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K. N. BALAGOPAL
+ “Minister for Finance
' Government of Kerala

Room No. 131, Norih Block
Government Secretariat

hiru /ananthapuram

Office : 0471-2333294
Mobile: 9400887700

Email; min.fin@kerala.gov.in

22.06.2024

Hon'ble Union Finance Minister Smt. Nirmala Sitharaman Ji, Hon’ble
Minister of States for Finance, Hon’ble Finance Ministers from other
States, Union Finance Secretary, other senior officials of Union
Government and State Governments and friends; ' '

I ' wish to make #he speech as brief as possible for want of fime, Speaking
on behalf of Kerala I wish that the new Union budget would plac
enhanced emphasis on fighting food inflation, unemployment, poverty,
demand deficiency jn the economiy, and the infrastructure shortages. -

I'am duty bound to highlight the Kerala specific Pproblems and demands

here. We are giving a sepé}:ra te note which is more cb_mp;;ehenéi{fe. F urth.é 4
fam not touching uponlong term fiscal isstes which are going to be taken
up in the ﬁ'lexﬁoranduf;n"{ to be submitted to the Finance Commission, In
the speech I Wili"éoﬁiné?ihyse‘lf‘to the issues that require iirgent attention
in the forthcoming union budget. S A
The first thing that thebtate is I,QQking'forWalrd to is a substantial ‘jufr‘np'.in
cépitéi expenditure in the state. There is no need to emphaéi:ie' the
importance of. \‘/'izhinja-iin-."énterx'l'aﬁonal Mother Port, which is' seeri as »
game -changing’ project for. the: country as a whole, Apart fror direet
investment of the Uniof government, we urgently rieed specia capital
investnient of Rs:5006' trore’ for: the state for fulfilling our part i the
1



development of the Port and the Port region. We request another 5000
crore for financing certain other infrastructure projects such as the “Tunnel
. Road link between Calicut and Wayanad'. It may be reiterated that Kerala
has not been able to benefit from the welcome CAPEX facility announced
in the earlier Union Budgets, which allowed the state to utilize the fund
over and above the normal borrowing limit and with concessional terms.

As everybody know the railway infrastructure in the state is on the verge
of breakdown on account of the growing imbalance between traffic load
and the infrastructure. We wish an early clearance of the project for semi-
high speed railway line. It may take more time for constructing the new
line. It is important to take major enhancement in the existing system to
avoid the stalemate in the state’s railway system. More express trains and
passenger trains have to be operated.

As Honorable Minister is aware we are currently borrowing much lower
compared to the limits set for the state. It is on account of changes
introduced in the calculation of Borrowing Ceiling such as inclusion of
public account and the borrowings of state-owned enterprises. Hence, this
pohcy has to be reversed. The State is losing about Rs.5710 crore each this
financial year and the next financial year. This is due to the introduction
of a new measure by Union Government, in retrospective effect, to cut the
borrowmg limit of the State for the borrowings of KIIFB and Pension
Company done in the year 2021-22. Also, Kerala may perhaps be the only
state which had spent 25 percent of the LA cost of National nghway
widening, which amounts to around Rs.6000 crore.

Kerala's efforts to develop infrastructure and enha'nce social services
intensified many fold in recent years, helping the state gain substantially
higher-level .indices in social and economic sectors, which in turn
contributed to the country's overall progress.



However, with the cut in the inter se share from the divisible pool,
reduction in the revenue neutral rate after the introduction of GST, the
stopping of GST compensation and Revenue Deficit Grants and newly
introduced restrictions on borrowing ceilings. The state, which has only
started to recover from the drastic effects of repeated floods and COVID-
19, is facing a very difficult time in managing its finances for meeting its
obligations. In view of this, we urge the Union Government to announce
a special package for Kerala in the forthcoming Union Budget.

1. Need for a Special package for Kerala

As mentioned in the communication sent to us, the focus of this Budget
discussion is mainly to address the issues related to fiscal consolidation.
In a federal set up, the fiscal consolidation path of a State is not merely
depending on the State’s own efforts and expenditure, but depends
heavily on transfer of resources from the Union and the distribution fiscal
powers.

In the case of Kerala, we have taken all the possible measures to enhance
the own tax revenue and non-tax revenue which is well acknowledged by
the latest AG report. Despite these efforts, State Government is going
through a very serious liquidity crunch. This is specifically due to the
following factors: a) potential revenue of the state has fallen sharply due
to the reduction in share from divisible pool to 1.92 percent, which was
3.875 percent during 10t Finance Commission; b) the potential revenue of
the state has declined due to the reduction in revenue neutral rate after the
introduction GST; c) Central transfer plummeted to unprecedented low
owing to stoppage of GST compensation and tapering off of Revenue
Deficit Grants; d) the additional restrictions on Open Market borrowings.
Kerala is of the view that this additional restriction on open market
borrowing travels beyond the scope of the roadmap for fiscal
consolidation laid down by the 15 Finance Commission and request that
the Government of India may review them.



Considering the state’s contribution in varied spheres in keeping up the
national pride which include but not limited to HDI, SDG, start up and
innovation, a special package of at least Rs 24000 crore may be announced
in the Union budget 2024-25 to tide over the current liquidity stress by
scheduling it over a period of 2 years from 2024-25.

Detailed views, suggestions and expectations of the Government of Kerala
are submitted along with this for your favorable consideration.

Thank you



2. Issue of branding in CAPEX

One of the mandatory conditions to avail the benefits of the CAPEX
scheme is ‘full compliance of guidelines/instructions issued by the Gol
regarding branding/naming of Centrally Sponsored Schemes’.
Differences in interpretation of the branding guidelines by Union and
State Governments, should not affect the state’s entitlement to avail funds
from the CAPEX scheme for the much-needed capital investment. The
state already suffered a huge loss during FY 2023-24 on account of this. In
view of this, it is urged that the compliance of branding/naming guidelines
of all CSS may be delinked from the mandatory condition to avail of the
benefits under any part of the ‘Scheme for Special Assistance to States for
Capital investment 2024-25.

3. Special Assistance for Vizhinjam International SeaPort Ltd (VISL)

Several advantages of VISL, if effectively harnessed, could contribute
immensely to the maritime development of India. With a natural depth of
over 20 meters without any need for year-long dredging, it is one of the
most cost-effective seaports. Yet another advantage is location. It is much
closer (less than 10 nautical miles) to the international shipping routes as
compared to other ports in the country. It is said to be the only port that
offers docking facilities for mother ships with a capacity of 24000 TEU
(Twenty-foot equivalent units). It could be an ideal and cost-effective
location for fueling/ bunkering Once fully operational, Vizhinjam seaport
could substantially reduce the time and cost of export from the country.
All these factors make VISL an important component of India’s journey
towards a developed economy.

To take full advantage of VISL for the region and the country, a number
of projects with substantial backward and forward linkages are
announced in the State Budget. In order to complement State’s initiatives



and considetring the national importance, a VISL package of Rs 5000 crore
may be announced so that our Country can harness its Jull advantage.

4.  Flexibility in Centrally Sponsored Schemes

It is important to recognise the rationale behind placing. development-
related responsibilities in the State and Concurrent Lists. The intent was
to allow states the flexibility to address their unique development
challenges effectively. However, the increasing role of the Union
government on state matters has significantly constrained the fiscal
capacity. This shift has resulted in a misalignment of resources, limiting
the ability of states to innovate and tailor solutions to their specific needs,
It is crucial to achieve a balanced and effective development strategy 1o
provide states with the fiscal autonomy and flexibility needed to address
their diverse and evolving challenges. While the central government can
state the national agenda, the state governments should be given the
flexibility to utilise funds.

For Kerala, the rapidly aging population is one of the crucial issues that
needs allocation of resources for prompt elderly care; the increasing
proportion of NRIs and return migrants necessitates special rehabilitation -
schemes; the influx of workers from other states necessitates the state -
concentrating more on infrastructure for transportation, housing, public
health and education; the concerns related fo coastline erosion, man-

- animal conflict, flood management and disaster preparedness are some of

the areas requiring most urgent attention. To address these issues,
Centrally sponsored schemes can be effectively used, provided that the
State is given full autonomy and flexibility. Along with more flexibility
in the implementation of CSS, we also request restoring central assistance
to CSS from 60 to 75 percent, '

5. R‘aising of Borrowing Ceiling
Kerala has been taking prudent measures and efforts to improve its

finances; however, it is facing a series of setbacks which are beyond the

6



control of the State Government. The additional restrictions on the Open
Market Borrowing limit, especially inclusion of Public Account Accrual as
borrowings and reducing the same from Open Market borrowing limits is
causing undue liquidity stress. At present, the Government of India gives
consent to the State for borrowing up to 3 percent of the GSDP. In the wake
of financial constraints being faced by the State, it is urged to remove the
restrictions on open market borrowing such as inclusion of Public
Accounts and borrowings of State-owned Enterprises. The annual
borrowing ceiling of the State may be enhanced to 3.5 per cent from 3 per
cent of GSDP unconditionally for the current financial year.

6. Withdraw imposition of retrospective effect in borrowing ceiling

Kerala had initiated infrastructure projects through KIIFB and its impact on
Kerala economy has been substantial. The amount expended through KIIFB has
been considered as off-budget borrowing and the Ministry of Finance has
started deducting this amount from the annual borrowing ceiling of the State.
The Ministry of Finance has been cutting Rs.3140.7 crore annually from the
borrowing ceiling for four years since 2022-23 on account of the off-budget
borrowing done through KIFFB and KSSPL (Kerala Social Security Pension
Company Limited) during 2021-22. The implementation of this new measure
with retrospective effect has given a double shock to the State in terms of
resource availability and its right to borrow from the open market. Hence, the
prejudicial decision with retrospective effect needs to be reversed.

7. Share of cost borne by Kerala for the land acquisition

As part of the widening of National Highways, Kerala had spent 25 percent of
the Land Acquisition cost. The approved amount for this purpose is Rs. 6769
crore and the State has already spent Rs. 5580 crore. Cutting this amount from
annual borrowing limits amounts to disincentivising the State for supporting
large capital projects and runs counter to the policy of the Union Government
to encourage capital expenditure by the States. This kind of expenditure,
perhaps, might not have been done by other states. We request that this amount
should be treated as additional capital expenditure for National Highways and



(/'

hence State should be allowed to borrow 6000 crore in this financial year itself
without any conditions. |

8. Infrastructure Developmént

Kerala requires substantial investment in infrastructure to support its
demographic transition and economic activities. The state faces an
infrastructure deficit due to high population density, a large number of
vehicles, and high labor costs for infrastructure maintenance and
development. Hence, we urge the Union Government to increase central
funding for the development of transport infrastructure, including Roads,
Railways, Metro and ports, as well as urban infrastructure projects in cities
and towns. Kerala also needs additional train services, as many residents
work in other states and a significant number of people travel to Kerala
for jobs and tourism. There is an urgent need to upgrade the railway
infrastructure and introduce a high-speed railway corridor. Our demand
for a Semi High Speed Railway Line (Silverline Project) is pendmg for
approval for quite a long period.

. Enhancing the Central rate fixed for the 50% CSS Scheme "Assistance

to State Agencies for Intra State Movement of Foodgrams & FPS Dealers
Margin under NFSA" and other schemes.

The current rate fixed by Government of India for Transportation and
Handling charges for Intra State movement of NFSA rationed articles and
FPS Dealers Commission are Rs.65/Ql and Rs.91/Ql respectively,
whereas the actual expenditure per quintal being incurred by the State
Government is at the rate of Rs.145/Ql & FPS Dealers Commission is
Rs.290/Ql. Though it is a 50% CSS scheme, at present, the per quintal
allocation of Gol for Transportation and Handling charges is only Rs.32.50
and for FPS Dealers Commission Rs.53.50, which is only a meagre one-
fifth [1/5th] of actual expenditure. Consequently, there is an average
additional annual burden of around Rs.280 Crore to the State exchequer,
ie, in addition to matching State share contribution.



Therefore, Union Government is requested to enhance the rate for
Transportation and Handling charges & FPS Dealers Commission to
make it commensurable with the actual cost being incurred by the State
Government, on account of high labour charges and transportation cost.

Besides this, the rate of honoraria for Anganwadi workers, Asha workers
and other scheme workers also need to be enhanced appropriately. Rate
of pension under National Social Assistance programme, cooking cost in
mid-day meal programme, and Government of India’s contribution in
housing schemes for the poor also have to be enhanced as they were fixed
a long time ago.

10. Impact of Central Scrap Policy

Government of India has mandated to scrap all Government owned
vehicles which are older than 15 years. All the Government departments
in Kerala have to give up substantial number of vehicles due to this policy
decision. The Fire & Rescue Services department alone had condemned
about 220 fire fighting vehicles. By the end of this year, the department
may lose 220 fire fighting vehicles. Similar is the case with the Police
department and the Health Services department. The Health Services
department alone has condemned about 800 vehicles including
ambulances. Hence, Central assistance to purchase new vehicles in place
of the condemned vehicle is inevitable.

11. Long-pending Demands from Kerala

Let me conclude with a special note that many of our demands raised in
the previous submissions still remain unaddressed. Important among
them include establishing AIIMS in Kerala and starting an International
Research Institute in Ayurveda at Kannur.

To address the issue of Rubber growers in Kerala, Government of Kerala
has already introduced a Minimum Support Price of Rs.180. This has to be
enhanced to Rs.250, for which we repeat urging the Union Government
for a central assistance. The small-scale industries such as cashew, coir and



handloom, where higher proportion of women workers are employed also
require the special attention of Union Government.

Central assistance is urgently required for the sui‘vey and preparation of
DPR for Thalassery-Mysore and Nilambur-Nanchagud Rail Lines.

Similarly, we had been arguing for a change in the GST revenue sharing
mechanism from the present 50:50 ratio to 60:40 ratio in favour of the State
Governments due to the fact the expenditure are obligations more with
the State Government compared to the Union and revenue raising powers
are vested more in the hands of the Union. Moreover, we had always been
urging the Union Government to restrict imposing surcharges and cess in
such a manner that the divisible pool of the state does not shrink
substantially.

I'hope that the forthcoming Union Budget will consider these suggestions
and long pending demands of Kerala state. I wish that the Union Budget
may put forward a macroeconomic policy and fiscal . consolidation
measure with a view to uphold the true spirit of cooperative federalism.

With Best regards

Yours sincerel

(K N Balagopal)
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