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An Assessment of Role of ICT, Governance Quality in Own
Indirect Tax Revenue Productivity in the Indian States:
A Comparative Analysis Incorporating Recent Two Tax Regimes
Dr. Hrushikesh Mallick™

he study as a prelude examined the

tax buoyancy of various states of India
incorporating the two recent tax regimes. It
examines using base line model and further
extends the base line by incorporating short-run
fluctuation of economic activities and changes in
taxregimes. Although It observes a mixed picture
on relative tax buoyancies of rich and poor states
and relatively high and low industrialised states
but mostly observes more number of poor states
have greater tax buoyancies comparing rich
ones among major category states disregarding
their relative industrialisation. In contrast,
tax buoyancies are observed to be higher for
most minor states irrespective of their relative
industrial output contributions. GST regime
mostly positively contributes to greater indirect
tax revenues for minor states comparing major
states. It suggests that GST regime might have
greatly benefitted minor than major states. This
could be because of their greater consumption

comparing their production.

Apart from examining the tax bouyancy
of individual states, the study explores the
determinants of own indirect tax mobilization
across various Indian states’ groups based on
their major, minor categories status and more

and less industrialized attributes. It observes
a strongly positive but differential impact of
percapita RGSDP on own tax revenue efforts of
various state groups. We observce that ICT use is
only helping major less and minor more producer
states in augmenting their tax revenues, whereas
it results in decreasesed revenues for major more
and minor less producing state groups including
all states in a group. This implies use of ICT
has been less effective for most Indian states in
augmenting their tax revenues. We also find that
governance quality results in loss of tax revenues
in major and minor less producer states, while it
has no effect on major more producer including
all minor and all states together.Further, we
observe differential impact of tax regimes for
different state panels which has significant policy
relevance.

Key words: Indirect Tax Reforms, Governance
Quality, ICT, Cost of Collection, Indirect Tax
Revenue Productivity, Indian States

1 Associate Professor, CDS, Prasanth Nagar, Ulloor,
Trivandrum, Kerala. Mail to hrushi@cds.ac.in. This is a part of
the broader project work on Long-term Trends in Revenue
Mobilisation of the Indian States in the Context of Indirect
Tax Reforms. The author is very much grateful to the ICSSR,
New Delhi for funding this research project under the
minor research project grant. The author is also very much
thankful to Meenakshi Jayan for her research assistant while
preparing this research report.
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Changing Paradigms of Tax Policies and Tax Revenue

Performance of Indian States
Dr. Kiran Kumar Kakarlapudit!

India has undergone significant paradigm shifts
inits reform process, initiated in the mid-1980s
and accelerated during the 1990s. These reforms
were driven by pressing fiscal imbalances and
various internal and external factors. Over the
past three decades, substantial reforms have been
implemented in both direct and indirect taxation,
with particular emphasis on commodity taxation,
which constitutes a major portion of the states’
tax revenue. However, these policy reforms have
been argued by many scholars to have led to a
contraction of revenue space for the states.

Against this backdrop, this study aims to analyze
three specificissues. Firstly, it seeks to examine the
changing tax revenue space and its implications
for the tax revenue performance of both the
Union government and state governments, as
well as the tax buoyancy under different policy
paradigms. Secondly, the study analyzes the tax

3

revenue performance of the 17 major states over
the past four decades, focusing on the aggregate
own tax revenue and the major components of
tax revenue to assess tax buoyancy.

The final part of the paper investigates the
convergence of tax revenue across states under
different tax regimes. Previous research has
indicated a convergence in the ratio of state
own tax revenue to gross state domestic product
(SOTR-GSDP) between 1990 and 2018.
However, our preliminary analysis suggests a
secular decline in tax revenues for high-income
states after 2004. In order to examine the effects
of changes in tax policy on the convergence of tax
revenue, we conduct conditional convergence
analysis.

1 Assistant Professor, Gulati Institute of Finance and Taxation,
Contact: kiran@gift.res.in

Six years of GST: Did Kerala really gain?

Mr. Jerome Joseph™ & Dr. Kiran Kumar Kakarlapudi®?

he frequent and continuous reports of

increased monthly GST revenue collections
have been a ray of hope for both State and
Central Governments. At the same time, many
experts also argue that simple growth in total
collections cannot be presented as evidence
of good performance. In this context, the
main objective of this article is to open up a
comprehensive picture of the actual scenario
under the GST regime. We try to analyse the
state-level performance of GST and the states’

12 - @remI0 @BIMIEI|NY EHASB alOMEBIEM(NMS

tax performance pre- and post-GST, with special
emphasise to Kerala. We also try to analyse
the intensity of how states were affected by the
end of the GST compensation era. Apart from
the tax buoyancy approach, we use the growth
rates, and tax-to-GDP ratio to assess the revenue
performance. We also try to analyse the GST
compliance levels of various states to identify
how compliance is different across the states

1 Ph.D. Scholar, Gulati Institute of Finance and Taxation
2 Assistant Professor, Gulati Institute of Finance and Taxation
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Analysis of the Implications of GST on the

Revenue of Kerala State
Shri. Prasanth C.IY, Shri. Joseph T.J.2! & Smt. Lasithamol N.L.B!

he implementation of the Goods and

Services Tax (GST) in the year 2017
ushered in a change in the then existing structure
of taxation, providing operational autonomy to
both the national and sub-national governments
with the expectation of achieving stability and
buoyancy in taxation. However, whether this
ambitious change in the tax regime has delivered
its benefits to the States through increase in
revenue mobilization is a larger question which
needs tobe addressed. The large consumer base of
Kerala was anticipated to be an important factor
which would enable higher revenue generation
through taxes given that GST is a destination-

5

based tax. This paper analyses the implications
of GST on the state revenue of Kerala comparing
the pre- and post-GST period. Further, this
paper would also make a comparative analysis
of the GST and other revenue streams with
their respective contribution to the state GDP
(SGDP) so that the weaknesses and strengths
in the avenues of revenue generation could be
identified for further policy action.

1 Research Scholar, Dept. of Economics, Central University of
Kerala, Kasaragod

2 Assistant Professor, Dept. of Economics, Central University
of Kerala, Kasaragod

3 Research Scholar, Dept. of Economics, Central University of
Kerala, Kasaragod

Goods and Services Tax (GST):

Problems and Prospects
Ms. Neethu UV.1Y

he Goods and Services Tax (GST) is a

comprehensive indirect tax system that
has been implemented in numerous countries
worldwide, aiming to streamline taxation
processes and foster economic growth. This
research paper delves into the problems and
prospects associated with the GST, examining

both its challenges and potential benefits.

The paper begins by providing a brief overview
of the GST system, highlighting its key
objectives and principles. It then proceeds to
discuss the problems encountered during the
implementation of GST in various jurisdictions.

These challenges include the complexity of
the tax structure, technological requirements,
administrative issues, and compliance difficulties
faced by businesses. Additionally, the impact of
GST on different sectors of the economy, such
as small and medium enterprises (SMEs), is
explored to understand the unique challenges
faced by these entities.

Next, the paper evaluates the prospects and
potential benefits of the GST system. It analyzes
how GST can enhance tax revenues, promote
economic efficiency, and reduce tax evasion
through its streamlined and uniform tax

B8O 0) wmavemda] - 13



structure. The paper also examines how GST can
simplify cross-border trade, encourage foreign
investment, and stimulate economic growth.

Furthermore, the research paper investigates the
role of the GST system in addressing tax evasion
and promoting transparency. It explores the use
of technology, such as digital platforms and data
analytics, in improving tax administration and
compliance. Additionally, the paper assesses the
impact of GST on various stakeholders, including
consumers, businesses, and the government, by
examining case studies and empirical evidence
from different countries.

Finally, the paper concludes by summarizing
the key findings on the problems and prospects

6

of GST. It emphasizes the need for continuous
evaluation and reforms to address the challenges
associated with GST implementation while
maximizing its potential benefits. The research
paper aims to contribute to the understanding
ofthe GST system, providing insights for
policymakers, tax authorities, and researchers
workingin the field of taxation and public finance.

Keywords: Goods and Services Tax (GST),
taxation, indirecttax,implementation, challenges,
prospects, tax administration, economic growth,

tax evasion, transparency.

1 Mcom Finance And Accounting Kerala University,

Kariavattom Campus

Revenue Mobilization Strategies of Kerala:

Present and Future
Dr. Rajesh Kenoth!"

he finance minister of the state openly

declared that Kerala’s fiscal health was
murky because of the center’s authoritarian
policies. According to him, the fall of the center’s
revenue deficit grant (Rs.8424 crore to Rs.6716),
restricting the open market borrowing limit, and
the refusal to extend GST compensation beyond
June 2022 are the major reasons for the same. It is
undeniable that the center’s policy casts a shadow
on the fiscal health of the state. The terms of
reference of the 15th Finance Commission were
a severe blow to the state of Kerala, and there is
no sign of hope that the center will change the
same in the next term. Such a situation leaves
only two options for the state: either to decrease
expenditure or to increase resource mobilization.
A state that excels in the field of social sector
development cannot reduce expenditures
without compromising welfare, which is contrary
to the principles of the state. Hence, we need to

find more avenues and methods for resource

14 - @r6mId0 BROTIMIY GBS alOMEBI6MNAY

mobilization. This study was an attempt in this
direction. Traditional economists believe that
Kerala lacks avenues for resource mobilization
due to the poor performance of the industrial
sector. This is true to a certain extent, finding new
waysisinevitable to move further, as the state does
not have any other alternatives. Future prospects
also lie in many socio-economic conditions,
as many people migrate to foreign countries.
Moreover, for the effective implementation of
resource mobilization, it is high time the state
has to use a framework offered in behavioral
economics. This study is an attempt to showcase
some of the avenues of resource mobilization and
nudging techniques from behavioural economics
that will smoothen the former.

Key words: fiscal crisis, resource mobilisation,
nudging and behavioural economics

1 Assistant Professor, Department of Business Administration
and Management, KUFQOS, Kochi, Kerala, Email: drrajeshk@
kufos.ac.in, Mob: 9447263462
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Social Sector Expenditure Growth and

Human Development in Kerala
Dr. C.P. Shaheed Ramzan™ & Dr. T.D. Simon/?

he achievement of Kerala in human

development indicators, even during the
periods of low per capita income is a unique
teature of the state’s development history. Apart
from the various social initiatives taken by the
government, the underlying trend of increasing
revenue expenditure is one of the major reasons
for the socio-economic development of the state.
This study seeks to analyse the development
experiences of Kerala, and to examine how
social sector expenditure worked behind these
experiences.

Historically the state has built up hospital and
schools in the public sector and for maintaining
and improving such infrastructure, the state has
to incur huge revenue expenditure on social
sector. It is found that Kerala’s fiscal crisis is a
basic, structural problem due to the increase in
non-plan revenue expenditure. Major items of

8

non-plan revenue expenditure are salary, pension
and teaching grants and for meeting non-plan
revenue expenditure government resorts to
borrowing. Decline in capital expenditure is an
important issue to be solved. But it is argued that
comparatively low share of capital expenditure
is compensated through the increasing share
of expenditure on the human capital such as
health, education, etc. Apart from this, increasing
expenditure on agriculture, industry etc. also
enhances the development activities of the
state. Defining development in terms of human
development index, we argue that Kerala has
achieved this due to the relatively higher increase
in social sector expenditure.

1 Professor of Economics, Govt. Arts & Science College,
Calicut, Kerala.

2 Assistant Professor of Economics, Sree Kerala Varma

College, Thrissur, Kerala.

Social sector expenditure and economic development:

Determinants and outcomes
Dr. Amrita Roy!™

here exists a wide variation in performance
of the states in India with respect to
economic growth and economic development.
Along with the various other factors, economic

both the

determinants and outcomes of the allocation

growth and development are
of government spending under different heads
and how efficiently those funds are used by the

governments. When the states are at different

levels of development, their objectives and
allocation for economic and social sectors are
mostly found to be different.

If we compare the performance of states in terms
of the development parameters, there is no doubt
that Kerala has been ahead of most of the states
in India and consistently for many years. One
important question to answer in this respect is
if development outcomes are only the result of

eHE8OIOY Wmdoeimdlo - 15



higher allocation of government spending and
efficient utilisation of the allocated resources for
the same. Or, in other words, if by spending more,
we can ensure higher development outcomes.
In this study by comparing the fiscal allocation
of different states in India, we will try to answer
this question from two different perspectives:
first, how the states decide to allocate spending

on two competing heads, economic services
spending (directed towards economic growth)
and social services spending (directed towards
economic development). Second, to check if
higher spending is the only criteria to achieve a
better outcome of economic development.

1 Assistant Professor, IIT, Palakkad

Kerala’s Capital Expenditure and Capital Formation:

Some Stylized Facts
Dr. Aswathy Rachel Varughese!

Wl-nle neoclassical ~ growth theories
underscored the importance of physical
capital ~formation, endogenous
emphasized on human capital for economic
growth and  development. =~ Government
institutions have a larger role in promoting
investments crucial for physicaland human capital
formation. Among other Indian states, Kerala is
better positioned in terms of Net State Domestic
Product (NSDP) and Human Development
Indices, although it faces challenges in various
respects. The capital formation of a state is
linked to its future sustainable or durable growth
patterns. Therefore, the present study delves into
the trends and patterns of capital expenditure in

theories

Kerala and assesses expenditure quality based
on various ratios such as capital expenditure to
total expenditure, capital expenditure to NSDP
and Revenue to Capital Expenditure. Further,
the study examines the association of capital
expenditure and productivity growth across
sectors — agriculture, industry and services
using the Cointegration and Vector Error
Correction Method (VECM). Meanwhile, the
study suggests the policy measures required for
mobilizing private and foreign capital to give
turther impetus to the state’s physical and human
capital formation.

1 Assistant Professor, Department of Applied Economics,
Cochin University of Science and Technology, Cochin

Government Expenditure towards Knowledge Economy:

An Analysis of Recent Kerala Budgets
Ms. Shimnamol M. & Dr. Christabell P.J.?

he Knowledge economy is a thriving
mechanism for innovation. The budget
acknowledges that information is the most
crucial resource in the contemporary economy.
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Therefore, the budget aspires to harness the
knowledge that is grounded in science as well
as the knowledge that is based on experience
from various economic and social sectors,



demonstrating the inclusive approach to
transforming Kerala into a knowledge economy.
Several programs and projects have been
developed through the most recent budget for
2022-2023 to achieve Knowledge Economy.
Kerala has already started taking new initiatives
to become a knowledge-based society. To
encourage the knowledge economy of young
four

entrepreneurs to launch businesses,

scientific parks and four IT corridors along the

South-North National Highway, twenty micro
IT parks, and skill parks in all districts will
be established. A massive effort to use digital
technology to hire twenty lakh individuals over
five years; hence the present study analyses the
contribution of Kerala’s Budget towards the
Knowledge Economy from 2018 to 2023.

1 Ph.D. Research Scholar,
University of Kerala

2 Associate Professor, Department of Economics, University
of Kerala

Department of Economics,

Pattern of CSS under Fiscal Federalism
Shri. Anilkumar B.M.1

In our State, more than one third of the
revenue receipts have been accounted as
central assistance in terms of i) share of central
taxes; (ii) grants-in-aid recommended by
Finance Commission and (iii) grants disbursed
by the Union Government and its ministries
through Centrally Sponsored Schemes (CSS).
Conventionally, the Government
supplements the development efforts of States
through CSS with defined funding pattern.
Tremendous changes have been happening
in CSS during post Planning Commission
period viz: reduction of CSS from 168 into 28
under three broad categories, rationalisation of
funding pattern, reducing the size of allocation,
changes in the distribution of funding from
implementing agency to state consolidated
fund and then again to single nodal account of
implementing authorities etc. In addition to that

Union

Union Government has been following stringent
norms for releasing quarter wise allocation of

funds under CSS. When we examine the financial
performance of CSS at State level, it can be
observed that we are expending merely around
50 per cent of estimated central share in the State
Budget. This raises many research questions
about the CSS such as i) why we are experiencing
low expenditure on CSS? ii) whether we are
accurately anticipating central share ? iii) how
the rationalisation of funding pattern affects
the utilisation of state resources? iv) what are
the institutional changes happened under
CSS and how these changes make effective at
implementation level v) what are the monitoring
mechanism existing in Keralaand how it augment
the central assistance and guiding implementing
agencies? whether state has adequate flexibility
of formulating and implementing schemes under
CSS2. This paper is looking forward to answers to
the questions raised in the abstract.

1 Assistant Director, State Planning Board
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Household Health Expenditure during Covid 19

Period in Kerala an Economic Analysis
Smt. Nivedita Krishnan!

ntroduction- Catastrophic health expenditure

during COVID-19 hospitalization has altered
the economic picture of households especially in
lowresource settingswith highrates of COVID-19
infection. This study aimed to estimate the Out
of Pocket (OOP) expenditure and proportion
of households that incurred catastrophic health
expenditure due to COVID-19 hospitalisation in
Kerala.

Materials and Methods- A Primary data collected
study was conducted among a representative
sample of 100 COVID-19 hospitalised patients
in Thrissur district over four months, using a
pretested interview schedule. The direct medical
and nonmedical costs incurred by the study
participants during hospitalization and the total
monthly household expenditure were obtained

14

from the respective COVID-19 affected
households. Catastrophic health expenditure was
defined as direct medical expenditure exceeding

40% of effective household income.

Results — The study revealed that 49.7% of
households had catastrophic health expenditure,
with 32.9% having incurred Distress financing.
Multivariate analysis revealed being Below
poverty line, hospitalization in private healthcare
facility and presence of co-morbid conditions as
significant determinants of Catastrophic health
expenditure.

Conclusion- High levels of Catastrophic health
expenditure and distress financing revealed by
the study unveils major unaddressed challenges
in the road to Universal health coverage.

PhD Scholar, University College, TVM

Kerala’s Budgetary Allocations for Health:

A Comparative Analysis
Dr. Afeefa Cholasseri™

he study provides a thorough comparison of

Kerala, India’s state-level health allocation
in the budget to that of other states nationwide.
This study seeks to offer insightful information
about how healthcare is prioritized and resources
are distributed within the Indian federal system
by looking at budgetary allocations and patterns
over a predetermined period.

The analysis looks at funding options for
a number of sub-sectors, including public
healthcare infrastructure, primary healthcare,

disease preventive initiatives, and medical
education, among others. To ascertain Kerala’s
relative standing in terms of health spending,
these allocations are compared to those of other
states.

A system of readily accessible medical treatment
was already in place when the current state of
Kerala was established on 1 November 1956.
The portion of government spending set aside
for health is one sign of the government’s
commitment to providing health care. The
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government has allocated a substantial amount
of money for health since the state’s founding. A
significant portion of government development
spending was spent on the social sectors,
primarily in the areas of education and health.
The development and extension of government
health services were notable during the time
from state establishment until the early 1980s.

The results of this research can help state and
federal governments formulate policies and
make decisions about how to pay for healthcare
that are supported by facts. Policymakers may

improve healthcare delivery, strengthen health
infrastructure, and address health disparities
within and between states by making educated
decisions by understanding the dynamics of
health expenditure and its repercussions.

Keywords: health spending, financial analysis,
financing of healthcare, Kerala, Indian states,
health

infrastructure funding of healthcare, policy

outcomes, resource distribution,

formulation.

1 Lecturer, University of West London, Ras AL Khaimah, UAE

Unveiling the Impact: Social Welfare Expenditure and Women's

Empowerment in Kerala’s Urban Local Bodies
Shri. Vimal V. & Ms. Soumya Mani?

his research paper examines women’s

empowerment and its
with local governance in Kerala’s municipal
corporations. It explores initiatives, policies, and
expenditure patterns related to women’s welfare
and empowerment, highlighting challenges,
successes, and the role of local bodies. The study
reveals unequal gender norms, limited access to
education and employment, domestic violence,
and a gender gap in political participation as
challenges. Initiatives such as Women’s Self-Help
Groups (SHGs) and the Kudumbashree program
are discussed as successful empowerment
models. The Women’s Component Plan (WCP)
is analyzed, showing its impact on women’s
welfare. Statistical analysis reveals positive
relationships between total expenditure, income,

intersection
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and program expenditure with women’s welfare.
The research emphasizes the need for prioritizing
women-centric policies, allocating sufficient
resources, and implementing eftective programs.
This research was initiated for to contributes
the understandings on women’s empowerment
in local governance, providing insights into
initiatives, challenges, and expenditure patterns
in Kerala’s municipal corporations.

Keywords:  Local governance, Municipal
corporations, Women empowerment, Social

welfare initiatives

1 Research Scholar, Economics, Hermann Gundert Central

Library, Kannur University, vimalv@kannuruniv.ac.in,
6282530242
2 Research scholar, Economics, Government College

Kasaragod, Kannur University, soumyakkalliyaden@gmail.
com, 9497513549
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A Study of Educational Expenditure and Educational

Attainment of Tribals in Kerala
Ms. Jinisha CV.1! & Ms. Drisya?

ducation is the most important element in

the development of any community.The
government has implemented many policies and
programmes for the development of education,
but some communities are still faces deprivation
for the attaintment of education they are mainly
scheduled tribal community. They are yet to reap
the benefits of these policies and programmes
and lag far behind the mainstream population.
In Kerala, In Kerala, the overall educational
development indices are much above the national
level, the disparity in educational attainment in
tribal communities still continues and remains a

17

dilemma. So The study attempts to explore the
state of affairs of education of tribals in Kerala.
The present study is a comparative analysis on the
educational expenditure of tribes with general
education in Kerala. To analyse the educational
expenditure various government sources and
publications and data’s are used as secondary
source for this study. The study focuses on
the educational backwardness of the minority
communities that is Scheduled tribal community

Key words: Education, scheduled tribes,
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Creating Fiscal Space through Revenue Mobilization:

An Argument for Non-tax Revenue
Dr. Mary Georgel!!

oday in the fiscal empowerment of nations

both tax and non-tax revenue sources are
equally important. According to the World Bank:
World Development Indicators (World Bank,
2003), in or around 2002, roughly 39 percent of
revenue of the 166 countries covered there — not
just resource rich economies — were from non-
tax revenues. It is pointed out that globalization
and re-emergence of crony capitalism, eroded a
country’s ability to raise tax revenues.

Non-tax revenue includes payments made
to the government that are compulsory and
requited or voluntary whether requited or not.
In addition to these, two other categories of
non-tax included in the IMF’s Government
Statistic Manual (2001) are grants from other
governments or international organizations
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and social contributions from employers or
employees the “secure entitlements to social
benefits for the contributors, their dependents,
or their survivors”,

From a revenue standpoint, the important non-
taxrevenue sources are all voluntary and requited.
For most of these sources, revenue is a bi-product
of goods, services or resources, the government
provides. Such Sources included revenue from
assets, revenue from the sale of goods and
services, new or used, and revenue from the sale
of licenses and permits for regulated activities.
An exhaustive analysis is need to understand the
interesting and revenue augmenting features of
non-tax revenue sources.

1 Former Chairperson, KPERC

An Assessment on Non-Tax Revenue in Kerala
Prof. Beena P.L.11 & Dr. Ritika Jain@

he fiscal structure of an economy is mainly

based on the revenue
expenditure incurred to it. Since the state is a
benevolent provider to the citizens, reducing the
public expenditure to reduce the fiscal deficit will
not be right solution. So instead of reducing the
public expenditure the focus should be in hiking
the amount of revenue receipts. Revenue receipts
are mainly come from two sources: tax revenue

it collects and

and non-tax revenue. In a situation where there
isincreased globalization among countries which
can erode a country’s ability to raise tax revenues,
revenue from non-tax sources gains importance
(Tanzi 2000). Moreover, the growing deficits

necessitate increased revenue mobilization from
tax as well as non-tax sources. It is argued in the
literature that irrational structure of non-tax
sources has adverse effects that invalidate growth
objectives. Therefore, one has to keep in mind the
objectives of equity, efliciency and its impact on
the economic growth of the economy (Purohit,
2009). Welfare state program needs to mobilise
resources in order to meet the objectives such
as right to food, employment, access to health,
education and old age pension.

The total liability of Kerala accounted for 28.2
per cent of the GSDP. It was higher than that of
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most of the other states. Needless to say, such a
high percentage of liability cannot be treated as
a positive signal. Given this context, an attempt
has been made in this paper to understand the
structure and pattern of Non-Tax Revenue in
Kerala. This has been done in the light of the
existing literature and considering the existing
policy space. The study tried to develop some
analytical framework based on empirical and

theoretical review of literature. A detailed
analysis has been further made to identify new
and alternative sources of non-tax revenue in
major components. And finally the study sums
up the major findings and draw some policy

suggestions.

1 Faculty, CDS & Member KPERC
2 Faculty, CDS

Maximizing Non-Tax Revenue for Sustainable

Economic Growth: A Case Study of Kerala
Mr. Subin Muhammed(!

Non-Tax Revenue (NTR) encompasses all
sources of income, excluding taxes, for
the government. Despite revenue stability from
these sources over the past two decades, they
are yet to receive the requisite attention from
relevant authorities. The prevailing dependence
of most states on central government grants has
led to a disregard for their own Non-Tax Revenue
(SONTR) sectors. A glance at the growth and
share of SONTR across major Indian states
reveals a substantial number of untapped revenue
sources within this realm. Notably, the economic
services sector, which generally is the major
component of SONTR, harbours numerous
opportunities that still need to be explored by
state governments. Presently, only a fraction of
these opportunitiesisleveraged. Most states focus
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predominantly on industries while disregarding
other sectors. Alarmingly, social services, the
second- largest SONTR contributor, are also
often neglected. This paper aims to explore the
untapped or under- tapped potentials within
Kerala’s economic and social sectors, serving as a
case study. The central objective of this study is to
gain a holistic understanding of the unexplored
avenues for revenue generation from SONTR in
Kerala. The primary argument put forth by this
paper is that by maximizing non-tax revenue and
promoting sustainable economic growth, states
can reduce their dependency on grants from the
union government and consequently enhance
the overall well-being of their citizens.

1 Research Scholar, CUSAT
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Emerging Trends in Kerala’s Emigration Scenario and it’s

Financial Implications
Prof. V. Mathew Kurian & Dr. Raju John!?

migration from Kerala has a long history.

Literally, Malayalis emigrated to all parts of
the world. But emigration from Kerala to Gulf
countries played the most prominent role in
Kerala’s development. Emigration to gulf has
already crossed it’s inflexion and is suspected
to move to saturation level. Fortunately or
unfortunately, the globally mobile malayali
community is finding new pastures. At least
three trends are visible here. First is the return
of old emigrants back from the gulf. Secondly,
younger emigrants move to Europe and beyond.
This migration is without any return and for
settlement abroad. The potential of emigrant
community and remittances enabled Kerala
to take new development trajectories. Now,
young people spend substantial amounts to
migrate and never return. Thirdly, emigrants to
countries like US decumulate their assets here
and move abroad. This can be considered as a
phenomenon of reverse remittances. From all
these, it seems that the narrow concentration of
Kerala’s emigration scenario to Gulf can be part
of the. Kerala’s emigration scenario now seems
to evolve into a more diverse and broad based
one. The paper first try to check if all these are
facts or mere speculations. This will be done by
means of available pertinent data. The authors
don’t claim that it is very easy to answer all these
issues. Data gaps exist in the light of emerging
trends of Kerala’s emigration scenario. The need
to address the same and possible suggestions

to overcome the gaps will be discussed. Even
though the term malayali diaspora is being
used for some time, the new scenario is likely to
increase the absolute size of malayali diaspora in
its correct sense. Government of Kerala is trying
to positively interact with malayali diaspora
abroad. Government still hopes that malayali
diaspora can play a positive role in Kerala’s
development. It is evident from continuous
attempt to get engaged with malayali diaspora.
The latest among them being the various
episodes of Loka Kerala Sabha. But the moot
question is the modus operandi to follow to
use diaspora support for Kerala’s development.
In this context this paper attempt to review the
international experience on the role of diaspora
in development of origin countries and offers
some suggestions that will be of use in the Kerala
scenario. The paper is organised as follows. First,
it tries to contextualise malayali diaspora in the
context of global diaspora discourse. Then it tries
to understand the international experience on
Diaspora- development pathway. The relevance
of international experience in Kerala context
will be discussed. The financial implications
of all these developments will be discussed to
conclude the study.

Key Words — Migration, Emigration, Kerala. JEL
Classification — F22, F24

1 Joint Director KNRSE, MGU kurianvazhachira@gmail.com

2 Assistant Professor in Economics, Baselius College Kottayam
rajujohn7407@gmail.com
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Equity in Healthcare Services in Kerala:

Alternative Options
Prof. Anitha V.[1

I erala’s overall healthcare system is better

han other states in India, and it received
appreciation at the international level for many
But still, the
facilities at the public healthcare centres are
not equitably distributed across regions, and
the out-of-pocket expenditure is also very high.
This is a barrier to achieving equity in health and
disturbing the government because healthcare
services are under the provision of the state.
As a result of the low public health expenditure
private sector is flourishing by charging a higher
price for treatment. The situation worsens when

health-related achievements.

the supply side of health care facilities does
not increase much based on the demand for
the services. While acquiring tertiary public
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healthcare services, patients depend on many
private institutions for lab tests, medicines etc.
They charge a high price, sometimes more than a
private hospital. Here arises the question of how
we can reduce the burden of patients without
affecting equity and social justice. Hence the
objective of the study is to develop a socially
viable and economically feasible healthcare
policy for the government. With the support
of theoretical evidence and case studies, the
study tries to suggest alternative methods of
public healthcare services, at least in the tertiary
healthcare services of Kerala.

1 Professor, Department of Economics, University of Kerala,
Email: anithav@keralauniversity.ac.in, Mobile: 9539204587

Fifteenth Finance Commission: The Problem of Negative

Devolution for Sophisticated Outliers
Dr. Tojo Jose!"

he financial relationship between the centre

and states have created some unhealthy
trends while analysing flows from the centre
to states through two channels — central sector
schemes for the creation of socio-economic
infrastructure in the states and the finance
commission allocation. This paper tries to
unearth the nature and consequences of the net
inflows into subnational units under these two
routes. The study found that Kerala is double
disadvantaged with gross misallocation of central
infrastructure scheme on the one side and a
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continuously declining Finance Commission
transfer. The net result is some sort of a reverse
transfer for Kerala. The centre has been actively
promoting national infrastructure plans over
the last three decades. But from Kerala’s angle,
the state has received insignificant attention, be
it the NHDDP, the Dedicated Freight Corridor
Project or the Urban Development projects. For
example, outside the Northeast, Kerala is the only
state that has been left out of the 7800 km long
expressways project. The social infrastructure
expansion under the various central government



schemes gets even worse and the latest example
being not even a single nursing college for Kerala
despite a similarly placed Tamil Nadu getting
fair allocation. The XV FC allocation shows
that if Kerala’s population share is 1, the share
in finance commission transfer is 0.69. Though
there are eight states that has a ratio of 0.8 or
lower in finance commission allocation, all these
have received good share in centre sponsored
infrastructure projects.

The under allocation of central government
projects and weak finance
commission transfer has created an undesirable

infrastructure

trend of subnational government engaging in
the creation of bulk infrastructure projects and
thus totally eroding the relevance of the centre’s
centrality. For example, Kerala has made higher
state efforts in creating bulk infrastructure with
the establishment of institutions like the KIIFB
in the context of the continuous infrastructure
deficit. At the same time, this has created an
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increasing and imposing subnational identity
and awareness among the subjects of the states.
The absenteeism of the centre in developing
infrastructure in Kerala whereas its abundance in
rest of India may create consequences. From the
FCtransfer angle, thereisaneed to setaminimum
devolution (in terms of share in allocation
vis a vis share in population) that is necessary
for the running of welfare and governance
functionalities. For Kerala, it should ask for a
compensatory finance commission allocation for
the under-allocation in central sector schemes.
Another demand should be for reducing the
weightage for area. It is well understood that area
is an advantageous factor for availability land for
infrastructure creation, agriculture and industrial
sectorsand areaindicates higher natural resources
availability. Hence, rather than area, density of
population should be the relevant criteria.

1 Assistant Professor, Economics, TMJM Government College
Manimalakunnu.

Fiscal Federalism-The Kerala Story
Mr. Adith S. Karthik™

he first-generation theory (FGT) of
fiscal classifies  functions
of a government as allocative, distributive,
principles  of

federalism
stabilisation. Following the
comparative advantage, the distributive and
stabilisation function is to be allotted to the
Federal government while the function of
resource allocation must be vested with the
sub-national government. It also adds that fiscal
decentralisation is associated with expenditure
decentralisation with revenue centralisation for
achievingequityand efficiencyasasolution to this
problem suggests intergovernmental transfers.
As a step towards an eflicient decentralisation,
Second Generation Theory emphasises on the
decentralisation of revenue responsibilities to

sub-national governments. Second generation
theory emphasised market-preserving federalism
and the design of transfers, tax collection, political
economy of the different tiers of government
and hard-budget constraints. In India following
the principle of comparative advantage, the
responsibility collecting taxes with broad base
was vested with the Central government while
the duty of expenditure was primarily assigned
to the sub-national government. But in order to
ensure the autonomy of the state government,
the separation of duties was done through the
7th schedule of the Indian constitution and at
the same time revenue devolution was ensured
by constituting the Finance commission. The
14th and the 15th Finance commission made it
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clear while it may recommend the strategy for
general purpose transfers, it is the responsibility
of government to cover specific purpose transfers
through the Centrally Sponsored schemes. This
paper with the help of descriptive statistics,
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attempts to trace out the principle behind vertical
and horizontal allocation of federal transfers and
also assesses the growth and composition of
federal transfers to Kerala from 2000.

1 Research Scholar, University of Kerala

Impact of Chemical Industries on the Health Status of

Households in Ernakulam District, Kerala
Dr. Raji Prasad G.V.l!

his article stems out the effect of Chemical
on the health implications
and their
surroundings. The frightening reality is that for

industries
of Industrial town households

the vast majority of the chemicals used and being
developed, little or nothing is known about their
possible immediate or long-term effects on the
health of the inhabitants or workers who are more
near to it. Being an industrialized district, this
study is very relevant as far as the Kerala’s health
status concerns. Historically, environmental

degradation in Eloor-Edayar area has shared
two primary characteristics, one, a majority
of the lower income communities live in close
proximity to the major polluting industries and
two, everyone irrespective of levels of income or
class, are exposed to the risk of toxic pollution
from industrial sites.

Key words: Chemical Industries, health status,
industrial hub, deterioration, inhalation

1 Asst Prof & HoD, Dept of Economics, NSS College,
Cherthala, Alappuzha, Kerala

Political Economy of Public Finance of Kerala
Shri. R. Mohan & Dr. D. Shyjan®?

I erala’s Public finances since the beginning

f 1980s (to be more precise 1983-84) has
chronic revenue deficit as its abiding feature. In
the latter half of 1980s, it crossed one per cent
of Gross State Domestic Product (GSDP) and
later grew substantially in the 1990s. Abnormal
expenditure compression measures in the early
2000s resulted in a spate of protests from various
organised  groups,
employees. Later in the second half of 2000s, a
revenue led fiscal consolidation began. But this
received set back in the second decade of the

including  Government

36 - @Re®INe BRADIPI|Y BHASB alOMEEBIMDNAY

2000s (in 2013-14, the rate of growth of Own
Tax Revenue (OTR) declined to 10 per cent
from around 22-24 per cent in the preceding
three financial years) never to recover till 2021-
22. The reasons were many, including the health
emergencies and natural calamities including the
impact of Covid- 19 Pandemic.

The persisting revenue deficits have had the
effect of perennial liquidity strains in the State
Finances. The consequence of this is that the
Finance department has to operate on a fire-
fighting mode more often than not. Though there



is now wide spread recognition of the fact that
there has to be better enforcement of OTR and
more effective tapping of Own Non-Tax Revenue
(ONTR), there needs to be realisation of the
impact of social pressure groups which has put
the State Finances on a persisting brink.

Our expenditure pattern is not in sync with our
revenue raising powers and capacity. Though
earnest attempts are being made to augment
OTR and ONTR, a hard look at expenditure
patterns is eluding for socio-political reasons.
With the present borrowing constraints and
additional restrictions placed by the Union
Government, the State is being pushed nearer to
the brink point.

There needs to emerge a political consensus
to protect the social security interests of the
poorer sections of the society by limiting the
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advantages flowing to the rather well to do which
is mainly due to their organisational power. The
policy makers will be compelled to address the
question of limiting public capital expenditure
to most priority infrastructure while ensuring
effective and timely completion of projects,
elimination of explicit and implicit subsidies
enjoyed by the richer sections, so that the
poorer sections social security benefits, Health
Coverage, Job Assurance, Income Support are
tangibly increased without deviating from the
path of fiscal consolidation. Simultaneous efforts
to augment OTR and ONTR and reprioritise
expenditure are required to bring back the State
Finances of Kerala, which operating at the brink
for more than decades

1 Honorary Fellow, GIFT

2 Associate Professor, University of Calicut, John Mathai
Centre

Shrinking Fiscal Space of Indian States-Recent Trends
Shri. Abhilash 5.

onstitutionally India is a ‘Union of States’

which obviously implies its federal
characteristics rather than unitary nature of
relations between centre and the states. Fiscal
Independence is its bare minimum precondition
for the sustenance of states. The recent policy
decisions of the Union Government poses
perilous threat to fiscal independence of States in
general.

Even though Union Government is more
prolifigate than the state Governments in almost
all respects,it tries to restrict fiscal independence
of states.As per the latest documents of RBI the
Center’s debt-GDP ratio is around 52% which
is around 12% above the FRBM limit of 40%
whereas the states debt-GDP ratio is an average
26 % which is 6% above the FRBM target of
20%.In Fiscal Defict, the centre’s performance
is around 5% where as state’s performance is an
average of 2.9%.The FD-GDP ratio for center as

well as states is fixed as 3% as per FRBM law.

The threats posed by the Union Government are
summarised below.

Arbitrary fiscal transfers. Finance commission
transfers are the constitutionally approved
transfer of resources.But recently center adopts
arbitrary transfers as central grants and CSS
which encroached the legislative domain of state
Governments.In 2006-07 devolution as per FC
to total transfers was 54.5% whereas in 2022-23
budget estimates this positive trend is reversed to
below 45%.

Unreasonable restrictions. The borrowing space
of state governments is fixed by FRBM rules
which reiterated by Finance Commission. States
are eligible for the borrowing of 3 percent of
GSDP without restrictions since 2006,when
Central government leave its sole lender status
to the market by reducing the central loans.
In order to cater the requirements of market
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forces, the center adopts a vicious strategy of
reducing borrowing space of states since 2017.
They curtailed the mandated borrowing space
by reckoning the borrowing of state public
sector entities and public account.The absurdity
of the decision extended to reckoning the
provident fund contributions of employees and
civil deposits of government departments to
undertake public works.

Conditionalities in fiscal transfers. In the current
year union budget a progressive announcement
of 1.3 lakh capex loan was announced. But
two regressive conditionalities have also been
announced like the entire amount has to be
spent in the current fiscal and states have
to satisfy additional seven conditions.Even
during pandemic the additional borrowing was
restricted by four reform oriented conditions.In
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2022 extra borrowing was tied with continuance
of NPS.

Loss in Indirect tax pie due to the introduction
of GST and cessation of GST compensation.
The GST compensation part averaged around
34 % of state’s GST receipts. The faulty GST
implementation and cessation of the relief given
by GST compensation eaten away indirect tax
share of progressive states.

Threat of surging cess and surcharges. There are
11 cess and two major surcharges levied by center
which are non-sharable with state governments.
These constitutes around 9 % of gross revenue of
union government in 2015-16.Now it increased
to around 15.5% of gross revenue of the Centre.

These pose threat to
developmental spending of states.

restrictions serious

1 Under Secretary, Finance Department

Role of Government for the Employment and
Income Generation through the Development

of MSME Sector in Kerala
Dr. Bushara M.V.l1

I Entrepreneurship is considered to be the
prime factor of economic growth and
development.

It accelerates the overall development of an
economy through the empowerment of deprived
sections of the society. It leads to a balanced
regional development through the acceleration
of economic independence, generation of
employment, creation of wealth, growth in
standard of living and enhancement of social
infrastructures such as health care service and
educational growth.

Economic Review (2016), MSME contributes
the share of 37.5 percent of GDP in India. It
considered as the one of the largest employment
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sector and income contributor to the economy.
Due to the economic contributions and the
importance, in 1999 central government

established the Ministry of SSI and ARI (Small-
Scale Industries and Agro and Rural Industries).
It acts as a nodal agency to make policies to
develop and support the young population of
India. Butin 2001, SSTand ARI was segregated as
two separate Ministries for the autonomous and
independent activities. NSIC (National Small
Industries Corporation), SIDO ( Small Industry
Development Organisation) established for the
specialization for small and micro units and to
extend the assistance for the smooth functioning
of the SSI ministries.



Entrepreneurship is considered as the engine of
growth. It acts as an employment provider and
income creator in an economy. The relationship
between entrepreneurial development and
economic growth is interdependent. The role of

an entrepreneur in economic growth and

development is widely discussed throughout
the world. It increases the wide scope of
entrepreneurial studies.

Objectives:

1. To analyse the various government policies
for the MSME sectors.

2. Tounderstand Prose and corns of government
policies in MSME sectors.

3. To suggest remedial measures for the
development of MSME Sector in Kerala

Development is a qualitative phenomenon
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of an economy. It is a horizontal concept; it
spreads to all. Economic development always
moves with economic growth. Higher standard
of living, technological innovations, growth in
manufacturing and trading sectors, are some of
the indicators of the development of a nation.
Entrepreneurship is considered to be the prime
factor of economic growth and development.
It accelerates the overall development of an
economy through the empowerment of deprived
sections of the society. It leads to a balanced
regional development through the acceleration
of economic independence, generation of
employment, creation of wealth,growth in
standard of living and enhancement of social
infrastructures such as health care service and
educational growth, etc.

1 Assistant Professor, MES PonnaniCollege,Mob.7907210216

Kudumbashree and Housing Development in Kerala:

A Critical Review
Dr. Firos Khan M.C.[!

t is widely recognized that Civil Society

Organisations (CSOs) can play a vital role
in social transformation by supporting the
poor and other vulnerable segments of the
society. CSOs facilitate the proper supply of the
basic necessities of life, to such disadvantaged
segments of the society; by liaisoning with the
Government, formal sector financial institutions
like banks etc. In Kerala, the CSO sponsored by
the Govt. of Kerala (GOK) viz. Kudumbashree
has been in the forefront of helping the poor
and other marginalised segments of the State.
Kudumbashree is a GOK-sponsored poverty
alleviation programme, it being controlled by its
members who are women mostly from the low
income families in Kerala. Over the last 25 years
since its inception on 17th May 1998, it has now
grown into the largest women-network in the

whole of Asia with a membership of 46 lakhs.
Globally, it has become a role model, having
proven its worth by enabling the socio-economic
and political empowerment of Kerala women.
It has a three-tier structure with 3,09,667
neighbourhood groups (NHGs), 19,470 Area
Development (ADS) and 1,070
Community Development Societies (CDS).
From its basic objective of poverty eradication,

Societies

Kudumbashree has diversified into almost all
facets of Kerala economy, and is now active in
community empowerment and in the promotion
of micro enterprises engaged in diverse kinds of
businesses. As the implemementing agency of
variousschemesofthe GOKandthe Govt. ofIndia
(GOI), Kudumbashree is active in the housing
development sector also, including in housing
construction. Kudumbashree has been active in
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training women in Kerala in various construction
and allied activities, like, preparation of building
materials. It is implementing of GOI's PMAY
(Pradhan Mantri Awas Yojana) scheme in Kerala.
Livelihood Inclusion Financial Empowerment
(LIFE) Mission under the GOK is implemented
with Kudumbashree’s involvement. Of late, ICT
has given another dimension to Kudumbashree’s
activities.

GOTI’s national housing goal of ‘Affordable
Housing for All' couldnot be achieved in 2022
as originally envisaged. As per the revised target,
GOI strives to attain the above housing goal
at least by Dec. 2024. Needless to mention,
Kudumbshree has a vital role to play in the Kerala
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context, in helping to attain the Kerala’s share of
the national housing goal. For instance, the LIFE
mission with an allocation of Rs. 2500 Crores
seeks to ensure housing for all homeless families
in Kerala, in line with the PMAY’s mission at the
national level. In the above backdrop, this paper
seeks to make a critical review of the activities of
Kudumbashree in housing finance and housing
development in Kerala and suggest remedies.

Key Words: CSOs, Empowerment, Financial
Inclusion, Microfinance, Housing Micro Finance,
ICT.

1 Modayani Chalil House, Pazhuppathoor P.O, Sulthan
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Fiscal Vulnerability and the Objectives of Fiscal Policy: A Revisit
Shri. Santhosh T. Varghese!

he categorisation of the state of Kerala by

the Reserve Bank of India (RBI, 2022) as
the second highest fiscally stressed state in India
after Bihar has created enormous economic
consternation especially in the policy circles
which in turn resulted in panic discussions in
media and political platforms. The analysis by
RBI is in fact based on the indicators employed
by the International Monetary Fund to identify
fiscal vulnerability. Fiscal vulnerability is defined
by IMF for the purpose of surveillance of
macroeconomics issues (of various sovereign
nations) and is stated as “reflecting a situation
where a government is exposed to the possibility
of failure to achieve its aggregate fiscal policy
(or macro-fiscal) objectives” (Hemming &
Petrie, 2000). According to them, there are
three fiscal objectives and they are the avoidance
of excessive fiscal deficits and debt, effective
demand management to deal with domestic
and external macroeconomic imbalances and
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for maintaining reasonable and stable tax rates
(pp 4-S). However, Richard A Musgrave with
a theoretical position having a comprehensive
approach, explored the nexus between fiscal
theory and the theory of state, articulated that the
purpose of the functioning of fiscal instruments
is based on the image of a “good society” and the
state’s role therein (Musgrave, 1996).

In a democratic country, the idea of good society
and the role of state invariably centres around
the outcome of public deliberations aggregated
through political process. Every government
attempts to accomplish that imagination to
narrow the gap between those who govern and
those who are governed (Patnaik, 2017). As
such, economic analysis of fiscal vulnerability
based of the objectives that cater the surveillance
purposes of IMF will largely misrepresent the
fiscal design and resolution portrayed by a
sub national government such as the state of
Kerala regarding its developmental priorities.



Accordingly, the various tools of fiscal policy
especially the revenue expenditure on education
and medical care needs to be evaluated on the
basis that priorities. Apart from that, it has
been argued that such expenditures are indeed
“investments in capital” (Becker, 1993) and if
that view is conceded it will considerably lower
the revenue deficit of Kerala, an indicator used by
RBI for identifying fiscal vulnerability. In short,
it seems that the fiscal vulnerability analysis
of RBI will give a different picture once these
considerations are taken into account.
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On the dynamics of debt for development
Shri. S. Adikesavan™

ICrala’s development journey has engineered
n intense debate within the State about
the level of Government debt. There is a school
of thought which postulates that the State is
over-burdened with debt. This concern is based
on the widely-accepted but loosely-justified
classical parameters of public debt — the debt
to domestic product ratio and may be, even the
fiscal deficit/domestic product indicator. The
oft-quoted fiscal deficit ratio of 3% and the debt-
to-GDP percentage being a maximum of 60% are
Rip Van Winkleian constructs, remnants of the
Maastricht consensus.It is time to question this
“fundamentalism” frontally as debt’s nay-sayers
may end up derailing development by their
stance, unwittingly though.

A State is part of one sovereign entity and in the
era of fiat currency system (which is a far cry
from the gold-standard monetary system), it is
time to reimagine debt and examine it under a
new lens— specifically, debt that is contracted
in the home currency. It needs to be looked at

holistically, from a national perspective, though
State-wise analysis may also be relevant. But as
long as the sovereign has power over its currency,
italso has concomitant control over the quantum
of domestic debt. The metrics to be monitored
then, are the nominal growth and interest rates
and possibly, the impact on inflation of debt, as
Modern Monetary Theory would suggest.

S.Adikesavan is a former Chief General Manager
of SBI, India’s largest lender. During his career
of over 37 years he held key decision-making
responsibilities in high-value corporate credit for
16 years, foreign exchange dealing for 4 years and
had a stint abroad in Singapore, one of the global
financial capitals, for 4 years. He also headed the
Agriculture and micro credit business of SBI for
4 years. He is currently part-time Advisor to SBL
He writes for both the English and Malayalam
newspapers on finance and banking and is a keen
student of macro-economics. It is clarified that
the views articulated here are personal.

1 Former CGM, State Bank of India
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Debt Management in Kerala: Constraints and Prospects
Prof. M.K. Sukumaran Nair

Literature on the contribution of public debt
negative and inconclusive results. Most studies
on OECD countries suggest that 80 percent
of debt to GDP is the threshold limit that does
not hamper economic growth. Kerala’s less than
40% Debt-GSDP ratio still gives an elbow room
for debt management. Though there is much
public hype on Kerala’s debt position, there are
at least 8 states in India that have debt-GDP ratio
above that of Kerala. However, a detailed analysis
shows that Kerala’s debt position does not look
that alarming.

to economic growth indicates positive,

Two chief contributing factors to debt are
considered in this paper: States’s own revenue
(SOR) and its committed expenditure such as
salary, interest and pension (SIP). The trend in
debt growth and the proportion of SIP in SOR
and SOR itself move in the same direction. The
falling share of SIP in SOR is a healthy sign
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and can still be brought down by another 10%
without affecting salary and pension levels. But
what is not desirable is the steeper fall in SOR
than debt growth. This shows that a greater
intervention at raising SOR needs immediate
attention. There are difficulties in increasing tax
rates. But the arrears of tax collection in each
year is very high and have been increasing faster.
Nearly 30% of the arrears are due to court stay.
This proportion can be reduced by better legal
management of the court cases. The rest of the
arrears should be collected on a war footing. If
that happens, the stress on fiscal management
can be reigned in. Debt management would
become much easier. Over dependence of the
state on Central transfers and market borrowing
which are highly uncertain can be reduced and a
smoother fiscal gliding path can be treaded on.

1 Former Honorary Director, Centre for Budget Studies, CUSAT

Sustainability and Threshold Value of Public Debt:

The Kerala Experience
Dr. P.S. Renjith! & Mr. Abin Joseph®?

his study utilizes a combination of various

estimation techniques to examine the
sustainability and threshold level of public debt
in Kerala. The findings indicate that the current
debt level in the state is not sustainable, and
the identified threshold for debt sustainability
is approximately 27 percent. This threshold
surpasses the standard set by the Fiscal
Responsibility and Budget Management
Review Committee for all Indian states. Since
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the proposed roadmap by the Fifteenth Finance
Commission does not align with the sustainable
level, it is crucial for the state to manage its
debt, as it currently hampers growth. Through
a simulation exercise based on the state’s debt
dynamics, it is projected that Kerala can achieve
the 27 percent threshold by 2034 if it attains
a growth rate of 14 percent alongside a fiscal
deficit target of 3 percent, or a growth rate of 12
percent with a fiscal deficit target of 2.5 percent.



The recommended policy approach for the state
entails increasing its own revenue-GSDP ratio
and constraining revenue expenditures starting
from 2023-24.

Keywords: sustainability, threshold value, public

debt, FRBM
JEL Codes: Q54, H63, C23, D72

1 Assistant Professor, GIFT
2 Resarch Scholar, GIFT
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Sustainable Level of Public Borrowing in Kerala: An empirical

Analysis of Post- Liberalised Regime
Dr. Mathew Kurian™ & S. Dr. Muraleedharan®?

here is a conservative approach among

a few market friendly professionals and
economists that public borrowing beyond a limit
is counterproductive. Thisis technically termed as
the non-linear relationship between public debt
and economic growth. This raises the question of
sustainability of the evolution of public debt. This
argument becomes more significant when issues
of public debt are deliberated in the regional
context within a national frame.

The present study aims to consider the important
fiscal indicates in Kerala since 1990 whereas
fiscal issues seemed to be more critical after
the liberalised economic policies. The focus
of this study would be enquiring whether the
relationship between public debt and growth

in Kerala is linear or non-linear. It is meant to
identify sustainable level of public borrowing.
It is expected to be crucial for formulating fiscal
policy in the state. The study will cover a period
from 1990 to the present. An empirical approach
will be followed based on the data source
provided by RBI. The data will be analysed in the
light of Domar’s approach on public debt. This
would be a Kerala focused study.

Key Words: Domar, Economic Growth, Non-
linearity, Public Debt, Sustainability

1 Joint Director, KN Raj School of Economics, MG University,
Kottayam

2 Visiting Faculty, KN Raj School of Economics, MG University,
Kottayam.
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Debt Sustainability of Kerala- Indicator based Analysis

Smt. Shamna Thacha Paramban

he subject of causal relation between

government budgetary variables and growth
has important implications for the political
economy of fiscal policies in the field of public
finance. The continuous increase in deficits goes
along with the accumulation of debt raises the
question of fiscal sustainability and solvency.

Besides, this would be helpful in formulating and
assessing budgetary policies and its behaviour,
that is, to understand whether current policies
are optimal, or desirable to maintain these
policies, otherwise to take appropriate measures.
This paper deals with an analysis on growing
public debt of Kerala and sustainability of debt
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for the time period 1980-81 to 2019-20 using
precise econometric models through indicator-
based analysis as well as empirical exercises. The
analysis on debt sustainability as attempted in this
paper shows weak sustainability for the period in
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debt position of state at the aggregate level. This
implies the extent growing burden of debt and

the requirement for a sound fiscal management.

1 shanatpv@gmail.com, 9656838528

Sustainability of Kerala’s Public Debt
Smt. Akhila Balagopalan & Dr. Syam Prasad

Public debt is an important fiscal policy
tool that helps to bridge the gap between
the expenditure and revenue receipts of a
government. A modern government is obligated
to perform various functions to improve the
welfare of people. When the government face
deficit, generally it relies on borrowings. By
using the borrowed funds, the government can
perform various functions which helps to boost
the economic growth as well as the wellbeing of
people. Public debt also acts as a stabilizing force
during crisis periods and in cyclical fluctuations.
However, a government should be judicious,
transparent and committed to long-term fiscal
sustainability to ensure maximum benefits
and minimum risks. The debt sustainability of
Kerala has emerged as a major concern in recent
years. The state’s debt burden has experienced
a significant increase. This study examines the
sustainability of Kerala’s public debt from the
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years 2011-12 to 2021-22. The debt-to-GSDP
ratio has experienced a significant rise, from
27.8% in 2011-12 to 39.1% in 2021-22. It means
that a significant portion of the state’s resources
is allocated towards debt rather than funding
its development programs. The higher debt-
to-GSDP ratio indicates a strained fiscal health
of Kerala, and the need for urgent measures to
address the increasing debt burden. This paper
highlights the alarming rise in Kerala’s debt
burden and emphasizes the urgent need for
sustainable debt management strategies. We also
analyse various factors that have contributed
to the increase in Kerala’s public debt which
includes, but not limited to, its social spending,
compensation of government employees,
infrastructure projects, and natural disasters.

1 Research Scholar, Central University, Kasaragod

2 Associate Professor, Central University, Kasaragod

“Trends and Sustainability of Public Debt of the
State of Kerala- An Analysis”

Dr. Jijikumari T.¥

O ne of the major macroeconomic policy
issues of the Government of Kerala, for the
last several years, is the increased fiscal deficit and
high public debt. Therefore, debt management to
attain its sustainability has become an important
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area of concern of the fiscal policy domain.
Due to several populist public expenditure
activities and off-budget spending, the fiscal
condition of Kerala is under constant threat.
In this juncture, it is very relevant to conduct a



study on the issue of mounting public debt, its
trends, stability, and sustainability. To analyse
the growth, composition, and trend of public
debt of Kerala, the present study carried out for
a period of 10 years from 2012-13 to 2021-22
and tried to analyse its sustainability. From the
study, it is found that, the public debt of Kerala is
increasing very rapidly due to increased revenue
expenditure. It constitutes around 90 per centand
contain only 9.06 per cent for capital expenditure.
To attain stability and sustainability in public
debt, proper management of public expenditure

41

is also required. The present study also tried to
analyse the sustainability of public debt, for that
seven indicators are considered, and found that
Kerala’s public debt is unsustainable during the
period of study under consideration.

Key words: Macroeconomic policy, fiscal deficit,
public debt, sustainability, off-budget spending,
revenue expenditure, capital expenditure.

1 Associate Professor & Head, PG Dept of Development
Economics, St.Pius X College, Rajapuram, Kasaragod-
671532-NAAC Reaccredited with A Grade. E-mail ID:
jijikumari@gmail.com, Mob: 9446735677

Fiscal Fetishism and the Warped Narratives on

State Finances in India
Prof. R. Ramakumar!

ver the past year, there has been an array
O of politically charged attacks — on the part
of the Government of India, and a section of
economists and media — on States regarding their
financial condition. It all began in June 2022,
when the Reserve Bank of India’s (RBI) RBI
Bulletin carried an empirical analysis highlighting
the “fiscal risks” faced by some States. The
analysis was eminently worthy of a reasoned
discussion. But soon after its publication, several
motivated press reports began to appear. These
reports used and misused figures from the RBI’s
paper to build doomsday scenarios. In July 2022,
the Prime Minister blamed a few States and
political parties for promoting a “revadi culture”.
Soon after, the Chairperson of the 15" Finance
Commission (FC), N. K. Singh, advocated the
need to link FC transfers to States with their
“spending on freebies”. All together, we have
a dominant narrative in the media where the
States are caricatured as irresponsible in financial
management.

In this presentation, I try to discuss State
finances from an alternative perspective. The

demonisation of States is driven by a desire to
hide a larger danger lurking in the finances of the
central government. It is driven also by an urge
to hide the role of the central government in
perpetuating the crisis of State finances. Further,
the design of the campaign is to further sideline
the role of States and centralise developmental
functions with the centre.

I shall make three broad points.

1. Strains in the centre’s allocations to States

To begin with, what appears to be least
understood is that the financial relationship
between the centre and the States — despite the
federal framework of the Constitution — is heavily
asymmetrical. Of the total revenue expenditure
incurred in India, the States incur 61 per cent and
centre incurs 39 per cent. On the other hand, of
all the revenue receipts in India, the States collect
only 38 per cent, while the centre collects 62 per
cent. In other words, the ability of the States to
incur expenditures is dependent on transfers
from the centre i.e., devolution from taxes, FC
grants and non-FC grants.
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This asymmetry has provided the centre with
enormous leeway in deciding what States get in
total — and more importantly, what each State
gets from the centre. The 14™ FC (2015-16 to
2019-2020) had recommended that the State’s
share in the divisible pool of resources must rise
from 32 per cent to 42 per cent. During the 15"
FC period (2020-21 to 2024-25), the State’s
share in the divisible pool of resources is fixed at
41 per cent. These have been expected to have a
positive impact on State’s finances. However, a
series of countermeasures from the centre have
nullified these benefits to the States.

First, the centre has powers to decide how much
of the total revenue it collects would go into the
divisible pool. An increasing share of revenues
collected is now kept out of the divisible pool, so
that they do not have to be shared with the States.
For instance, cesses and surcharges are not part
of the divisible pool, but their share in the gross
tax revenue rose from 11.1 per centin 2010-11 to
13.5 per cent in 2016-17, 13.9 per cent in 2017-
18 and 28.1 per cent in 2021-22 (RE). Of course,
the figures for cesses and surcharges include GST
compensation cess, which constituted 4.2 per
cent of the gross tax revenue in 2021-22 (RE).
Even if we deduct the GST compensation cess,
the share of cesses and surcharges in the gross
tax revenue was 23.9 per cent in 2021-22 (RE).
Essentially, this rise in cesses and surcharges is

untied money denied to the States.

The outcome of the rise in cesses and surcharges
has been that the actual devolution to States as a
share of gross tax revenue was only 32 to 37 per
cent during the 14" FC period (instead of 42 per
cent) and only 29 to 30 per cent in the first three
years of the 15™ FC period (instead of 41 per
cent). Figure 1 provides data for a longer period

over five FC periods.
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Figure 1
Devolution of gross tax revenue to States, actual and
FC recommended, 2000-01 to 2022-23, in %
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Source: Ministry of Finance.

Secondly, there was a fall in the non-FC grants to
States between the 13" FC (2010-2015) and 14*
FC (2015-2020) periods. Thus, if devolution of
taxes rose by 7.6 percentage points of the gross
revenue receipts, it was partially offset by a 5.7
percentage point fall in non-FC grants.

Thirdly, the rise in the devolution to States was
further offset by two more factors. One, after the
abolition of the Planning Commission, assistance
to the States under the Normal Central Assistance
(NCA), the Special Central Assistance (SCA)
and the Special Plan Assistance (SPA) ended.
Two, a higher share of the devolution must be
set aside by the States as their contribution to
the Centrally Sponsored Schemes (CSS), as the
share of States was raised from 20-2S5 per cent to
30-50 per cent. In some CSS, the effective State
contribution goes even up to 80 per cent.

In short, the claim that the centre has increased
financial allocation to States over the past few
years is overstated. The positive impact of higher
devolutions was diluted by other appropriations
of the centre. On the other hand, with the arrival
of the GST, States have also lost their autonomy
to tinker with tax rates and raise own revenues.

*kk

2. Constraints on borrowings of the States

My second point is the following. The centre also
decides how much the States can borrow every



year. Two decades back, all States were forced
to pass a law in their legislatures — the Fiscal
Responsibility and Budgetary Management
(FRBM) Act — to limit their fiscal deficit to 3
per cent of the Gross State Domestic Product
(GSDP). Presently, States need the approval of
the centre each time they wish to borrow. And
the centre regularly denies any request from the
States to source loans beyond the sanctioned
ceiling.

Many economists have pointed out that having
a 3 per cent ceiling on fiscal deficit has no
justification in economic theory. But I shall not
elaborate on that here.

But in practise, the very existence of the FRBM
Act, and the need for central approval for every
loan, is reason enough to not unduly worry about
the so-called precarity of States” debt burdens.
Between 2005-06 and 2018-19, except for the
three individual years of 2009-10, 2015-16 and
2016-17, the gross fiscal deficit of all States was
below the 3 per cent limit in every year. In 2019-
20, the gross fiscal deficit of all States stood
at just 2.6 per cent. The RBI’s June 2022 paper
had identified Punjab, Kerala, Rajasthan, West
Bengal, and Bihar as the “highly stressed States”
in 2021-22. But in 2019-20, the gross fiscal
deficitsin these very States hardly showed signs of
stress: the fiscal deficits in Punjab (3.1 per cent),
Kerala (2.8 per cent), West Bengal (3 per cent)
and Bihar (2.1 per cent) were already within the
FRBM limits. Only Rajasthan had a fiscal deficit

of 3.8 per cent, but it was no “worrisome” level.

It was then that the Covid-19 pandemic hit. The
central government allowed States to increase
their fiscal deficit to 5 per cent in 2020-21 and 4
per cent in 2021-22. This was well in alignment
with global practises and perfectly legitimate too,
as expenditures rose and receipts fell. But the
actual fiscal deficit of all States was recorded at
only 4.6 per cent in 2020-21 (revised estimates)
and 3.7 per cent in 2021-22 (budget estimates)
i.e., below the allowed maximum limits.

So why press the panic button now?

This is where we need to bring in the boot on
the other foot. Figure 2 provides the gross fiscal
deficit of the centre and the States from 2003-04
t02022-23.In2019-201.e., prior to the pandemic,
while States had a combined fiscal deficit of 2.6
per cent, the centre’s own fiscal deficit was 4.6 per
cent. In fact, the centre’s fiscal deficit was above
the FRBM target of 3 per cent in every single year
after 2007-08. These higher levels of fiscal deficit
were due to the centre’s long-term failure to raise
the tax-GDP ratios. Post-pandemic, in 2020-
21, the centre’s fiscal deficit was 9.2 per cent as
against the States’ 4.7 per cent. Then, in 2021-22,
the centre’s fiscal deficit was still 6.9 per cent as
against the States’ 3.7 per cent. In 2022-23, the
centre’s fiscal deficit was 6.5 per cent as against
the States’ 3.2 per cent.
Figure 2
Gross fiscal deficits as a share of GDP, Union and
States, 2003-04 and 2022-23, in %

S Gross fiscal deficit, centre &= Gross fiscal deficit, all States == =FRBM specification

Source: Reserve Bank of India.

There is more. The total debt-to-GDP ratio of
India was about 90 per cent in 2020-21. Of this,
65 per cent was the debt-to-GDP ratio of the
central government, and only the remaining 25
per cent was of the State governments.

So, who is more stressed? The centre or the
States? Clearly, the centre’s fiscal situation is in a
far bigger mess than of the States.

I shall make two more points to further illuminate
the asymmetry.

The RBI's paper, and further data on State
finances, point to a curious situation in 2020-21
and 2021-22. The fiscal deficit ceiling for States
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was raised to S per cent in 2020-21 and 4.5
per cent in 2021-22 (with conditionalities for
reforms; without conditionalities, they were 4
per cent for both years), but several States did not
use this expanded fiscal space (see Figures 3 and
4). Consider the fiscal deficits in the following
States in 2020-21 (actuals): Odisha (1.8 per
cent); Uttarakhand (2.3 per cent); Gujarat (2.5
per cent); Maharashtra (2.7 per cent); Assam
(3.1 per cent); Uttar Pradesh (3.3 per cent);
West Bengal (3.4 per cent); and so on. Consider
the same for 2021-22: Odisha (0.4 per cent);
Jharkhand (0.8 per cent); Gujarat (1.2 per cent);
Uttarakhand (1.4 per cent); Chhattisgarh (1.5 per
cent); Uttar Pradesh (2 per cent); Maharashtra
(2.1 per cent); Andhra Pradesh (2.2 per cent);
Karnataka (3.3 per cent); and so on.

In other words, several States could have
borrowed and raised their spending during the
two years of the pandemic, but they did not.
This is a disgraceful fiscal stance. This is what I
call “fiscal fetishism”. No one dares to point this
out as an anomaly even as they harangue other
States, like Kerala, that used the borrowing space
and spent it for people’s welfare.

One reason why this happened was because the
centre insisted on a series of market reforms in
the States for them to become eligible for higher
fiscal deficits. These areas of reform were: (i)
one nation, one ration card; (ii) ease of doing
business; (iii) urban local bodies; and (iv) power
distribution. A second reason was that many
States were worried that availing more loans
might tie them to harsher reduction targets of
fiscal deficit in the future. Consequently, if one
per cent space was allotted to reform-linked
additional borrowing in 2020-21, States used
only 0.42 per cent. Whatever the reason might
be, the failure to borrow and spend during the
pandemic was an unpardonable act, particularly
given that we now know of the sufferings of

people during the lockdown.
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Figure 3
Fiscal deficits, major States, actuals and permitted,
India, 2020-21, in %
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Fiscal deficits, major States, actuals or RE and
permitted, India, 2021-22, in %
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reports.

Note: For some States, the figure for 2021-22 are not
Actuals but Revised Estimates.

There is yet another manifestation of the fiscal
fetishism that, again, no one dares to point out.
Even prior to the pandemic, some States had fiscal
deficits below the allowed levels while others had
maintained it at the allowed levels. At the same
time, about Rs 1.5 lakh crore to Rs 2 lakh crore
was annually unspent and kept aside by all State
governments as “surplus cash balances”. These
cash balances were deposited by the States in the
14-day intermediate treasury bills (ITB) of the
RBI (see Table 1).

Why do the State governments suffer losses, and
still not spend these huge cash surpluses? The
answer is that if they spent these cash surpluses,



their fiscal deficit would rise above 3 per cent or
such limits set by the Union government! Such
has been the perversity of our FRBM laws; States
have cash but do not spend it for fear of violating
an arbitrary fiscal target, which has zero sanctity
in economic theory.

The situation was even more striking for the two
pandemic years of 2020-21 and 2021-22. This
was a period when the States should surely have
drawn out their ITB investments and spent on
economic revival packages and relief measures.
As on March 2021, the total deposit of States in
ITBs was Rs 2.05 lakh crore. As on March 2022,
the total deposit of States in ITBs was Rs 2.16
lakh crore. The RBI's “State Finance: A Study

of Budgets of 2022-23” notes, rather ironically,
that “positive cash balances indicate low intra-
year fiscal pressure” and yet admits that these
ITBs “involve an interest rate negative carry,
warranting improvement in cash management
practices” (p. 17). Negative carry implies the
presence of a difference between the interest
rates on market borrowings (SDLs) of States and
the returns on investments from ITBs. Because
the discount rate of ITBs is 200 bps below the
reverse repo rate — with an upper ceiling of S per
cent — States suffer a net loss by depositing cash
surpluses in the ITBs.

Why does this perversity go unreported in the
media or the mainstream business press?

Table 1

Investment outstanding of State governments in the intermediate treasury bills (ITB), nominal, India, 2016 to

2023, as on 31 March of each year, in Rs crore

State/UT 2016 2018 2020 2021 2022 2023*
Andhra Pradesh 2,707 - 5,137 746 1,774 -
Assam 6,135 937 2,933 6,905 8,295 -
Bihar 8,194 17,391 17,584 17,822 22,065 10,990
Chbhattisgarh 1,858 4,075 5,250 3,390 3,346 1,466
Gujarat 7,951 4,137 9,289 10,472 12,829 8,124
Haryana 4,089 2,001 2,249 1,481 2,514 287
Himachal Pradesh 557 724 982 903 2,568 2,159
Jharkhand 2,102 358 3,071 2,811 4,481 2,458
Karnataka 16,949 12,674 13,652 21,757 12,169 16,691
Kerala 1,644 887 - 2,810 5,233 591
Madhya Pradesh 9,503 7,423 11,280 20,799 17,451 12,114
Maharashtra 21,529 43,447 14,120 24,285 8,688 12,129
QOdisha 5,786 13,314 8,034 14,270 18,520 6,688
Punjab 5,180 - 804 6,708 2,231 -
Rajasthan 2,916 6,402 5,808 4,440 7,419 1,013
Tamil Nadu 9,443 11,278 10,171 5,649 14,908 8,575
Telangana 2,509 2,281 6,911 1,802 56 -
Uttar Pradesh 615 10,174 19,880 29,184 40,550 26,671
Uttarakhand 345 386 - 1,933 2,039 155
West Bengal 6,794 8,584 13,170 21,249 20,370 868
All States & UTs** 1,20,582 | 1,50,871 | 1,54,757 | 2,05230 | 2,16272 | 1,17,841

Source: Reserve Bank of India.
Notes: *: as on 30 September 2022; **: includes figures for other States/UTs also.
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3. Denial of borrowings for capital
investments

This brings me to my third and final point.

On top of the ceilings set for fiscal deficit and
debt outstanding, the central government has
unleashed a fresh attack on the States over the
past two years. Because the FRBM Act stipulates
stiff conditions on fiscal deficits, States have been
unable to borrow and finance critical capital
investment — either by utilising surplus cash
balances or through fresh market borrowings.
Borrowing for capital investment is a perfectly
legitimate and rational policy, as capital
investments provide returns and revenues in the
long run.

Some States found an innovative — but perfectly
legal and logical — way out of this conundrum.
They floated Special Purpose Vehicles (SPV) or
body corporates through their legislatures and
let them borrow from the market to fund capital
investments. State governments guaranteed these
borrowings, but they would not be represented
in the fiscal deficit. Interestingly, the central
government too has been following such a policy
for years, through statutory companies like the
National Highway Authority of India (NHAI),
Food Corporation of India (FCI), Airport
Authority of India (AAI), and the Central
Warehousing Corporation (CWC).

However, thanks to an FC recommendation, the
central government has been insisting from 2021-
22 that the borrowings of such State-level entities
— known as extra-budgetary resources (EBR)
— must be added to the fiscal deficits of State
governments. The centre has already reduced
the borrowing limits of many State governments
from 2022-23 based on such an assessment.
More importantly, such reduction of borrowing
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limits is taking place on a retrospective basis from
2020-21 onwards — that too on an unanticipated
and discretionary basis. Past EBRs are being
factored in to “correct” and “limit” future
borrowing capacities. The annual borrowing
limits of the States are being cut in the form of
four annual instalments from 2022-23 to 2025-
26. Consequently, many States face an imminent
fiscal crisis or will be forced to undertake deep
spending cuts in their future budgets.

This is a new and emerging anomaly in centre-
State relations. The introduction of a new scheme
for S50-year interest-free loans to finance capital
investments in States is hardly a substitute for
these cuts; it may be welcome, but inadequate.
A part of this scheme is linked to reforms
undertaken by States in various sectors. In the
untied part of the scheme, allocations to States
are in proportion to their respective shares in
central taxes and duties in the 15" FC award.

To conclude, my effort in this presentation was
to point towards the deep asymmetries that
persist in centre-State financial relations in India.
The centre has clearly emerged as the dominant
force, in gross violation of many well-settled
constitutional conventions on cooperative
federalism. Politically, such violations are being
legitimised by a conscious squeeze on the
financial autonomy and fiscal space of State
governments. And at the end, a narrative is being
forged that paints the States as poorly managed,
and the centre — the benevolent patriarch — as
trying hard to discipline the States — the prodigal
sons. The intention here is only to hide the
fact that the centre’s finances are in a far worse

condition than of the States.

1 Professor, Tata Institute of Social Sciences, Mumbai; and
Member, Kerala State Planning Board
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Exploring the Carbon Trading Potential of Kifbi
Dr. Nirmal Roy V.P.! & Ms. Priyanka V.

he emphasis of this study is to identify

alternative streams of revenue for enhancing
the Kerala infrastructure investment fund board
(KIIFB) through a comprehensive review
of infrastructure financing from across the
world. The study joins the ongoing debate on
the infrastructure funding challenge in light
of criticisms being mounted against it. This is
important considering the absence of alternate,
innovative income-generating funding and the
issue of sustainability of its current revenue
sources. Also, the significance of infrastructure
financing in with  the
developmentgoalsalsoneedstobe taken care ofin
the contemporary scenario. Many governmental
and non-governmental organizations
chosen carbon trading/offsets as a primary tool
to mitigate climate change and argue that trading
itself will reduce emissions. The paper proposes
to incorporate sustainable development goals
into the Kerala infrastructure investment fund
board (KIIFB) for utilizing the space generated
by the KIIFB projects to generate innovative

tune sustainable

have
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revenue streams. This provides scope as non-
tax revenue methods in the current scenario of
enhancing revenue in the form of carbon trading.
Under the Kyoto Protocol, carbon trading and
clean development mechanism (CDM) are the
two important methods for mitigating emissions
of any country. The importance of carbon
emission-reducing techniques as an innovative
revenue source is increasing these days. So,
carbon trading/offsets can be used as a method
for climate mitigation strategies and thereby
reaching net zero greenhouse gas emissions. The
paper discusses the potential of carbon trading/
offset strategies by KIIFB and ways to augment
funding from it .

Keywords: Carbon trading, carbon offsets,
KIFBI, Non-tax revenue
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Financing Development - Role of Banks and other Financial

Institutions: Kerala Economy an Overview
Shri Prem Kumart!

he economy of Kerala has crossed an

annual gross state product (GSP) of 39.01
lakh crore in 2021-22. Per-capita GSP of Kerala
during the same period is ¥1,62,992 which is
much more than the national average. The main
contributing factors to the economy of the state
are:

1. Remittances and Non-Resident Keralites
(NRKs): Kerala has a large population of
NRKs working in countries such as the
Gulf nations and other parts of the world.
Remittances from NRKs form a significant
portion of Keralas economy. The inflow
of remittances supports consumption,
investment, and savings in the state.

2. Service Sector: The service sector plays
a crucial role in the Kerala economy,
contributing a significant share to the state’s
GDP. It encompasses various sub-sectors
such as tourism, information technology,
healthcare, education, financial services, and
professional services. The tourism industry,
in particular, is a major contributor to
Kerala’s economy, attracting domestic and
international tourists with its natural beauty
and cultural heritage.

3. Agriculture: Despite its relatively small
contribution to the state’s GDP, agriculture
remains an important sector in Kerala. The
state is known for its high-quality spices, cash
crops like rubber and tea, and horticulture
products. However, the agricultural sector
faces challenges such as fragmentation of
landholdings, decreasing profitability, and

natural calamities.

4. Manufacturing and Industries: Kerala’s
manufacturing sector is relatively smaller

compared to other states in India.
Industries such as textiles, food processing,
electronics, and handicrafts contribute to the
manufacturing base. The state government
has taken initiatives to promote industrial
growth, attract investments, and develop

industrial parks and infrastructure.

S. Human Kerala ~ has
achieved commendable progress in human
development indicators, such as literacy
rate, healthcare, and quality of life. The state
has high literacy rates, low infant mortality
rates, and a robust healthcare system. The
emphasis on education and social welfare
has contributed to the overall well-being and
human capital development of the state.

Development:

6. Emigration and Labor Market Dynamics:
Emigration and labor migration play a
significant role in shaping the Kerala
economy. The outflow of skilled and unskilled
labor to other countries in search of better job
opportunities impacts both the remittance
inflow and the labor market dynamics within
the state.

History of banking in Kerala

The history of banking in Kerala dates back to
the colonial era. Here’s a chronological overview
of the key milestones and developments in the
banking sector of Kerala:

1. Colonial Era: During the British colonial
rule, the banking system in Kerala began
to take shape. The first modern bank to be
established in Kerala was the Bank of Madras,
which opened a branch in Calicut (now
Kozhikode) in 1843. This was followed by
the opening of branches of other Presidency
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Banks, including the Bank of Bengal and Bank
of Bombay, in different parts of Kerala.

2. State Bank of Travancore: The State Bank of
Travancore (SBT) was established in 1945 as
a subsidiary of the State Bank of India (SBI).
It started its operations with the merger of
the Travancore Bank and several other local
banks. SBT had a significant presence in
Kerala and contributed to the development of
the banking sector in the state.

3. Nationalization of Banks: In 1969, the
Government of India nationalized 14 major
banks, including the State Bank of Travancore.
This move aimed to bring banking services to
the masses and promote financial inclusion.
Nationalization led to the expansion of bank
branches and services in Kerala.

4. Regional Rural Banks (RRBs): Regional Rural
Banks were established in Kerala to provide
banking services to the rural population and
promote rural development. Kerala Gramin
Bank, sponsored by Canara Bank, was formed
in 2013 by merging two regional rural banks
and one local area bank. Kerala Gramin Bank
has a wide network of branches across the
state, particularly in rural areas.

S. Cooperative Banking: Kerala has a strong
cooperative banking sector that played a
significant role in providing credit facilities
to farmers and rural communities. The
Kerala State Cooperative Bank is the apex
institution in the cooperative banking sector
and provides financial support to the primary
agricultural credit societies and district central
cooperative banks in the state.

6. Microfinance Institutions (MFIs): Alongside
traditional banks, microfinance institutions
have also played a vital role in providing
financial services to underserved populations
in Kerala. MFIs offer small loans, savings,
and other financial products to low-income
individuals and self-help groups.

7. Technological Advancements: With the
advent of technology, banking in Kerala
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witnessed a significant transformation. Banks
started adopting online banking services,
introduced ATMs, and expanded their digital
banking offerings. This made banking more
accessible and convenient for the people of
Kerala.

The history of banking in Kerala showcases a
gradual progression from the colonial era to the
present-day banking system. The establishment
of nationalized banks, regional rural banks,
and the adoption of
technologyhasled to the development of arobust
banking sector, providing financial services to

cooperative banks,

both urban and rural communities in the state.

Cooperative Banks development in the state
of Kerala

Cooperative banks have played a significant role
in the development of the banking sector in the
state of Kerala. These banks have focused on
promoting financial inclusion, supporting the
agricultural sector, and providing credit facilities
to the rural population. Here are some key points
regarding the development of cooperative banks
in Kerala:

1. PrimaryAgricultural CreditSocieties (PACS):
Primary Agricultural Credit Societies form
the foundation of the cooperative banking
system in Kerala. PACS are grassroots-level
cooperative societies that provide credit
facilities to farmers for agricultural and rural
activities. They are instrumental in ensuring
agricultural credit flow to the rural areas of the
state.

2. District Central Cooperative Banks (DCCBs):
District Central Cooperative Banks operate
at the district level and act as the central
financing agency for the PACS. DCCBs play a
vital role in providing agricultural loans, rural
credit, and other banking services to farmers
and rural communities. They also mobilize
deposits and provide financial assistance to
various sectors like small-scale industries and
self-employment ventures. Later same were
merged to form the Kerala Bank.



3. Kerala State Cooperative Bank (KSCB): The
Kerala State Cooperative Bank is the apex
institution in the cooperative banking sector
of the state. It acts as a central funding agency
for the DCCBs and provides refinancing
support to them. KSCB coordinates and
supervises the functioning of the cooperative
banking sector in Kerala. Later same were
merged to form the Kerala Bank

Overall, the development of cooperative banks
in Kerala has strengthened the agricultural and
rural credit system, promoted financial inclusion,
and supported the socio-economic development
of the state. These banks have played a crucial
role in ensuring access to banking services,
credit facilities, and financial support to the rural
population, thereby contributing to the overall
growth of the state’s economy.

Start of Kerala bank

The idea of creating a unified Kerala Bank
was proposed as a means to streamline and
strengthen the cooperative banking sector in
the state. The plan involved merging the Kerala
State Cooperative Bank (KSCB) and the district
central cooperative banks (DCCBs) in Kerala
into a single entity.

The formation of Kerala Bank aimed to enhance
the efficiency, governance, and financial stability
of the cooperative banking system in the state. It
sought to leverage the collective strengths and
resources of the individual cooperative banks to
provide better services to customers, particularly
in rural areas.

How banks help economy

Banks play a crucial role in supporting and
stimulating the economy in various ways. Here
are some key ways in which banks help the
economy:

1. Facilitating Financial Intermediation: Banks
act as intermediaries between savers and
borrowers, channeling funds from those who
have excess capital (depositors) to those who
need capital (borrowers). This process helps
allocate resources efficiently in the economy

by directing funds to productive sectors and
investment opportunities.

. Credit Provision: Banks provide loans and

credit facilities to individuals, businesses, and
industries. This credit enables businesses to
invest in expansion, purchase capital assets,
and finance research and development
activities. It also helps individuals meet
their financial needs, such as buying homes,
funding education, or starting a business.
Access to credit promotes economic growth
and stimulates consumption and investment.

. Payment Services: Banks provide a secure

and efficient payment system, facilitating
transactions between individuals, businesses,
and institutions. Electronic fund transfers,
checks, debit cards, and credit cards are
some of the payment methods offered by
banks. This infrastructure ensures the smooth
functioning of commerce and contributes to
the overall economic activity.

. Savings and Deposits: Banks encourage

saving habits and provide a safe place
for individuals and businesses to deposit
their funds. By mobilizing savings, banks
make capital available for investment and
lending, which spurs economic activity and
entrepreneurship.

. Risk Management and Financial Services:

Banks offer a range of financial services that
help individuals and businesses manage
risk and make informed financial decisions.
These services include insurance products,
investment advice, wealth management, and
hedging against market risks. By providing
these services, banks contribute to the
stability and resilience of the overall financial
system.

. Promoting Financial Inclusion: Banks play a

critical role in promoting financial inclusion
by extending their services to underserved and
marginalized populations. By providing access
to banking services, such as savings accounts,
loans, and payment facilities, banks help
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individuals and businesses enter the formal
financial system. This inclusion contributes to
poverty reduction, economic empowerment,
and overall economic development.

7. Stimulating Economic Activity: Banks’
lending activities provide a significant boost
to economic activity. When banks provide
loans to businesses and individuals, they
create opportunities for investment, job
creation, and innovation. Increased economic
activity generates income, consumption, and
tax revenues, leading to economic growth and
development.

8. Monetary Policy Transmission: Banks serve
as a vital link in the transmission of monetary
policy. Central banks regulate interest rates
and liquidity in the economy to manage
inflation and stabilize economic conditions.
Commercial ~ banks implement these
monetary policies by adjusting their lending
rates and credit availability, which influences
borrowing costs and investment decisions.

Opverall, banks are instrumental in mobilizing
savings, allocating capital, providing credit, and
offering financial services that contribute to
economic growth, stability, and development.
Their role as financial intermediaries and
providers of essential financial infrastructure is
vital for the functioning of modern economies.

Kerala towards prosperity with banking services

Banks have played a significant role in supporting
and contributing to the economy of Kerala. Here
are some ways in which banks have helped the
Kerala economy:

1. Agricultural Credit: Kerala has a significant
agricultural sector, and banks have been
instrumental in providing credit facilities to
farmers. Banks offer agricultural loans for
crop cultivation, purchase of farm equipment,
livestock development, and other agricultural
activities. Access to credit has helped farmers
improve productivity, adopt modern farming
techniques, and enhance their income,
thereby contributing to the growth of the
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agricultural sector.

. Small and Medium Enterprises (SMEs)

and Industries: Banks in Kerala have
extended credit and financial support to
small and medium-sized enterprises (SMEs)
and industries. These loans have helped
entrepreneurs establish and expand their
businesses, create employment opportunities,
and contribute to industrial growth in the
state. Banks also provide working capital and
project finance to industries, which boosts
production and economic activity.

. Housing Loans: Banks have played a vital role

in facilitating affordable housing in Kerala.
They provide home loans to individuals
and families, enabling them to purchase or
construct homes. This has contributed to
increased homeownership, improved living
conditions, and the overall development of
the real estate sector in the state.

. Microfinance: In addition to traditional

banks, microfinance institutions (MFIs) have
also supported the Kerala economy. MFIs
offer small loans, savings, and other financial
products to low-income individuals and self-
help groups. These microfinance initiatives
have helped empower women, promote self-
employment, and uplift the socio-economic
conditions of marginalized sections of society.

. Trade and Commerce: Banks in Kerala

facilitate domestic and international trade
through arange of services. They provide trade
finance, such as letters of credit and export-
import financing, which enable businesses to
engage in trade activities. This supports the
growth of the trade and commerce sector in
Kerala, enhances business opportunities, and
boosts economic activity.

. Financial Inclusion: Banks have played a

crucial role in promoting financial inclusion
in Kerala. They have established branches
in remote rural areas, providing access
to banking services for the unbanked
population. By offering savings accounts,



credit facilities, and payment services to
individuals in underserved areas, banks
have helped integrate them into the formal
financial system and promoted economic
empowerment.

7. Infrastructure Development: Banks have
financed various infrastructure development
projects in Kerala, including transportation,
energy, and telecommunications. By
providing project finance and long-term
loans, banks have supported the development
of essential infrastructure, which facilitates
economic growth, attracts investments, and
improves the quality of life for the people of
Kerala.

8. Technology Adoption: Banks in Kerala
have embraced technology to enhance their
services and improve customer experience.
They have introduced online banking, mobile
banking applications, and digital payment
solutions. These technological advancements
have made banking more accessible, efficient,
and convenient for individuals and businesses,
stimulating economic transactions and digital
commerce.

Through their lending activities, financial
services, and support for various sectors, banks
have played a crucial role in the economic
development of Kerala. They have facilitated
access to credit, promoted entrepreneurship,
supported key industries, and contributed to
the overall growth and prosperity of the state’s

economy.
Kerala towards prosperity with banking services

Kerala, with the support of banking services,
has the potential to advance further towards
prosperity. Here’s how banking services can
contribute to Kerala’s economic growth and
development:

1. Financial Inclusion: Promoting financial
inclusion is essential for the overall progress
of Kerala. Banks can continue to extend their
services to underserved and marginalized
communities, ensuring access to banking

facilities, savings credit, and
payment services. By bringing more people
into the formal financial system, banking
services can empower individuals, reduce

poverty, and foster economic development.

2. Small and Medium Enterprises (SMEs):
Kerala has a vibrant SME sector, which plays
a significant role in employment generation
and economic diversification. Banks can

accounts,

provide tailored financial solutions, including
working capital loans, machinery financing,
and trade finance, to support the growth and
expansion of SMEs. This assistance can foster
entrepreneurship, innovation, and contribute
to job creation in the state.

3. Agriculture and Allied Sectors: Agriculture
remains a crucial sector in Kerala, and
banks can continue to play a pivotal role
in supporting farmers and the agricultural
industry. Banks can offer specialized products
such as crop loans, livestock financing, and
agricultural equipment leasing. Additionally,
providing
agricultural practices, and market linkages can
enhance the productivity and profitability of
the agriculture sector.

advisory  services, modern

4. Infrastructure Development: Investing in
infrastructure is vital for the sustainable
growth of Kerala’seconomy. Banks cansupport
infrastructure projects by providinglong-term
financing, project finance, and public-private
partnership models. This investment can help
develop transportation networks, energy
infrastructure, water management systems,
and telecommunications, fostering economic
activities and attracting investments in the
state.

S. Tourism and Hospitality Industry: Kerala’s
natural beauty and cultural heritage make
it a popular tourist destination. Banks can
play a role in supporting the tourism and
hospitality industry by offering loans for hotel
construction, tourism-related businesses,
and infrastructure development in tourist
hotspots. Financial assistance and advisory
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services can help entrepreneurs in the
tourism sector maximize their potential and
contribute to Kerala’s economic growth.

6. Technology Adoption: Embracing digital
banking solutions and emerging technologies
can revolutionize banking services in Kerala.
Banks can invest in digital infrastructure,
online and mobile banking platforms, and
fintech partnerships to enhance accessibility,
convenience, and efficiency for customers.
This digitization can facilitate e-commerce,
digital payments, and financial innovation,
contributing to the growth of the digital
economy in the state.

7. Sustainable Development Initiatives: Banks

can support sustainable development
initiatives in Kerala. They can offer green
financing options to promote renewable
energy projects, eco-friendly industries,
and sustainable practices in agriculture and
manufacturing. Financing environmentally
friendly initiatives can help Kerala address
climate change, conserve natural resources,
and achieve a balance between economic

growth and environmental sustainability.

8. Skill Development and Financial Literacy:
Banks
institutions, government agencies, and NGOs

can collaborate with educational
to provide skill development programs and
financial literacy initiatives. By enhancing
financial knowledge and imparting relevant
skills, banks can empower individuals to
make informed financial decisions, promote
entrepreneurship, and improve employability
in Kerala.

By focusing on these areas, leveraging technology,
and collaborating with various stakeholders,
banking services can contribute significantly
to Kerala’s prosperity. The synergy between the
banking sector and the state’s economic priorities
can pave the way for sustainable development,
inclusive growth, and improved standards of
living for the people of Kerala.
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CD ratio of the state and its impact

The Credit-Deposit (CD) ratio is a measure
that shows the relationship between the total
credit extended by banks and the total deposits
mobilized by them in a particular region or state.
It is often used as an indicator to assess the level
of financial development and economic activity
within a state. While the CD ratio alone may
not provide a complete picture of development,
it can offer some insights into the economic
dynamics. Presently the CD ration of the state
as on March 2023 is 69. It has grown over 8%
in the last financial year which is very good sign
of development. Here’s how the CD ratio can
indicate the development of a state:

1. Investment and Economic Activity: A higher
CD ratio generally suggests that banks in the
state are actively providing credit to businesses
and individuals. This indicates a higher level
of investment and economic activity in the
state. When banks are able to extend more
credit, it implies that there is a higher demand
for funds for various purposes like business
expansion, development,
housing, and consumer spending.

2. Access to Credit: A higher CD ratio also
indicates that banks are effectively mobilizing
deposits and making them available as loans
to borrowers. This suggests that individuals,

infrastructure

businesses, and industries in the state have
access to creditand are able to obtain financing
for their needs. Access to credit is crucial for
economic growth, as it facilitates investment,
entrepreneurship, and consumption.

3. Financial Inclusion: A higher CD ratio can
also be an indication of improved financial
inclusion within the state. It suggests that a
larger portion of the population is engaging
with the formal banking system, both as
depositors and borrowers. This implies that a
greater number of individuals and businesses
are benefiting from the services and

opportunities provided by the banking sector,

leading to inclusive growth and development.



4. Infrastructure Development: A  higher
CD ratio can reflect increased lending for
infrastructure development projects. This
includes investments in transportation,
energy, telecommunications,and other critical
sectors. A robust infrastructure is essential
for economic growth and productivity
enhancement. Therefore, a higher CD ratio
may indicate that the state is investing in
infrastructure, which can contribute to overall

development.

It is important to note that a high CD ratio alone
does not guarantee development or financial
stability. It needs to be accompanied by proper
risk management, effective credit assessment
practices, and prudent lending policies by
banks to ensure the quality and sustainability
of the loans. Additionally, other factors such as
employment rates, income distribution, social
indicators, and overall economic policies also
contribute to the comprehensive development
of a state. Therefore, while the CD ratio provides
a snapshot of credit utilization, it should be
considered alongside other economic indicators
to assess the overall development of a state.

Role of Other Financial Institutions

Role of RBI

The Reserve Bank of India (RBI) plays a crucial
role in the Indian economy. As the central
bank of the country, the RBI is responsible for
maintaining monetary stability, regulating and
supervising financial institutions, and promoting
the development and stability of the financial
system. Here are some key roles of the RBI in the
economy:

1. Monetary Policy: The RBI formulates and
implements monetary policy in India. It
controls the money supply, manages interest
rates, and uses various tools to regulate
inflation and stabilize prices. By influencing
the cost and availability of credit, the RBI
aims to maintain price stability and support
sustainable economic growth.

2. Currency Issuance and Management: The
RBI has the sole authority to issue and
manage the currency in India. It ensures an
adequate supply of currency notes and coins
in circulation and takes measures to prevent
counterfeiting and maintain the integrity of
the currency.

3. Banking Regulation and Supervision: The
RBI regulates and supervises banks and other
financialinstitutionsin India. It sets prudential
norms, such as capital adequacy requirements
and risk management guidelines, to ensure the
stability and soundness of the banking sector.
The RBI also licenses and supervises non-
banking financial companies (NBFCs) and
plays a crucial role in maintaining financial
stability.

4. Financial Market Operations: The RBI
operates in financial markets to manage
liquidity, regulate interest rates, and stabilize
the financial system. It conducts open
market operations, repo and reverse repo
transactions, and sets policy rates to manage
liquidity conditions in the banking system.

S. Foreign Exchange Management: The RBI
manages the foreign exchange reserves of
India and formulates policies to regulate
and stabilize the foreign exchange market.
It intervenes in the forex market to manage
exchange rate fluctuations and maintain a
stable external value of the Indian rupee.

6. Developmental Functions: The RBI promotes
the development of the financial sector in
India. It works towards enhancing financial
inclusion, expanding banking services in
rural areas, and implementing measures
to strengthen the payment and settlement
systems. The RBI also acts as a banker to the
government and manages the government’s
banking transactions and public debt.

Role of NABARD

The National Bank for Agriculture and Rural
Development (NABARD) plays a vital role in the
Indian economy, particularly in the agricultural
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and rural sectors. NABARD was established in
1982 with the aim of promoting sustainable and
equitable agriculture and rural development.
Here are some key roles of NABARD in the
economy:

1. Agricultural and Rural Financing: NABARD
provides
support to various institutions involved
in agricultural and rural development. It
refinances commercial banks, cooperative
banks, regional rural banks, and other
financial institutions to ensure adequate
credit flow to the agricultural and rural
sectors. NABARD also promotes innovative
financial instruments and schemes to support
agriculture, rural infrastructure, and rural
entrepreneurship.

2. Rural Development: NABARD plays a crucial
role in promoting rural development by
providing financial assistance and technical
support for various rural development
initiatives. It funds and supports projects
related to rural infrastructure, watershed
development, rural housing,
energy, and other initiatives
improving the quality of life in rural areas.

NABARD

development
assistance and

credit facilities and refinance

renewable
aimed at

3. Agricultural ~ Development:
supports agricultural
by providing financial
technical expertise for agricultural projects
and initiatives. It funds
related infrastructure projects, promotes
agribusiness, supports agricultural research
and development, and implements programs
to enhance agricultural productivity, rural
livelihoods, and farmer welfare.

4. Institutional Development: NABARD works
towards strengthening and developing rural
financial institutions, such as cooperative
banks, regional rural banks, and microfinance
institutions. It provides technical and financial
support for capacity building, training
programs, and technological upgradation of
these institutions. NABARD also promotes

and facilitates the

agriculture-

financial inclusion
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expansion of banking services in rural areas.

5. Policy Advocacy and Research: NABARD
engages in policy advocacy and research
related to agriculture and rural development.

data, and

publishes reports on various aspects of rural
and agricultural sectors. NABARD provides
policy recommendations to the government

It conducts studies, collects

and other stakeholders to promote sustainable
and inclusive development in rural areas.

6. International Cooperation: NABARD actively
participates in international development
cooperation initiatives related to agriculture
and rural development. It collaborates with

development

banks, and other countries to exchange
knowledge, experiences, and best practices in
agricultural and rural development.

international ~organizations,

Role of SIDBI

The Small Industries Development Bank of
India (SIDBI) plays a significant role in the
Indian economy, particularly in the development
and promotion of small-scale industries and
the micro, small, and medium enterprise
(MSME) sector. Established in 1990, SIDBI
focuses on addressing the specific financial and
developmental needs of MSMEs. Here are some
key roles of SIDBI:

1. Financing MSMEs: SIDBI provides financial
assistance to MSMEs through various credit
programs and schemes. It offers term loans,
working capital finance, equipment financing,
and other customized financial products to
support the growth and expansion of MSMEs.
SIDBI also refinances banks and financial
institutions to ensure adequate credit flow to
the MSME sector.

2. Developmental and Promotional Initiatives:
SIDBI undertakes various developmental
and promotional initiatives to strengthen
the MSME ecosystem. It supports
entrepreneurship development programs,
provides mentoring and advisory services
to MSMEs, and facilitates skill development



and capacity building programs. SIDBI
also encourages innovation and technology
adoptioninthe MSME sector through funding
and support for research and development.

3. Venture Capital and Equity Support: SIDBI

operates a venture capital arm called SIDBI
Venture Capital Limited (SVCL) to provide
equity and risk capital to MSMEs. SVCL
invests in early-stage and growth-oriented
MSMEs, supporting their expansion,
innovation, and market access. SIDBI also
manages the SIDBI Make in India Loan for
Enterprises (SMILE) scheme, which provides
financial assistance and equity support to
startups and MSME:s in select sectors.

. Refinancing and Credit Guarantee: SIDBI
operates various refinancing and credit
guarantee schemes to facilitate MSME
lending by banks and financial institutions.
It provides refinancing support to banks and
non-banking financial companies (NBFCs)
to enhance their liquidity for MSME lending.
SIDBI also offers credit guarantees to banks
and financial institutions to cover a portion of
the risk associated with lending to MSME:s.

. Microfinance Initiatives: SIDBI promotes
microfinance activities to support the
financial inclusion of micro-enterprises and
small entrepreneurs. It supports microfinance
institutions (MFIs) through refinancing and
capacity building initiatives, facilitating access
to credit for the economically weaker sections
of society.

. Policy Advocacy and Research: SIDBI
engages in policy advocacy and research
related to MSME development. It works
closely with the government, policymakers,
and industry associations to advocate for
policies and reforms that facilitate the growth
and competitiveness of the MSME sector.
SIDBI also conducts research, surveys, and
studies to gather insights and data on MSMEs
and disseminates knowledge to stakeholders.

CSR funding initiatives in the state of Kerala

Corporate Social Responsibility (CSR) funding
initiatives in the state of Kerala have been
instrumental in supporting various social,
economic, and environmental causes. Several
companies, both local and national, have
undertaken CSR activities in Kerala to contribute
to the welfare and development of the state. Here
are some examples of CSR funding initiatives in
Kerala:

1. Education and Skill Development: Many
banks have focused their CSR efforts on
improving education and skill development in
Kerala. They have supported initiatives such
as building schools, providing scholarships
to students, setting up vocational training
centers, and conducting skill development
programs. These initiatives aim to enhance
educational infrastructure, increase access to
quality education, and improve employability.

2. Healthcare and Sanitation: CSR initiatives
in Kerala have also focused on healthcare
and sanitation. Companies have funded the
construction and renovation of healthcare
facilities, provided medical equipment,
and supported health awareness programs.
Additionally, they have contributed to
initiatives related to safe drinking water,
sanitation facilities, and hygiene promotion,
especially in rural areas.

3. Environmental Conservation: Kerala’s rich
biodiversity and ecological importance have
led to CSR initiatives aimed at environmental
conservation. Companies have supported
afforestation projects, wildlife conservation
efforts, and initiatives to mitigate climate
change. They have also focused on promoting
sustainable practices, renewable energy
adoption, and waste management solutions.

4. Rural Development and  Livelihood
Enhancement: Many CSR initiatives in Kerala
target rural development and livelihood
enhancement. Companies have supported
agricultural development programs, provided
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training to farmers, facilitated access to credit
and inputs, and promoted sustainable farming
practices. Additionally, they have undertaken
initiatives to empower rural communities
through skill training, entrepreneurship
development, and generation
projects.

S. Disaster Relief and Rehabilitation: Kerala
has faced several natural disasters, including
floods and landslides. In such times, CSR
initiatives have played a significant role in
providing immediate relief and supporting
long-term rehabilitation efforts. Companies
have contributed funds, resources, and
volunteer support for relief operations,
reconstruction, and livelihood restoration.

6. Social Welfare and Empowerment: CSR
initiatives in Kerala also focus on social
welfare and empowerment. Companies have
supported initiatives targeting marginalized
communities, persons with disabilities, and
women empowerment. They have funded
projects related to rural and urban poverty
alleviation, community development, and
initiatives promoting social inclusion and
equality.

income

These initiatives from the financial institutions
sideareimportantastheycontributetosustainable

45

development, stakeholder engagement, positive
social impact, risk management, employee
satisfaction, innovation, and ethical business
practices. By embracing CSR, institutions can
create value not only for their shareholders but
also for society at large.

The Way Forward

« Supporting the farmers by financing to their
various needs, focusing on FPOs as the same
is the future of agriculture sector.

« Supporting the Micro, Small and Medium
Industries.

« Improving the CD ratio which is a mark of
development of the state.

« Actively promoting the schemes of the
Governments.

« Formulation of area specific schemes suited
for the state in coordination with the State
Government. Ensuring Participation of all the
banks in the schemes formulated by SLBC
along with State government.

« A Separate cell to be setup for availing due
share in Central Sector schemes like CLSS,
TUFF, AIE, PMEME etc.

1 CGM Canara Bank, SLBC Convenor
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Role of Banks in the Development of Kerala and the

crucial part played by Kerala Gramin Bank
Shri. Jaya Prakash C.[

Kerala, known for its high literacy rate, robust
social indicators, and a skilled workforce, has
achieved significant socio-economic progress
over the decades. Kerala stands apart in India, on
several counts, like, higher developmental index,
better standard of living, advanced healthcare
and 100% digitalization. Agriculture plays a
significant role in Kerala’s economy apart from
remittance from expats. The service sector is
rapidly growing in Kerala, with emphasis on
tourism, health care and IT enabled services.

Banks play a pivotal role in the development of
Kerala. The key contribution of Banks to the
development of the State of Kerala are:

« Financial Intermediation: Banks facilitate
the flow of funds from surplus areas to deficit
areas, mobilizing savings and channelizing
them into productive sectors.

o Agricultural and rural development:
Banks provide financial support to farmers
for purchasing agricultural inputs, adopting
modern farming techniques, post-harvest

activities, etc.

o Infrastructure development: Banks support
infrastructure development by providing
long-term financing for projects in sectors
like agriculture, transportation, housing, and
renewable energy.

o Entrepreneurship development: Banks
in Kerala facilitate entrepreneurship by

providing timely and adequate credit facilities
to entrepreneurs.

o Housing and real estate development:
Banks play a crucial role in the housing sector
by offering home loans to the individuals and
developers.

o Skill development: Banks facilitate skill
developments through a chain of Rural Self
Employment Training Institutes.

Banks

support the young generation by providing

o Supporting Higher Education:

them adequate and timely financial support
for pursuing higher education.

o Financial inclusion: Banks are instrumental
in promoting financial inclusion by extending
banking services to hitherto unbanked or
under-banked sections of society.

Banks
play a significant role in enabling cashless

» Fostering digital transactions:
transactions and digital banking. Kerala
declared 100% digitalization of banking
transactions in August 2022.

Opverall, banks act as real catalysts in spiralling
the economic growth of Kerala by providing
adequate and timely financial support, nurturing
entrepreneurship, promoting infrastructure
development, fostering skill development and

higher education, ensuring the reach of financial
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services for all sections of society and facilitating
the permeation of digital economy.

Kerala Gramin Bank: A Catalyst for
Development in the State of Kerala

Regional Rural Banks (RRBs) were set up as
regional based and rural oriented institutions
with capital contributed by Government of
India (50%), State Government (15%) and
Sponsor Bank (35%) under the Regional Rural
Banks Act, 1976. The basic objective of RRBs
was to function as professionally managed
alternative channel for credit dispensation to
the rural populace, particularly to small and
marginal farmers, agricultural labourers, socio-
economically weaker section of population,
etc, mainly for development of agriculture,
trade, commerce, small scale industry and other
productive activities. RRBs are expected to
mobilise resources and deploy the same locally,
thus playing a significant role in developing
agriculture and rural economy.

Kerala Gramin Bank is a Regional Rural Bank
(RRB) formed through the amalgamation of
two erstwhile RRBs in the State of Kerala, viz.,
South Malabar Gramin Bank and North Malabar
Gramin Bank, both established in the year 1976.
It is one of the flagship RRBs in the country
having nearly 47 years of legacy in rural banking.

KGB is sponsored by a Public Sector giant in
the country, Canara Bank. KGB played a pivotal
role in the economic growth of Kerala State
in general and in the upliftment of the needy
and marginalized segments in particular. KGB
is in the forefront of rendering dedicated and
diversified financial support and solutions to the
society, contributing towards the cardinal cause
of dilating the financial arteries in the sphere of
agriculture, rural credit, education, housing and
community development, throughout the length
and breadth of Kerala, with its massive presence
through 634 branches and 10 regional offices.

The important banking statistics of Kerala State
is given as annexure in Table 1
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The cardinal role play of Kerala Gramin Bank
in the economic development of Kerala:

The massive clientele base of KGB (more than 9
Million) is a testimony to the Bank’s concerted
efforts to reach the entire populace of the State.
KGB is a force to reckon with in the Banking
arena of Kerala, since the bank commands more
than 10% of the entire semi-urban branches in
the State with 12.25% of the agriculture loans,
14% of the Weaker Section advances and more
than 20% of the SC/ST loans of the State in its
fold. Another contribution of KGB to the farming
community is that, of the total loans extended to
Small and Marginal farmers in the State, KGB
accounts a massive 14.21% share.

Apart from supporting the farming community
in the State, KGB has been actively involved in
extending microcredit and empowering women
through self-help group financing and fostering
entrepreneurship and rural development
through MSME Credit. Further, KGB is in the
forefront of conducting awareness programs
and financial literacy campaigns to educate
individuals about financial planning, savings,
and proper utilization of credit. Apart from this,
KGB is actively promoting all the social security
schemes of the Government, thereby ensuring
that the much needed financial cover is being
extended to the entire populace of this State. The
detailed statistics is given as annexure in Table 2.

KGB has embraced technology-driven banking
solutions at the very beginning of the IT
revolution in Banks, which hasimmensely helped
the bank to improve the operational efficiency,
expand the reach of banking services, ensure
better customer experience and provide digital
banking facilities to customers. KGB offers an
array of digital products suiting to everyone’s
needs and enabling the public to access the
services of the bank 24/7.

Future of Rural Banking in Kerala -

Challenges and Opportunities:

o Regional Disparities: Banks, including
KGB, can work towards reducing the regional



disparities by focusing on targeted lending
and investment in underdeveloped areas, such
as ensuring a healthy CD ratio in all districts,
etc.

o Climate Change Resilience: Kerala is
susceptible to natural disasters and climate
change impacts. Banks can play a significant
role in promoting climate-smart financing and
supporting projects that enhance resilience,
such as renewable energy, afforestation, and
sustainable agriculture.

o Skill Development: Banks can collaborate
with educational institutions and vocational
training centres to enhance the employability
of the state’s workforce, especially in sectors
aligned with Kerala’s strengths, such as

healthcare, information

technology.

tourism, and

To sum-up

Banks, especially Kerala Gramin Bank, hold
tremendous potential to foster inclusive growth,
financial empowerment, and sustainable
development in Kerala. By focusing on key areas
such as agricultural lending, financial literacy, and
infrastructure development, and by addressing
challenges like regional disparities and climate
change banks can significantly
contribute to the overall development of the
State. Collaboration between banks, government
bodies, and other stakeholders is crucial to
harnessing the full potential of banking services

for the benefit of the people of Kerala.

resilience,

Annexures
Table 1
Banking Statistics of Kerala as on 31-03-2023 and the share of Kerala Gramin Bank
(Amount Rs in Crores)
Advances to
Branch CD
Banks Deposits | Advances .
Network P Ratio . Priority | Weaker Smal} &
Agriculture | KCCs . Marginal | SC/STs
Sector | Section
Farmers

Public Sector
Banks 3933 383136 294293 76.81 74822 | 24936 | 146134 86328 63597 1859
Pvt. Sector Banks 2536 322513 192074 59.56 31362 | 10621 73799 30015 14747 528
Small Finance 319| 13727 6789|  49.46 4426 4| 6227|4831 4418 89
Banks
Kerala Gramin
Bank 634 21900 21855 99.93 14943 | 8097 20496 17104 12756 531
g:’r;ﬁferat“’e 998 | 74700|  54831| 73.40 11420 5845| 32033 1227 6978 174
Total 7786 | 794076 547987 69.01 122030 [ 41406 | 258193 | 122421 89740 2650
Share of KGB in
the entire banks 5.66 2.76 3.99| 144.81 12.25| 19.56 7.94 13.97 14.21 20.04
(%)
Share of KGB 27.04 572 7.43| 130.10 19.97| 32.47| 14.03| 19.81 2006  28.56
among PSBs (%)
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Table 2
Role played by Kerala Gramin Bank in various Government Sponsored Schemes / Initiatives

Parameter No. of People assisted/covered (Till March 2023)
Kisan Credit Card Scheme 4,79,792
PMJDY Accounts 13,53,312
MUDRA Loans (PMMY Scheme) 1,60,115
PM SVAnidhi 1726
PMEGP 1637
PMSBY 9,11,627
PMJJBY 2,06,426
APY 1,54,135
Debit Cards Issued 28,00,000

1 Chairman, Kerala Gramin Bank
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Kerala’s Financial Sector: Need For An Integrated Approach
Adv. V.K. Prasad!®

I<irala’s Financial Sector comprises of
ommercial banks, co-operative sector,
regional rural banks (RRBs), Non-Banking
Financial Companies (NBFCs) and micro
finance institutions (MFIs). Since each of the
above-mentioned sector is regulated by separate
sets of laws, the rules of the game are entirely
different for each player. In the globalized era, a
big chunk of the public money handled by them,
particularly commercial banks are NBFCS, is
channelized into nonproductive sectors such as
consumer lending and retail loans. Consequently,
the productive sectors, especially agriculture and
MSMEs, find it very difficult to get loans from
these institutions.

On the other hand, co-operatives play a pivotal
role in extending agriculture credit across the
state. This has ameliorated the difficulties of the
farmer community to a certain extent. But the
lethargy on the part of the commercial banks
in lending to agriculture is costing dearly to the
sector. As far as MSMES are concerned, they
do not have much of an access to co-operatives.
Hence, they are left to the mercy of the
commercial banks. Although a sizeable number
of NBFC:s are operating in Kerala, their activities
are mostly confined to gold loans. Their major
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source of fund is commercial banks, who lend to
them on liberal terms of interest and security. The
NBECS use such funds to extract huge interest
from the customers.

As for MFIs, the large presence of Kudumbasree
in the state has almost obliterated the private
players in the field, who are notorious for
extracting exorbitant interest from customers in
other states. However, despite the growth and
expansion of Kudumbasree they cannot be said
to extend finance to the agri and MSME sectors
in a big way.

Now the question is how to leverage the financial
sector to address the challenges confronting
Kerala. The most important issues loaming large
on the face of the society are employment, food,
decline in NRI remittance, ageing population,
climate change and the hostile approach of the
Union Government. It may be noted that all
these issues have acquired political dimensions
in the emerging scenario in the country.

Therefore, it is imperative to adopt an out of
the box, innovative and inclusive action plan
involving all the players in the financial sector
to ensure the optimum use of public money to
address the challenges confronting Kerala.

1 9847416546, Vkprasad52@gmail.com
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Financing for Housing Development in India: A Study with a

Focus on Kerala State
Dr. Manoj P.K.[

Worldwide, investments in housing is

recognised as a tool for faster economic
development. This is particularly relevant in
developing nations, including India. Housing
investments are associated with creation of vast
employment opportunities and faster GDP
growth. In fact, housing industry has linkages
(both forward and backward) with over 300 other
industries. As these linkages create multiplier
effects in the economy, housing investments
can kick start an economy in times of recession.
Housing is often considered as the ‘Growth
engine of the economy’ because of these reasons.
The successive Governments in India, both at the
Union and State levels, have been encouraging
housing development in the country.

In 201S, ‘Affordable Housing for All by 2022
was declared as national goal by the Govt. of
India (GOI) so as to ensure dwelling units for
all Indians by the time India attains 75 years of
its independence in 2022. Unfortunately, this
national goal could not be attained till date. So,
the GOI has since revised the orginal deadline,
and accordingly the nation is striving to attain
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its ‘Housing for All’ target by the end of Dec.
2024. Many governmental schemes for housing
finance and housing development at the national
(GOI) level and also at the State level, say, Govt.
of Kerala (GOK) seek to achieve the national
housing goal as above. The most important
among these chemes is the Pradhan Mantri Awas
Yojana (PMAY) and it has two components viz.
(i) Urban,i.e. PMAY (U) and (ii) Rural (Gramin)
i.e. PMAY (G).

In the above backdrop, this paper seeks to
study the current status of housing finance and
development in India with a focus on Kerala
State. The paper suggests remedial strategies, like,
promotion of housing micro finance (HMF),
strengthening the secondary market for the
financing of housing projects like REITs, etc. for
attaining India’s national housing goal.

Key Words: Mortgage to GDP ratio, Linkage
effects, Housing Microfinance, REITs, ICT.

1 Head, Department of Applied Economics, Cochin University
of Science and Technology (CUSAT), Kochi, Kerala - 682
022. Mob: 9447664949.
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Indigenous Financial Institutions in Kerala:

A Coping Mechanism Cum Source of Finance
Mr. Maheen Kannu M.[M & Dr. Christabell P.J.2

ue to the high transaction costs, convoluted
bureaucratic processes for providing
services, extensive paperwork, high collateral
requirements, delays, etc., which are just a
few of the things that make it difficult to use
the insurance and banking facilities or formal
financial intermediaries that have been imported
from industrialised nations that are already in
place effectively, the informal financial sector has
some advantages over the formal sector (Bouman
1977, Chandavarkar 1985, Miracle et al. 1980) in
developing countries (Aredo, 1993). The same
is true when it comes to India. Kerala, the one
who possesses an ideal development model than
any other states in India, has a very strong social
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economy. The movements such as Mutual Aid
Networks, Worker Cooperatives, Participatory
Budgeting, Time Banks, and Community Land
Trusts, which have a community ownership
builds

political, cultural and economic power and has

and democratic governance that
been adopted by the most harmed across the
globe, build the social and solidarity economy
(Woolard, 2020). The elements of the social
and solidarity economy in the social milieu of
Kerala includes Cooperatives, Kudumbasree,
and other indigenous financial mechanisms like
Panapayattu, Kuri, and Credit Unions. These
are usually found in varied local settings and
play a crucial role in the lives of the poor and



marginalised sections of Kerala. The present paper
studies the indigenous financial mechanisms as
coping strategies and source of finance in Kerala,
named Kuri, Panapayattu, and Credit Unions,
over the other formal financial institutions. The
mechanisms predominantly exist in Thrissur,
Kozhikode, and Thiruvananthapuram districts
respectively. The paper is based on primary

interview data.

Keywords: Indigenous Financial Mechanisms,
Kuri, Formal Financial Institutions, Social and
Solidarity etc.

1. PhD Research Scholar, Department of Economics, University
of Kerala

2. Associate Professor, Department of Economics, University
of Kerala

Policy Paths and Implementing Results for Kerala’s
Health Grants from the 15% Union Finance Commission
through the Lens of ‘Right to the City’ and its Lessons

for the 16 Finance Commission
Prof. Jos Chathukulam™

n the wake of Covid 19 pandemic, the Fifteenth

Union Finance Commission introduced the
health grants to local governments which lays
emphasis on the trust-based approach to local
governments and decentralization of health.
The Fifteenth UFC allocated health grants of Rs.
70,051 crores for five years from 2021 - 2026 to
strengthen the healthcare system at the grassroots
level. It has recommended health grants for five
major areas including support for the primary
healthcare facilities (Sub-Centres (SCs), Primary
Health Centres (PHCs) and urban PHCs), Block
level Public Health Units (BPHUs), Urban -
Health and Wellness Clinics (UHWCs), Building
less SCs, PHCs and CHCs and conversion of
Rural PHCs into HWCs. For Kerala, which has
significantly used decentralization as a tool to
revamp its public healthcare system and delivery,
the health grants will give a new impetus. Kerala’s
total allocation for the five years is Rs. 2,968 crore
out of it Rs.559 crores each for 2021-22 and 2022
-23 financial years and the remaining amount
for the next three years. While the local self-
government department has issued guidelines to
local governments for the utilisation of grants in
the health sector, the danger of Mission Creep can

undo the potential and effectiveness of the grants
to strengthen the primary health care sector.
This paper critically examines and evaluates the
distribution and utilization of health grants to
the local governments in the state and discusses
the policy paths and implementation results
emerging from it. In this paper, the concept of
policy and operational guidelines of the Fifteenth
Finance Commission Report as a quasi- natural
experimentin the Kerala contextin the theoretical
frame work of ‘Right to the City’ is applied. This
paper critically reviews whether the allocation
and utilization of these grants are in tune with
the concept, policy and operational guidelines.
The paper also examines whether Mission Creep
Syndrome has taken place in the allocation and
utilization of the grants specifically earmarked
to the five core areas. The empirical evidences
emerging from this paper may also shape Kerala’s
approach to the Sixteenth Finance Commission.

1 Jos Chathukulam is former Professor, Ramakrishna Hegde
Chair on Decentralisation and Development, Institute
for Social and Economic Change (ISEC), Bengaluru and
currently the Director of Centre for Rural Management
(CRM), Kottayam, Kerala. Email address: j oschathukulam@
gmail.com.
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Effectiveness of Panchayats in rural development:

A study of selected schemes in Kerala
Shri. Teeson C.J.[! & Dr. Revathi K Sivadas!?

Purpose: To examine the effectiveness of
grama panchayats in utilising the plan fund
for rural development in society

Design/methodology/approach: The study
is mainly based on secondary data and the
fundamental information is given from the
ministry of panchayat raj, Grama Panchayat
DevelopmentPlan, Ministry ofrural development
and latest Economic reviews. Time series analysis
of plan fund utilisation and corresponding rural
development is the major thrust of study

Findings: In a decentralised democratic society
like Kerala, local governance plays a pivotal role
in the development of rural area and boosting the
standard of living of poor people in village areas.
The Ministry of panchayat raj had initiated the
people’s campaign as “Sabki Yojana Sabka Vikas”
being launched in all states from 2021 to 2022 for
ensuring people’s participation and preparing the
grama panchayat development plan. The cordial
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coordination between different departments
along with grama panchayat is strongly
recommended for the effective implementation
of several rural development programmes and
policy initiatives.

Research limitations/applications: The study is
based only on secondary data and is delimited to

the selected schemes of rural development

Policy Implications: From the entire study, the
implementation of central and state government
funded programmes for the rural development
needs the grass root level planning and judicious
use of available resources under the supervision
of grama panchayat

1 Assistant Professor & Research Scholar, Department of
Economics, JAIN (Deemed to-be University), teesonj26@
gmail.com

2 Assistant Professor & Research Guide, Department of

Economics, JAIN (Deemed to-be University), sivadasrevathi@
gmail.com

Enhancing the Scope for Kerala’s Property Tax Regime
Dr. Nirmal Roy V.P.1!

roperty taxis a major own-tax revenue source

for local bodies across the world. The scene
is interesting in the case of the Indian state of
Kerala, where the percentage of home ownership
is one of the highest in India. Also interesting
is the high percentage of urban population and
the share of construction in the state’s gross
value added. While it has been reported that the
property tax collection is abysmal, its potential
is not also harnessed eficiently in the state. The

recent hike in property tax rates in Kerala has to
be seen as a desperate attempt to mop up revenue
rather than rationalizing property tax rates.
However, questions still remain with respect to
the basis of property tax calculation in the state
and the various taxing instruments employed
for optimally utilizing the space of the urban
property by the municipal bodies in the state
in accordance with global best practices. The
paper identifies some of the nuanced streams of
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property taxes through a comprehensive review
of municipal financing strategies from across
the world. The scope for rationalizing property
taxes also becomes imminent considering the
fact that Kerala’s urban service delivery calls
for revamping in contemporary times. It is also
important to harness the hike in property values

due to massive public infrastructural investments
such as the Kerala infrastructure investment fund
board (KIIFB).

Keywords: Property tax, Municipal financing

1 Assistant Professor, Department of Economics, Kannur
University

Tapping the potential of Property tax in Kerala
Smt. Anitha Kumary L.[Y

Property tax is the major source of own
revenue of the Local Governments (LGs) in
India. Property tax collection constitutes more
than 60 per cent of the own revenue of LGs. All
the Finance commissions over the years have
strongly advocated for revenue augmentation
from property tax.

The report by the World Bank highlighted
the fact that India is far behind in collection
of property tax compared to Organisation for
Economic Co-operation and Development
(OECD) as well as BRICS countries such as
Brazil and South Africa in terms of revenues from
the urban immovable property tax. The average
collection from property taxes as a proportion
of gross domestic product (GDP) was about 1.1
per cent in the OECD group, it was only 0.2 per
cent in India for Urban local bodies. In countries
such as Canada, the United Kingdom and the
United states, property tax collections form the
bedrock of local governments’ revenues and are
about 3 per cent of their respective GDPs (FFC,
2020, Vol I, page 184) as per the World Bank
Study sponsored by XV Finance Commission.
XV Finance Commission identified several
factors for the low property tax revenue in India
such as under valuation, incomplete registers,
policy inadequacy and ineffective administration
based on the World Bank Report on property tax
collection
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Kerala has been collecting only 0.04 per cent of
GSDP as property tax collection during 2018-
19 in urban local governments. In 2011-12, it
showed an improvement in 2011-12 to 0.06 per
cent which is even less than all India average (0.2
per cent).

With the available property tax collection in
Corporations and Municipalities in Kerala,
we have estimated the potential property tax
collection in Corporations and Municipalities
by using the estimated potential of property tax
collection in urban Local Governments by XV
Finance Commission. If we follow the figures
of XV Finance Commission, the property tax
collection of Urban LGs in Kerala would have
been raised to Rs 1563.31 crores ( if collection
is 0.2 per cent of GSDP). The difference in actual
and estimated is Rs.125S crores. If it increases to
1.1 per cent of GSDP, (as in the case of OECD
countries), then the collection of property tax
would become Rs.8000 crore.

The value of assets of land and building have
an influence on the potential of property tax
collection in a state. In the case of assets of land
value based on the Debt and investment survey
2013, Haryana occupied first place in rural areas.
Kerala placed in second position in rural. While
in the case of building value, Kerala placed in first
in rural areas. Kerala placed first in land value in



urban areas also while it is placed in fourth place
in value of building.

Kerala has got immense potential of house tax
collection based on the calculation XV Finance
Commission estimate of house tax potential of
various states in the year 2019. Kerala has the
potential of Rs.2300 crores as house tax in rural
areas and placed in 6th position.. In the case of
urban areas, the estimated potential of house tax
in Kerala is Rs 2462 crores and placed in second
position behind Maharashtra.

The existing property tax rate is based on the
plinth area wise calculation with certain weights
on certain items in Urban local bodies. It includes
distance from road (road type), Building usage
(residential and commercial, worship places,

purpose, floor types including AC usage, floor
area, age of the building and the like. For tapping
more revenue from property tax in urban local
bodies can be done with the introduction of
property tax rate on the basis of the fair value of
the land. Proper weightage in fair value of land
will enhance the scope of property tax collection
in Kerala. Six state finance commission also
recommended this aspect. The estimation would
have done by estimating property tax potential
by taking the actual data of buildings in each
local area. The property tax in Kerala can also be
increased by periodic revision of rate of tax and
by increasing the efficiency in collection.

1 Visiting Faculty, GIFT
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Financing Kerala Development -

Perspectives of the Congresses on Kerala Studies
Dr. T.M. Thomas Isaac

paradigm shift in Kerala's development
A.process with greater focus on acceleration
of domestic production sectors to generate
quality jobs for the educated work force is a
key objective of development policy. The state
would continue to play a key role in planning and
providing resources for this transition. Therefore,
the state of public finance has been an area of
prime concern and deliberation in all the past
four Congresses on Kerala Studies.

I

In the first edition of the congress, Prof. LS.
Gulati made the key presentation on “Financial
Constraintsto Kerala's Economic Development”
Dr. K.K. George was yet to publish his book
“Limits to Kerala Model of Development - An
Analysis of Fiscal Crisis and its Implications”
But there was already a general feeling in the air
that the state was in a blind alley: “It cannot cut
down the social services, the public won"t allow
this to happen. But because the state must incur
increasing revenue account deficits, the size
of its plan outlay goes on declining”. The rising
revenue deficit also adversely affected the capital
expenditure. Increasing proportion of borrowed
money had to be spent on revenue expenditure.

The above distortion of public expenditure
along with low credit - deposit ratios of national
financial institutions relatively lower than that of
other States, and negligible share of central public
investments were the main factors impeding the
financing the development of Kerala. During
the 4 decadal period of 1950-1991, Kerala grew
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at a rather slow pace of around 3 per cent. The
state was caught in a vicious circle of low growth
and low investment. A decisive step up of public
investment was the prerequisite if the State was
to come out of its low growth phase.

Prof. Gulati was of opinion that the revenue
deficit was due not necessarily to low level of
or poor growth in revenue receipts but to a
higher rate of growth in revenue expenditure.
It was felt that the way out of the sort of trap
that Kerala faced was the Finance and Planning
Commissions giving due recognition to Kerala's
specific problems and stepping up of investment
by the centre and the more initiatives from the
private sector. The State also had to take earnest
efforts to rationalise its revenue expenditure
without compromising on social sector spending
and social welfare schemes.

1I

Despite the somber analysis of the Congress the
fiscal drift continued leading to a full-scale fiscal
crisis in 2000. It was triggered by the fall in tax
revenue due to synchronized downturn in the
prices of agricultural crops and the sharp decline
in the central transfers due to unfavorable award
of the 11 Finance Commission. Devolution of
nearly 35 per cent of the plan outlay to the local
governments, as part of one of the most radical
democratic decentralization programs, the
People's Plan Campaign, also had reduced the
fiscal space at the state level. The revenue deficit
in 2000-01 was 4.3 per cent, fiscal deficit 5.3 per
cent and debt GDP ratio almost 40 per cent. The



treasury was on overdraft for 213 days. The fiscal
crisis was considered as one of the factors for the
electoral defeat of the LDF in 2001 election.

The new UDF governmentimmediatelylaunched
a program for fiscal consolidation, the center
piece of which was a drastic Fiscal Responsibility
and Budget Management (FRBM) Act. In a fit
of reform fury, fiscal deficit targets of 2 per cent
and revenue deficit of zero per cent were fixed to
be achieved within five years. For government
guarantees an inflexible figure of ¥14000 Crore
was also fixed. The deficit targeting was to be
driven by expenditure compression namely
cutting subsidies, freezing benefits of salaried
employees, and truncating development
expenditure.  Utility prices also  hiked
unreasonably. These measures resulted in serious
public backlash and set back local government
and parliament elections. In response, many of
the measures for expenditure compression were
withdrawn before the assembly elections.

It was in this context that a Second Congress
in Kerala Studies was organized in 2005. The
congress document was categorical inits rejection
of the above fiscal strategy. “....a solution to the
fiscal crisis, especially in a growing economy
has to be revenue-led and not based on deficit
targeting which, more often than not, resulted in
drastic cut in the funds for addressing the needs
of the poor and vulnerable. Though economy
in expenditure must be observed, attempts for
across-the-board compression of the expenditure
leads to deceitful accounting practices and denial
of timely disbursal of social security benefits to
the poor and unorganized sections.”

The tax buoyancy declined and own non-tax
revenue as share of GSDP declined. Central
government transfers as a share of the total
revenue declined from an average of 38.2 per
cent during the period 1970-75 to 25.8 per
cent during 2000-04. While the revenues of the
State stagnated, the average share of revenue
expenditure in GSDP, after reversal of the
economy measures, increased. As a result, the
final fiscal consolidation was only moderate;

the revenue deficit and fiscal deficit declined
respectively only to 2.49 per cent and 3.3 per cent
of GSDP in 2005-06. The debt burden declined
to 36.5 per cent of the GSDP.

The UDF government itself in its memorandum
to the 12 Finance Commission confessed that
without substantial increase in the devolution
state would not be able to reach the FRBM
targets. The congress document demanded an
overhaul of the federal fiscal relations. It was
also critical of the approach of the 11" and 12
Finance Commissions because of which the
state did not receive any grant under Article 275
despite the high deficits.

The recommendations of the second Congress
focused on reforming the VAT system from
uniform rate to a floor rate system and
restructuring the tax administration. Fixing of fair
value for different grades of lands was proposed
for enhancing the revenue through the collection
of stamp duty. Despite the relatively high tax -
GSDP ratio of Kerala there was scope for further
enhancing it. Selective economy in expenditure,
as  against  across-the-board  expenditure
compression was sought to be emphasized. The
online computerization of treasury network was

to be putin place for effective budgetary controls.
III

The adoption of the above recommendations by
the LDF government (2006-2011) resulted in a
dramatic turnaround in the fiscal situation and
fiscal consolidation. The revenue deficit almost
halved from 3.45 per cent during 2001-05 to
1.86 per cent during 2006-10. Between the two
periods the fiscal deficit also declined from 4.49
per cent to 3.09 per cent. The debt to GSDP ratio
declined from 35.5S per cent to 31.17 per cent.
The number of dates of treasury overdraft sharply
declined and was zero during the last three years.
While the moderate fiscal consolidation of the
earlier period was achieved through expenditure
compression, the second period followed a
strategy of revenue enhancement. The Congress

CHE8OTO0) Wmdved®) - 87



document has described the measures adopted
by the government in detail.

The experiment to transform VAT rates into floor
rates failed. VAT rates on selected commodities
were increased to 20 per cent. But this hike had
to be withdrawn because of trade diversion to
neighboring states. Instead of modifying VAT
rates, attention was focused on imposition of
entry tax so that all the inter-state commodity
movements were subjected to taxation. The check
posts were made corruption free in a mission
mode operation. The entire tax administration
was revamped with E-governance which resulted
in comprehensive database and systematic data
mining to prevent tax avoidance. The fair value
system for land property was introduced. All
these measures substantially increased the tax
buoyancy and states own tax revenue increased
by around 20 per cent per annum. The capital
expenditure doubled from 0.6 per cent of the
GSDP in 2005-06 to 1.2 per cent in 2010-11.

Another significant event was the Y5000 crores
anti-recession package announced during the
global recession of 2009, an initiative which was
approvingly referred to in the RBI's report on
State Finances. The required fund for the package
was mostly mobilized through public accounts.
This initiative was further taken up by the third
Congress on Kerala Studies.

The development oriented fiscal policy
proposed by the Third Congress put forward
a novel suggestion: While pursuing the fiscal
consolidation it was also important that Kerala
accelerate its capital expenditure beyond
the budgetary limits through off budget
borrowing. It was vital that the state overcomes
its infrastructural deficit at the earliest. The
treasury was to be modernized, computerized,
and brought under the core banking system. This
would enable the treasury savings bank to attract
more deposits which could be channelized for
investment.

It also suggested the promotion of para statals
to and public sector infrastructure companies

to borrow and undertake investment in
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infrastructure. This suggestion was the basis of
a proposal in the interim budget for 2011-12
presented immediately after the Congress for a
special purpose vehicle which would borrow on
government guarantee and government annuity
payments. Thus, one can say that the prototype
of Kerala Infrastructure Investment Fund Board
(KIIFB) was inspired by the Third Congress on
Kerala Studies.

v

The above fiscal consolidation process was
undermined during the next UDF regime (2011-
16). The tax revenue continued its buoyancy at
above 20 per cent per annum during the first
two years. Thereafter it registered a precipitous
fall to 10 per cent per annum. The document
of the Fourth Congress largely attributed it to
inefficiency and corruption. Though this was
correct to a large extent, it needed more analysis.
Even after the LDF came to power in 2016, the
VAT revenue continued to be stuck at 10 per cent.
Here itrequires mention that the first four years of
the LDF government witnessed demonetization,
health emergencies like Nipah, massive floods,
extreme rainfall events and lastly the pandemic
Covid-19. None of these extraordinary situations
existed during the last three years of the UDF
regime of 2011-16.

The answer to secular decline in growth rate of
own tax revenue of Kerala also lies in a major
change that occurred in Kerala tax system in
2012-13. Supreme Court struck down the entry
tax imposed on inter-state traffic. Kerala is an
economy characterized by high inter-state and
foreign trade over which the state has no right
of taxation. With the entry tax banned there
was nothing to prevent anybody importing
commodities to Kerala claiming that it was for
their own use and not for sale. This proved to be
a growing hemorrhage on the tax revenue of the
state. The expectation was that GST, a destination
based all India tax would enable Kerala to plug
the tax leakage in interstate trade and boost its
revenue.



The Congress document was optimistic about
improving the tax buoyancy and put forward
several administrative reforms for this purpose.
It further elaborated on the proposal mooted
previously for borrowing outside the budget
for infrastructure investment. A special finance
agency for construction of rural roads. Local
governments were to be encouraged to borrow
for housing programs. A suggestion was even
made for a construction company undertaking
projects under an annuity scheme from the State
government.

A%

The fiscal consolidation process continued to
remain a mirage even after the LDF government
came to power in 2016. While the revenue
expenditure continued to mount, particularly
during the floods and Covid-19, the revenue
growthwas onlymodest due to declining transfers
from the central government and stagnation in
own tax revenue even after introduction of the
GST.

A key challenge before the Fifth Congress of
Kerala Studies is to unravel the reasons behind
the slow growth of GST revenue. Given the
fact 60-70 per cent of Kerala's consumption is
being met from import from outside one would
have expected the IGST revenue of the state to
be substantially higher than the SGST revenue.
This has not been the case. The delays in the
introduction of E-way bill, weakness of the IT
backbone, arbitrary reduction in the GST rates,
set off from IGST the input credit from other
streams and distribution of IGST unaccounted
arrears as per Finance Commission norms are all
possible explanatory factors.

A heartening trend in GST revenue has been
the 22 per cent growth achieved last year and

maintenance of this momentum during the
current year. With IT backbone and E-way bill
in full operation and administrative reforms
being undertaken, Kerala can possibly move into
a revenue growth trajectory of 2006-07/2012-
13 and once again move into the path of fiscal
consolidation.

Meanwhile, the strategy of extra budgetary
borrowing through KIIFB for infrastructural
investment has run into rough weather with
the central government considering that the
loans taken by KIIFB would be a part of State’s
borrowing with retrospective effect. As a result,
Kerala's public borrowing has been cut even
below the 3 per cent recommended by the 15®
Finance Commission. To date, no infrastructure
investment under annuity schemes by the Union
or the States has been considered as public
borrowing by the respective government. The
central government’s off budgetary borrowing or
its extra budgetary borrowing is not considered
for the calculation of its fiscal deficit.

This brings us to the question of inequities in
the Centre-State fiscal relations. The central
government systematically undermines the fiscal
space and autonomy of the State governments.
Instead of co-operative federalism we are
witnessing coercive federalism. The issues related
to fiscal federalism assume great importance
to the State in the context of the forth coming
appointment of 16™ Union Finance Commission.

At this juncture, the Fifth Study Congress is
aptly looking at various facets of Kerala’s public
finances comprehensively to ensure that our
developmental priorities are not in peril. It is
hoped that the seminar as part of the Fifth Study
Congress will give us a much better insight on
designing a sustainable fiscal roadmap for the
State in the immediate and medium-term future.
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Kerala, a jewel in India's crown, unfolds a remarkable tale of social harmony,
equitable growth, and progressive values. With its unigue model of inclusive
development, Kerala has emerged as an exemplar of people-centric progress.
Here, compassion and social justice drive policies that empower marginalised
communities and foster equal opportunities for all. Kerala shines as a beacon
of progressive ideals, where every voice matters and the spirit of unity paves
the way for a brighter future. Discover the real Kerala story, where dreams
thrive, and humanity flourishes under the Pinarayi Vijayan Government, which
confidently marches on into its third year.

Ranks First in NITI Aayog's Sustainable Development Index. | Ranks

First in Public Affairs Index. | Tops the Union Ministry of Education's

Index of Excellence. | State with the lowest poverty ratio as per the

National Multidimensional Poverty Index by NITI Aayog. | Topped the

Happiness Index Survey by India Today. | Top Position in NITI Aayog's

‘Scan for the Health Index for 4 consecutive years. | Second Rank in NITI Aayog’s State
Real Kerala Story Energy and Climate Index List.
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