imbalances in the year

2015-16.The groMh rate of revenue expenditure has declined to 9.58 percent during

2015-16 as against an average of 20.18 percent dunng 2011-12 to 2014-15. This is the

consequence of an absolute decline in Grants-in Aid to LSGS, substantial under spending

under 44 major heads of account as pointed out by the C &Acand postponement of

commilled expenditure resulting from the award ofthe '10'^ State Pay Commission.

6.3 Own tax revenue groMh also remained subdued during 2015-16. Fiscal year 2015-16

was the first year of the 14s Finance Commission award. Enhanced tax share andRD

grarnts as per the award of the 14'" Finance Commission have helped increase tne

overall revenue receipts during 2015-16. The lvledium Term Fiscal Policy (N,,|TFP) targets

for receipts, expenditure and deficits and coresponding actuals are given in Table 6.'1. As

evident from the Table, there have been wide variations between the two. As per the l\,lTFP,

the state should have achieved revenue surolus of 0.1 oer cent ot GSDP in 2015-16. But the

actual revenue account deficit was 1.73 percent of GSDP. Instead of 3 percent target of

fiscal deficit, actual fiscal deficit was 3.2 percent of GSDP and debt was 28.27 per cent of

GSDP instead of 26.32 per c€nt. Wide variations in revenue and expenditure forecasts are

evident from Table 6.1. The FRBN,,I Review Committee, appointed by the Government of

India has suggested a glided path of reduction ofall state FD to 1.7 percent of GDP by

2022-23. The Committee also recommended a reduction in all states Debt-GDP ratio to 20

percent trom the present level of around 22 percent of GDP.

6.4 Since Kerala's debt-GSDP ratio is 28 percent and fiscal deficit is more than 3 per cent of

GSDP, if the FRBI\,4 Review Committee report is accepted and its compliance by states

became mandatory, this would imply a larger correction for the state of Kerala. Chapter 5 of
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this report discusses the implications of the recommendations of the FRBM Review

Committee on State finances with special reference to Kerala. This Committee is of the view

that further reduction in the fiscal deficit target would have serious implications for capital

expenditure at the state level.

Table 6.1 l\.4IFP Targets and Acluals' 20'15-16

Source: MTFP Statement 2013-14, Finance Accounts, C& AG, 2015-16.

6.5 Chapters 2 and 3 of this report have undedaken a detailed analysis of @venue receipts

and expenditure. The analysis undertaken in Chapter 2 shows that growth of revenue

receipts has been 19.13 percent for 2015-16 as against 17 84 percent for 2014-15. In the

year 2015-16, growth of Central transfer has been 40.03 percent. Despite exceptionally high

groMh in central transfers, moderate groMh in overall revenue receipts can be attributed to

the low growth rate of own tax revenue receipts The Non-Tax Revenues growth in the year

20'15-16 has been 15.66 percent. This was substantially lower than the growth rate of 30.65

oercent in 2014-15.

6.6 This Committee is of the view that in the postGST scenario, as regards the Own

Revenue, the State should explore a) methods to periodically revise guideline values of land

which should be the base for Stamp Duty and Registration Fees, b) Land Tax should be

revised as the present lates are nominal. As paat of effective monitoring' land records should

be computerised on a priority basis and c) State can take initiative by requesting the Cenhe

to raise the Constitutionally fixed ceiling of Rs.2500/- for Profession Tax to Rs.5000/- per

annum, so that LSGS'Own Revenue sources would be augmented.

6.7 Another noteworthy aspect is the change in revenue structure of the state There has

been an increase in the share of untied @mponent of tGnsfer in aggregate transfers due to

the increase in the share of tax devolution to 42 per cent of the divisible pool oI Union taxos

However, restructuring of non- Finance Commission grants by the Union government has

reduced the untied fiscal space as states had to make larger contribution tor these schemes'

Our analysis shows that increase in the untied part ol the transfer is substantially higher as

trcm MTFP Targets Actuals Vanation (%)

RD/GSDP -0.01 1.73 +1.74

:D/GSDP 3 3.20 +0.20

)EBT/GSDP 26.32 28.27 + 1.95

Other Projections

SOTR 55830 38995 -30.15

Sentral Resources 18998 21612 +13.76

Revenue Expenditure al294 78689 -3.20

Non Salary, Interest and Pension Expenditure 30380 31066 +2.26

)evolution to LSGS 9259 5029 45.68
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compared to the reduction in the tied component of the grant. Though this is correct, the
point remains that states are contributing more to the Centrally Sponsored Schemes
compared to pre-'l4h Finance Commission awaro.

6.8 As regards the structure of revenue expenditure, which has been examined in detail in
Chapter 3, it is seen that the growth rates of General Services and Economic Servioes
declined and that of the Sociat Services increased during 2015-16 when compared to
2014-15. The groMh rates of General, Economic and Social services for 2015-j6 were 14.8,
8.84 and 16.36 percent respectively as against 18.14, 28.6 and 13.06 percent respectively
for 2014-'15. An analysis of shares of committed expenditure in revenue expenditure reveals
that while the proportion ot salaries stagnated at 30.19 percent during 2015-16 when
compared to 30.14 porcent for 2014-15, the same for interest and pensions increased to
14.12 and 16.60 percent from 13.62 and 15.68 percent respectively.

6.9 The results of our analysis and the prognosis for immediate future attempted in Chapters
2 and 3, dealing with trends in Revenue Receipts and Revenue Expenditure, leaves us with
the relevant question as to whal could K6rala probably do to move towards
fiscal consolidation? With GST Council deciding tax rates, individual states cannor cnange
taxes on commodities to mobilise additional revenue_ I\rajor expenditure cuts in the time
wh€n signs ol oconomic slowdown are palpabte may neither be fiscally desirable nor
politically feasible. But. measures for expenditure streamlining are definitely possible by
rooting out practices like last minute rush in spending and using Pubtic Account deposits as
an altemate route to show allotted sums as spent wiihout actually Incurnng
expenditure (discussed in detail in Chapter 4 of this report). Serious efforts should be taken
to proj€ct a realistic budget estimate of revenues so that spending during a financial year
can be synchronised with the inflows into the Consolidated Fund of the State.

6.10 Chapter 4 of this report discusses the debt profile of the State. Medium term
sustainability of debt continues to be a concem due to the slowdown in growth rate of
nominal GSDP during 2015-16 and the resultant narrowing down of the difierentiat between
nominal interest rate and nominal GSDP, which is known as Domar Gap in economic
literature. It this peFists and the differential ratio between nominal interest rate and nomlnal
groMh rate ot GSDP nanows down further, State will not be able to fall back on a positive
Doma. Gap to keep the debt sustainable. Yet another aspect emerging from the analysis of
the debt profile of the State is that annual growth rate of public debt has been higher than
ihat of nominal GSDP during 2012-13 to 2015-16. In 2015-.16, growth rat€s of pubtic debt
and nominal GSDP have been 16.19 percent and 8.59 perc€nt respectively.

6.11 On the positive side. it is to be mentioned that high cost component of public debt, that
is, NSSF, has been declining continuously and during 201S16, its share in public debt was
7.97 percent as against 12.63 percent during 20'l'l-12. The share of the relatively low cost
market borrowings has gone up trcm 42.76 percent in 2011-12 to 53.91 porcent during
2015-16.

6.12 In conclusion, this Committee emphasises that a well thought out expendituro
management practic€, making revenue targets in budgets realistic, aligning expenditure with
achievable revenues are three necessary ingredients for a consolidation of State financ€s of
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Kerala. Tapping potential of taxos not subsumed in GST also needs attention, but that may

not be sufficient to conect the imbalances in the revenue account Rationalisation o{

expenditure, particularly in revenue ac@unt, has to be done progressively and needs

delicate balancing of priorities to bring the state on a sustainable fiscal path'
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