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STATE AT-A-GLANCE

Chief Minister Pinarayi Vijayan

Political Party/Alliance CPI1 (M) / Left Democratic Front (LDF)
Finance Minister T M Thomas Isaac

Next Legislative Assembly Election (Planned) 2021

Population (2019) 34.8 million

Language Malayalam

Key Economic & Social Indicators

Economic variables 2019 2019 2019 2015 2016 2017 2018
Performance | Rank@

GSDP (US$ billion)” 111.8 | 4.1 percent* 11 83.8 85.9 94.6 108.9

GSDP per-capita (US$)” 3,226.3 8 2,466.6 2,513.8 | 2,757.2 3,156.0

Real GSDP growth (%) 75 15 4.3 7.4 7.6

Share of agriculture in

GSVA 8.7 26 11.9 10.7 9.6

Share of industry in GSVA 28.6 (| 17 27.3 27.7 28.9 28.4

Revenues (% of GSDP) 11.9 [ | 25 11.3 12.3 11.9 11.8

Expenditures (% of GSDP) 154 B 24 15.0 15.5 16.1 15.7

Fiscal deficit (percent of

GSDP) 3.4 B 12 3.6 3.2 4.2

SDG Index Score 70 1

Note: [l indicates worse performance;[jindicates better performance and indicates similar performance (all vis-a-vis all-states” average for 2019)
@: indicates a rank from high to low within all states in India. E.g. A rank of 25 represents 25" highest among all the states in India.

#: indicates share in total GDP of the entire economy for 2019.

LCU/US$ exchange rate based on average exchange rate for the fiscal year (Apr-Mar).

(US$)*: Both GSDP and GSDP per capita are calculated at current 2011-12 prices.

ischemes of the Government of India. The SDG India Index is intended to provide a holistic view on the social, economic and environmental status of the country and its States and UTs.

NITI SDG Index: The Index tracks the progress of all the States and Union Territories (UTs) on a set of 62 National Indicators, measuring their progress on the outcomes of the interventions and

Highlights

e Kerala is the 8" most developed state in India in terms of nominal per-capita GDP.

Kerala’s real growth rate over the past decade (2011-2019) has averaged 6.3 percent, lower than that for India
(6.9 percent).

Over the past 30 years, Kerala’s economy has seen a sustained shift away from agriculture into services at a
higher rate than the national average.

Fiscal policy has played a critical role in the structural transformation towards the services sector by prioritizing
human capital development, especially education. Capital expenditures have remained lower than the national
average over the past decade years. The fiscal deficit, debt and current expenditures, while higher than the
national average, have started to moderate over the last two years.

Kerala has experienced a steady decline in poverty since 1994 and has one of lowest number of poor in India
and outperforms the rest of India in terms of its health and education indicators.

The public financial management framework is robust and the formal mechanisms and rules for financial
accountability are generally sound but there is a need to strengthen budget credibility in order to address the
increasing gap between revenue receipts and revenue expenditure.

The resilience of Kerala’s infrastructure needs to be improved considering its high exposure to climate risks.
Since Kerala’s growth is constrained by an infrastructure gap, bridging it, therefore, will require a quantitative
and qualitative improvement in public investment.
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e Kerala’s own tax revenue performance, while better than the Indian average, has been improving slowly but
is better than the Indian average. GST and VAT contribute the most, but scope exists to collect more
Land/Property based taxes. Sales Tax/VVAT collection has improved especially after the launch of the GST.

KERALA: GROWTH AND ITS DRIVERS

1. Kerala has the 8" highest income per capita (US$ 3,226) in India. During the past decade (2011-
2019) Kerala’s real GSDP growth rate has averaged 6.3 percent, lower than that for India (6.9 percent)
compared to the decades prior where it was higher than the national average.

2. Over the past three decades, real growth has averaged 6.6 percent and has primarily been
driven by growth in the services sector. Kerala’s economy has witnessed a sustained shift away from
agriculture into services at a rate higher than that for the country and for other comparable states with
similar GDP per-capita such as Telangana, Tamil Nadu and Himachal Pradesh. While the nation’s share of
agriculture, industry and services in total GSVA in 2019 stood at 17 percent, 29 percent and 54 percent,
respectively; for the economy of Kerala:

a. the share of agriculture stands at less than 9 percent in 2019 (down from 38 percent in 1991);

b. that of industry is 28 percent (with a marginal increase from 23 percent in 1991); and

c. that of services is 63 percent (and has witnessed the highest transformation since 1991 when it was

39 percent)

Fig 1. Kerala is the 8! most developed Indian state  Fig 2. Real growth averaged 6.3% over past decade
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3. The services sector has been the main driver for growth. Over the past 30 years, the services

sector has grown almost every year, contributing on average 62 percent towards annual GSVA growth. The
services sector has grown predominantly due to increase in modern services such as financial, real estate
and public services. Industrial activity has been stable overall and with a lower contribution to growth than
services. Agriculture growth has been volatile and has recorded contractionary outcomes almost one third
of the time over the past three decades.
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Fig 3. Kerala’s structural transformation Fig 4. Services mostly contributed to GSVA growth

== Agriculture == Industry . Agriculture . Industry
== Services . Services

Source: MoSPI, WB staff calculations

KERALA: FIscAL POsSITION

4, Kerala’s fiscal deficit and debt have been higher than the national average over the past five
years (2015-2019). The fiscal deficit averaged 3.6 percent of GSDP (above the mandated 3 percent of
GSDP FRBM threshold?) compared to the all-states average of 2.9 percent of GSDP during the mentioned
time period. Outstanding liabilities continued to remain elevated in the reference period at 29.8 percent of
GSDP, significantly higher than the all-states average (24.0 percent of GSDP).

Fig 5. Kerala’s debt and deficit are higher than the  Fig 6. Deficit has remained above FRBM threshold
national average (2015-2019)
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Source: RBI, MoSPI, WB staff calculations

5. Kerala’s own source revenues (tax and non-tax) have been gradually increasing over the past
decade, initially due to rising tax revenues until 2012 and thereafter due to increasing non-tax
revenue collections. Over the last ten years, average own source revenues stood at 8.1 percent of GSDP,
higher than the national average of 7.5 percent. On the expenditures side, current expenditures over the past
decade have remained almost the same as the national average (13.4 percent of GSDP). However, they have
gradually risen from under 12 percent of GSDP between 2006 and 2011, to above 13 percent over the past
nine years. In the past five years alone, current expenditures have exceeded the 14 percent of GSDP mark

2 The Kerala Fiscal Responsibility and Budget Management (FRBM) Act, 2003 was enacted to institutionalize
financial discipline, reduce fiscal deficit, improve macroeconomic management and strengthen fiscal prudence.
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every year. Capital expenditures, on the other hand, have been low and stable. Capital expenditures
averaged 1.3 percent of GSDP over the past ten years, much lower than the national average both as a
percentage of GSDP and as a share of total expenditures.

Fig 7. Own source revenues have risen since 2010 Fig 8. Capex is budgeted at 10% of total
expenditures for 2020-21

Percent

‘. Own State Tax Revenues . Own State Non-Tax Revenues ‘. Gurrent Expendiures . Capital Expenditures
Source: RBI, MoSPI
6. Kerala’s expenditures on human capital (health and education) are one of the highest among

large states in the country whereas it ranks the lowest on physical capital (infrastructure) spending.
The average from the last three years (2017-2019) indicate that:
e On education, Kerala spends the most (as percentage of GSDP) among large comparable states
with similar levels of per-capita GSDP. On healthcare, its spending is almost at par with the
national average.

e Onphysical capital, Kerala is the lowest spending state in the country (as percentage of GSDP).

Fig 9. Kerala spends higher on education than Fig 10. Kerala spends the lowest on physical capital
comparable rich states among all the Indian states
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3 Spending on education includes the government’s expenditure on education, sports, art and culture. Spending on
healthcare comprises of expenditure on medical and public health, family welfare and nutrition. Infrastructure
spending is made up of expenditure on housing, urban development, irrigation and flood control, water supply
and sanitation, energy, transport and communications, power projects.
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POVERTY AND INEQUALITY

7. Kerala is significantly exposed to COVID related shocks. In comparison to other Indian states,
Kerala has the highest fraction of workers employed in the construction sector. 80 percent of these workers
are casual wage earners with no social protections or paid leave. Additionally, 20 percent of Kerala’s
workforce is engaged in tourism and related sectors such as transportation and hotels and restaurants. These
sectors have been particularly affected by mobility restrictions. Daily data from Google Maps shows that
while Kerala’s workplaces, retail and recreational centers are reverting to normalcy faster than the rest of
India, the levels have not reached the pre-lockdown period. However, activities in groceries and pharmacies
in the state appears to have normalized to pre-lockdown levels. Moreover, due to the imposition of the
nationwide lockdown (end-March to end-May 2020), Kerala’s revenue receipts stood 30 percent below in
Q1 FY2020-21 vis-a-vis the same period in FY2019-20.% On the other hand, effort by the state government
to restrict the spread of COVID-19 increased overall expenditures by almost 16 percent in the corresponding
period — with a major chunk of it falling in the revenue spending category.

8. Kerala has experienced a steady decline in poverty since 1994 and is among the states with
lowest number of poor in India. However, Kerala has high inequality of consumption that has been rising
overtime.® Poverty rates in Kerala are particularly high for traditionally disadvantaged groups belonging to
scheduled tribes (ST) and scheduled castes (SC). In 2011, 39 percent and 16 percent of the state’s ST
population and SC population, respectively, were below the poverty line.® In comparison, the state’s overall
average poverty rate was 8 percent.
Fig 11. Kerala is among the states with lowest poverty level in India
Poverty at PPP $ 1.90 a day
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Note: The graph shows the changes poverty headcount based on consumption expenditure surveys.
Source: Consumption expenditure survey (2011-12), NSO.

9. In 2017-18, only a fifth of Kerala’s workers were engaged in the agricultural sector. The state
has almost equal shares of regular wage, casual wage and self-employed category of workers. Despite its

4 As per Kerala’s government economic review, tourism constitutes 10 percent of the state GDP and contributes a
little over 23 percent to the total employment in the state. It is also one of the major revenue-generating sectors for
the government. The COVID-19 pandemic induced lockdown badly hit the industry and consequently affected
government revenues and employment opportunities for the state’s workforce.

5> Consumption inequality is measured using the gini coefficient. Gini coefficient measures the dispersion of
consumption in the region. A gini of zero means everyone has the same average consumption. A gini of 1 means
only one person has all the consumption in the area and others have none.

® This is the most recent vintage of poverty data for SC and ST population in different Indian states.
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overall strong development indicators, Kerala has a low female labor force participation rate of 26.5 percent,
which is 3 percentage points higher than the national average. Moreover, female workers in Kerala, on
average, earned 5.3 and 3.8 percent less than their male workers in monthly salaries and daily casual wages,
respectively. This contrasts with a higher difference of 20.1 percent between males and females in monthly
salaries at the national level but almost the same (3.7 percent) when it comes to daily casual wages. The
rate of job creation in Kerala also lags the growth in working age population, especially for females.
Between 2011-12 and 2017-18 Kerala’s estimated population grew by 4 percent but the number of working
individuals in the state fell by 11 percent.

Fig 12. Kerala’s labor force participation has dropped over time for both males and females
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Note: The graph shows the labor force participation rates based on usual status for people above the age of 14.
Source: Employment Unemployment Survey (2011-12), NSO and the Periodic Labor Force Survey (2017-18),
NSO.

10. Kerala outperforms the rest of India in terms of its health and education indicators. Kerala
has the lowest maternal and infant mortality rates and incidence of stunting for children below the age of
five. In terms of education, Kerala ranks highly not only in terms of literacy rates but also in standardized
education test scores across a range of reading comprehension and arithmetic assessments.

Fig 13. Kerala is among the top performers in terms of infant mortality and literacy rates is India
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Note: The graph shows literacy rate among persons of age 7 years and above and the infant mortality rates,
defined as Infant Deaths per 1000 live births, across states.

Source: Literacy data: NSO (2017). IMR: Sample Registration System (2015-17), Office of Registrar General of
India.
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REVENUE MOBILIZATION AND TAX ADMINISTRATION

11. Kerala’s own tax revenue performance, while better than the Indian average, has been
improving slowly but is better than the Indian average. GST and VAT contribute the most, but scope
exists to collect more Land/Property based taxes. Sales Tax/VVAT collection has improved especially after
the launch of the GST.

12. Kerala is facing a number of challenges with GST. Though the introduction of the GST has
resulted in an upward trend in tax collection, significant risks remain such as non-filing of returns,
generation of fake invoices to claim input tax credit incorrectly and insufficient exchange of intelligence
between the central and the state GST administrations. These risks hamper the growth of overall tax
collections

13. Strengthening GST Policy and Administration. There are three key actions that the Government
needs to address going forward. Firstly, it should provide a diagnosis of the consumption tax base, the
distributional burden and the policy and compliance gap for GST. Secondly, it needs to support capacity
on identifying key areas of tax evasion using alternative data sources such as high value expenditure
surveys, third-party information from income tax and e-way bill data. And finally, it ought to conduct a
needs analysis of GST administration’.

14, Stamp Duty Reform. The 2020 budget introduced changes to the valuation system especially
building valuation, but going forward the Government needs to move to an ideal valuation system moving
from deemed values to the market value using (Value based on leases, Government leases, Declared Value
from transactions, Court Records and Asking process — advertisements).

PuBLIC FINANCIAL MANAGEMENT (PFM) SYSTEMS

15. The Government of Kerala has a fairly robust Public Financial Management framework and
the formal mechanisms and rules for financial accountability are generally sound. Some of the key
strengths include: (a) the oversight role of legislature deriving from the Constitution is well-established; (ii)
sound procedures for presenting and approving the budget and presenting the annual accounts and audit
reports before the Legislature; (iii) the annual budget including demand for grants and detailed budget
estimates are available in the public domain8. Like all states in India, department-wise budgets are prepared
in formats following a standard functional classification. The progress and expenditure information are
made available on the website of the State Accountant General on a monthly basis; (iv) systems and rules
for controlling and reporting on receipts and expenditures with Drawing & Disbursing Officers (DDOs), in
spending agencies submitting payment requests and the treasuries authorizing and electronically effecting
payments; (v) the Comptroller and Auditor General of India (C&AG) compiles the monthly and annual
accounts of State of Kerala and the audited financial statements and reports are made public within a period
of 10 -15 months after the close of the financial year. The financial statements present information on
financial liabilities and assets, notably on borrowings, guarantees, investments, loans and advances; (vi) the
audit wing of the C & AG also carries out the external audit. The independence of C&AG is guaranteed by

" This includes risk based compliance management, coordination between central and state GST administrations,
performance measurement — organizational and staff, training needs, taxpayer services and organizational structure
and effectiveness.

8 http://www.finance.kerala.gov.in/bdgtDcs.jsp
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the Constitution. The audit mandate is wide, which includes financial, compliance and performance audits9;
(vii) implementing of a core Integrated Financial Management Information System — IFMIS-Kerala,
supporting budget formulation, budget execution, payments and account preparation and the development
of links to other internal and external systems such as HRMS (Human Resource Management System),
WAMIS (works departments modules), RBI’s e-kuber, commercial banks and Gol’s PFMS (Public
Financial Management System). This has helped to introduce a system-based budgetary and financial
controls and improved the timeliness of financial information for budget utilization and accounting and
quarterly cash management controls; (viii) for transparency and equal opportunity, tenders are published in
newspapers & website and to address issues related to corruption, fraud and unethical behavior, Vigilance
& Anti-corruption Bureau, Kerala had been established in 1964. The state follows the “Arbitration and
Conciliation Act, 1996” and all the arbitration in the state are conducted in accordance with this Act.
Further, Kerala State Mediation and Conciliation Centre (KSMCC), an initiative of the High Court of
Kerala, provides for Mediation as an Alternative Dispute Resolution mechanism.

16. Public Financial Management and Accountability systems, processes and practices in Kerala
are fairly progressive but need further enhancements. The GoK’s PFM systems face a few challenges,
many of which are common to other Indian states. Study of GoK’s PFM systems signals (i) budget
credibility is undermined by adjustments in the budget during the year through supplementary grants and
to accommodate deficiencies in revenue projections. Budgetary processes have not yet sufficiently
internalized medium-term fiscal planning and focus on performance management with no effective
structure for commitment control®?; (ii) gap between revenue receipts and revenue expenditure has been
widening continuously along with constant increase in the share of committed expenditure in revenue
expenditure?; (iii) growing expenditure on Grant-in-aid institutions reflecting need for detailed assessment;
(iv) gaps in the GoK’s Debt and Cash management system; (v) expenditure overruns, off-budget
expenditures reflecting gaps in internal mechanisms and controls for effective budget execution; (vi) issues
with public investment management with lack of adequate project appraisal system and comprehensive
costing and comparison, and; (vii) low net yield under non-tax revenue.

17. Building a more resilient Kerala needs more efficient cross cutting PFM systems and better
performing public sector institutions. Stronger systems and processes will boost the returns on public
spending by tightening the chain from inputs to outputs. Going forward, the PFM system could greatly
benefit from initiatives to:

e strengthen macro fiscal function to support enhanced planning and budget credibility;

e expand budgeting techniques and strengthen decentralized participative planning and budget
preparation;

e improve the allocative efficiency of public investments through a more stringent cross-sector
vetting and prioritization process for high impact, affordable and ready projects, based on formal
and transparent criteria and reviews;

e strengthen administration of non-cash revenue;

%https://cag.gov.in/sites/default/files/audit report_files/Report No 1 of 2019 State Finance Audit Report Government of Ke
rala_0.pdf

10 During FY2017-18, 11 percent of the total budget allocation was surrendered at the end of the financial year, with 29.5 percent
savings under Capital portion. This is indicative of departmental constraints in assessing requirement of funds in heads of accounts
under their control.

11 Revenue deficit increased from Rs.15,484 crore in 2016-17 to Rs.16,928 crore in 2017-18. Share of committed expenditure in
revenue expenditure increased from 63 per cent in 2016-17 to 69 per cent in 2017-18.
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e strengthen cash and debt management;
e evolve State policy on commitment control along with procedures/ guidelines;

e enhance institutional capacity of the Department of Finance (DoF) in the area of PFM and Public
Procurement;

e strengthen performance of public institutions through pilot reviews and capacity building
initiatives;
e enhance IFMIS-Kerala with greater focus on data analytics, business process re-engineering,

system security, data storage facilities and Open Data Portal making key basic data accessible in
open, public and analysis-ready format; and

e improve the regulatory framework and institutional arrangements for public procurement through
revised PWD code, prepared draft Standard Bidding Documents (SBDs) for Works, Goods &
Services and standardize procurement manuals for Goods works and consultancy tailored to the
state context.

18. The Government of Kerala makes public the annual budget allocations and utilizations
details of the State Budget on adoption by the State legislature. The annual budget speech details the
budget strategies with due emphasis on the State’s development focus and fiscal position. The annual
‘Budget in Brief” discloses budgetary transactions and gives a broad picture of Kerala’s economy for the
last decade in comparison with that of all other states. It provides the information on the State’s various
resources, expenditure on development and non-development activities, and the annual plan outlays
earmarked under different sectors such as Agriculture, Education, Industries, Irrigation, and so on. In
addition, gender budget and child budget, detailed demand for grants, performance budgets, supplementary
budgets, audited state financial statements are duly made public. District-level budgets are also made public
through LSGIs, albeit with time lags. While initiatives have been taken toward budget transparency, the
GoK is yet to adopt a formal framework or policy for the same. The State has developed online systems for
departmental budget preparation; however, budget preparation remains an administrative process with very
limited decentralized participative planning. Further, no concreate efforts are underway towards citizen
awareness and engagement in budgetary process.

PuBLIC PROCUREMENT SYSTEMS

19. Public Procurement in the State of Kerala is governed by the Stores Purchases Manual dated
June 2013. The Manual forms the basis of public procurement in Kerala but is supplemented by specialized
codes in various sectors and departments. For example, the Public Works Department has its own PWD
Code. Procurement is carried out through e-procurement system accessed  on
https://etenders.kerala,gov.in/nicgep/app for all tenders above 50 Lakhs in value. The GoK have also signed
a Memorandum of Understanding (MoU) with Government e-market place (GeM) for procurement of
common use goods and services.

20. Kerala e-procurement system is fairly progressive compared with other states. Unlike many
states, GOK e-procurement system is an end-to-end system that includes supplier management, ident
management, e-tendering, contract management, e-payment and a management information system which
interfaces with other systems. Since 2013, GoK mandated the use of e-payment for collection of tender fees
and tender security and automatic refund of tender security online when tender is rejected.

21. The volume of public procurement in Kerala is significant relative to other states comprising
more than 5 percent of its GDP. In the last three years around 1,10,123 tenders valued at INR 35,755
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crores (US$ 5.36 billion) were issued annually. Around 50 percent of the tenders relate to public works.
The regulatory institutional framework for procurement is fragmented and implementation is highly
decentralized with around 14,300 procuring entities. Table 1 shows some salient statistics on the Kerala
public procurement system based on data published on its portal. This data is compared against the India
average figures.

22. No recent diagnostic of Kerala Public Procurement System exists. However, the World Bank has
completed assessment of procurement systems in six federal ministries and agencies and five states. Key
findings at all levels are similar with fragmented regulatory framework, lack of strategic needs assessment
and procurement planning, weak bidder complaints redress systems, contract execution delays and lack of
data analytics to inform procurement policy decisions. Kerala could benefit from similar systematic
assessment.

Table 1: Key procurement indicators

Indicator description Kerala India
Average

Average time given to bidders to submit their tenders 15 calendar days 18 calendar days
Average Procurement Cycle time (from advert to award) 141 calendar days 87 calendar days
for past 3 years
Tenders published 99percent 70percent
Tender results published >30<50percent <30percent
Tenders with single bid 60percent 14percent
Tenders awarded beyond validity 48percent 14percent
Average No. of bids per tender for works (Top 10 for 2019-20) 7 13

PuBLIC INVESTMENT MANAGEMENT (PIM)

23. The State of Kerala’s transition to higher middle income and reconstruction efforts require
a significant increase in capital expenditures as well as a strengthening of its public investment
management framework to improve the efficiency and resilience of these investments. With a
population of 33.4 million people and its rapid development has a significant infrastructure need,
compounded by the severe damage caused by the 2018 floods, estimated at USD $2.2 billion. Kerala’s total
annual capital expenditure of USD$ 1.7 Billion in 2016-2017 are hardly enough to fill the infrastructure
gap, let alone the recovery needs, despite the 50 percent increase since 2011-2012. However, this increase
in public investments needs to be associated with the strengthening of the public investment management
framework to deliver the expected development outcomes. The importance of delays and cost overruns of
infrastructure projects that are centrally funded suggest weaknesses in the current system and important
potential efficiency gains. The total cost overrun for centrally funded projects in Kerala worth more than
USD$21 million is estimated at 37.5 billion Rs (USD$ 535 million), representing a percentage cost overrun
of 16.5 percent, above the national average of 14 percent. *? In terms of delayed projects in months, Kerala
has 21 delayed projects with delays that range between 9 and 31 months. Furthermore, the substantial flood
damages to roads and civil works underscore the need to strengthen the resilience of the State’s
infrastructure, especially in the light of climate change. This is a core objective of the Rebuilt Kerala
Initiative and of this DPL.

24. Kerala’s public investment management framework is quite comprehensive, but its
effectiveness needs to be strengthened to deliver resilient and efficient infrastructure. The momentum

12 (Cost overrun is the anticipated cost — original cost of a project) / original cost of a project.
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and innovations of the RKI offer a unique opportunity to do so along the core PIM dimensions: (i) Project
appraisal is uneven. While there are strong assessment methodologies, including cost benefit analysis,
feasibility studies, demand analysis and environmental management plans, these are uneven across sectors
and with a large implementation gap. Furthermore, they do not take into account the assessment of the
infrastructure’s exposure to climate change and resilience. (ii) the independent review and vetting process
could be strengthened to improve the project readiness and impact. While a central review exists and is
done by the Kerala Investment Board, these do not cover all public investments nor are the results of the
reviews public. (iii) Project selection & budgeting could be strengthened to improve the prioritization of
affordable and high impact project and avoid drip funding which is a source of delays and cost overruns.
The important variation in capital budget outturns from an under-execution of 17 percent to an over
execution of 9 percent between 2015-2016 and 2016-2017 affects budget credibility and point to
weaknesses in project costing and budgeting.

25. Kerala needs to strengthen its public investment management framework to make it more
resilient, efficient and participatory by mainstreaming and institutionalizing the innovative approach
introduced in the RKI initiative and its reconstruction efforts. This could be achieved by revising and
expanding the policy and processes of the Kerala Infrastructure Investment Fund. It would further help
mitigate the fiduciary risks arising from the large and ad-hoc reconstruction initiative and processes while
enhance the resilience of the State and its upstream PFM/ PIM systems in line with the project development
objective (PDO) of the World Bank’s operation beyond the sectoral approach. **

26. More specifically the main findings of the quick Public Investment management assessment are as
follows:
27. Bridging the infrastructure gap to sustain Kerala’s growth will require a quantitative and

gualitive jump in public investments. Kerala has made important progress in socio-economic
development to date and is distinguishing itself by its high human development. Going forward its transition
to higher income status will require a quantitative and qualitative jump in infrastructure, constrained by low
levels of public investments (2.3 percent of GSDP in 2016-2017 and a lower bound estimate of 1.3 percent
for 2017-2018 based on the latest budget data). It is low by Indian standards, the national average is 5
percent of GDP while the average of States is 4.3 percent of GSDP, as well as by international standards.
Emerging economies such as Mexico spend an average of 4 percent of GDP and Colombia and Thailand
up to 6 percent of GDP. The Government recognizes this public investment gap and has established the
Kerala Infrastructure Investment Fund Board (KIIFB) to help address it but this might not be enough.
Leveraging more private infrastructure finance is another solution in light of largely untapped potential.
The current level of public-private investment is very modest (6 projects totaling USD 365 million).

28. Enhancing the allocative efficiency of public investments to maximize the socio-economic
development impact. These scarce resources are spread thin across an ever-growing project portfolio
reflecting institutional fragmentation and bottom up approach to project identification. Capital budget
allocations seem to be more driven by the recurrent demands of the numerous constituencies, agencies and
SPVs rather than by the evolving cross-cutting development priorities of this emerging economy or by the
socio-economic impact of the projects. The over concentration of public investments in one subsector such
as roads (35 percent) even though the State’s road network is three times denser than the national average

13 Resilient Kerala Program Development Policy Operation (P169907).
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(already very dense) is an illustration of the potential to improve allocative efficiency through a more
strategic and stringent appraisal and prioritization framework.

29. The resilience of Kerala’s infrastructure needs to be improved considering its high exposure
to climate risks (Maplecroft Climate Vulnerability Index). Climate related extreme weather events such
as floods, damaged a substantial share of the State’s assets in 2018 and require USD 3.5 billion for
reconstruction, equivalent to more than half of the 2018-19 Annual State Plan outlay. The frequency and
severity of such extreme weather events and losses is expected to increase due to climate change based on
the IPCC scenarios. The Public Investment Management Framework would benefit from being upgraded
to become more climate informed, through a systematic screening of the climate risk exposure and
resilience of major infrastructure projects.

30. The operational efficiency of Kerala’s public investments has room for improvement
considering the important implementation delays and cost overrun of projects, affecting their socio/
economic return. Centrally sponsored projects have on average a cost overrun of 16.5 percent vis-a-vis 21
percent for State sponsored schemes. These are conservative estimates based on the data available as many
projects do not even report the amount of cost overruns in the financial accounts and CAG’s reports.
Implementation delays of State sponsored projects are very high, reaching an average of 24 months
compared to their initial schedule. These delays and cost overruns significantly reduce the return on the
State’s investments.

31. Transparency and accountability of public investment management are improving,
leveraging the State’s strong social capital, ICT competencies and the innovative and participatory approach
introduced by RKI. KIIFB is publishing its projects on its Website. In the wake of the post disaster
assessment the Kerala State IT mission started mapping public and private assets, which could form the
backbone of the State’s public investment and asset database to be developed.
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ANNEX 1: FISCAL AND SOCIAL CHARTS
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Note: The graph shows the changes in gini coefficient based on household consumption expenditure surveys.
Source: Consumption expenditure survey (2011-12), NSO.

Changes in mobility trend based on Google’s location data
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Note: The graph indicates percent change in mobility levels relative to the median mobility value, for the
corresponding day of the week, during the 5-week period Jan 3—Feb 6, 2020. The peaks in residential and workplace
curves occur due to the day of the week being Sunday.
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Source: Population projections from Office of Registrar General of India. Total workers are calculated by
multiplying the worker population ratio with population projection estimates. Worker population ratios at the
state level are estimated using the Employment Unemployment Survey (2011-12), NSO and the Perodic Labor
Force Survey (2017-18), NSO.

Exposure to COVID-19 vulnerable sectors
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Note: The graph shows fraction of services and construction sector workers in rural areas across states.
Source: Periodic Labor Force Survey, NSO (2017-18).

Collection from stamp duty and registration fees in Kerala has not kept up with GDP and has
dropped in real terms
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Kerala collects only 1800 million (180 crores) in Property Tax while the best performer Madhya
Pradesh collects three times more. There is scope for more revenue from Property Tax in Kerala.

Kerala Urban Immovable Property Tax (Real 2011
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GST and VAT contribute the most to revenues, but scope exists on land & property-based taxes
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ANNEX 2: GOVERNANCE INDICATORS

I. Public Investment Management (PIM)

Total public investment (Rs. and USD RS.145 bn [Total public investment (percent 2.3percent
billion) (2016-17)' USD 2.0 bn [GSDP) (2016-17)"
Total Capital budget Expenditure (2016- | RS.101.2 bn |Capital expenditure overrun (2016- 109.4percent
2017) (Rs. and USD billion)™ USD 1.5 bn |2017) (percent )V
Private infrastructure finance (2018)" USD 365mi. (Centrally sponsored schemes (in value 87;USD

6 projects  [and number, Capital Account)" 29mi.
Cost overrun of State sponsored 21.0percent [Cost overrun of Centrally sponsored 16.5percent
infrastructure projects (percent )" infrastructure projects (percent )"
Gross Fiscal deficit (percent GSDP) 5.0percent [Total debt stock (percent GSDP) 30.2percent
(2016-2017)* (2016-2017)*
Net Devolution and Transfer of 31.3percent |Grants from the State to LGUs (percent | 7.2percent
Resources from the Union (percent of of revenue)™
revenue)”
Disaster risk exposure (Verisk 2.0 Human Development Index (2017)* 0.784
Maplecroft)*"
Losses due to natural disasters (percent 6.5percent [Firms expected to give gifts for | 77.9percent
GSDP)™ government contract (percent, 2014)*"!

I1. Procurement

percent of contracts processed online

Efficiency:
I/Average procurement cycle time (time
taken from tender invitation to award)

percent of contracts processed through
open tendering method(s)

Competition:
IAverage number of bidders in
procurement

Access to information:

(i) percent of tender notices published
(ii) percent of contract award
information published

IAverage payment period to the bidders

percent of contracts completed on time

I1l. Human Resource Management

Core Public Sector Employment as a
proportion of total employment

Automated transfer of information
between the Payroll System and the
Integrated Financial Management
System (IFMIS). [Yes/No]
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Total Public Sector Employment
(including SOE’s) as a proportion of
total employment

Percentage of total civil servants in the
administration engaged as Contractors
or outsourced personnel.

Total number of 1AS officers/ IAS
officers as a percentage of total
population

Weighted average level of education of
civil servants [0-4] considering the
following weights: No formal
education =0, Elementary education=1,
High school education =2, College
education=3, Graduate degree =4.

Total number of State Civil Service
officers/ State civil servants as a
percentage of total population

Does the state have a human resource
policy (Yes/No)

Wage bill of public sector employment
as a proportion of total government
expenditures

Does a functional HRMIS System exist
[Yes/No]

Gender profile of public sector
employment

IV. Tax Administration

Own State Tax/GSDP

Number of tax arrears cases pending as
of March 31

Total number of tax returns
submitted/Total number of registered
taxpayers

Total tax appeals pending at 31 March

Number of delinquent taxpayers/Total
number of tax returns submitted

Number of available online tax
services

Percent of tax audits conducted annually
(measured against the statutory
requirement).

Reduction in the VAT gross
compliance gap

Total number of tax auditors working
with the tax administration

V. Public Financial Management (PFM)

Total accrued expenditure as a share of
total budgeted expenditure and Total
actual revenue as a share of total
forecasted revenue.

A cash management policy and
procedures, including the calculation
and enforcement of liquidity buffers, is
in place

Transfers or grants (mandatory and
discretionary) received from the Union
Government by the subnational (State)
government (subtracting grants made to
municipalities in the case of states), as a
share of total subnational (State)
revenue.

Management of domestic and foreign
debt and guarantees. It seeks to identify
whether satisfactory management
practices, records, and controls are in
place to ensure efficient and effective
arrangements.

Total unpaid verified obligations from
the previous fiscal year as a share of
total expenditure.

The extent to which expenditure
budgets are developed for the medium
term within explicit medium term
budget expenditure ceilings

Service delivery performance
information in the executive’s budget

proposal or its supporting documentation

and in year-end reports

Effectiveness of budget cycle, budget
preparation guidelines and participation
by relevant stakeholders in the budget
preparation process.

Comprehensive fiscal information
available to the public based on
specified elements of information to

An integrated system providing real-
time information on the budget, and
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which public access is considered treasury, accounting, debt, and revenue
critical. transactions is in place.

System of economic appraisal, selection,
costing, and monitoring of public
investment projects by the government,
and publishing of progress information,
with emphasis on the largest and most
significant projects.

The State published annual financial
statements are complete, timely, and
consistent with generally accepted
accounting principles/standards

and reporting requirements established
by the Union level.

I Government of Kerala government statistics (2016-2017). Includes the sum of capital outlay, KIIFB revenue, externally aided projects and centrally planned
schemes. 1 USD = 70.5 RS.

" bid.

iii Reserve Bank of India and staff calculations.

V'1bid. Ratio of actual capital expenditure to capital budget estimates (using PEFA methodology).

V Database of Infrastructure Projects in India 2018.

Vi Kerala Finance Accounts (2018). CSS/Central Plan expenditure in capital account, part of capital outlay.

Vil Ministry of Statistics and Programme Implementation (2018). Indicator refers to the original cost divided by the anticipated cost.

Vil Ministry of Statistics and Programme Implementation (2018). Indicator refers to the original cost divided by the anticipated cost.

X Reserve Bank of India (2018). Gross fiscal deficit is aggregate expenditure (aggregate disbursement net of debt repayments) minus revenue receipts, non-debt
capital receipts.

* State Planning Board, Kerala Economic Review (2018).

X Reserve Bank of India, current Rs. Net refers to Gross devolution and transfers minus repayments of loans to center and interest payments on loans from center.
Total revenue is the sum of total revenue receipts, recovery of loans and advances, and miscellaneous capital receipts per RBI methodology.

Xii Reserve Bank of India, current Rs. Total revenue is the sum of total revenue receipts, recovery of loans and advances, and miscellaneous capital receipts per RBI
methodology.

Xiit \/erisk Maplecroft (2018). The Climate Change Vulnerability Index evaluates the susceptibility of human populations to the impacts of climate extremes and
changes in climate over the next three decades. It combines exposure to climate extremes and change with the current human sensitivity to those climate stressors and
the capacity of the country to adapt to the impacts of climate change. The index score is presented on a scale of 0-10, where 0 represents highest risk and 10 represents
lowest risk. For Kerala, the average of the following five cities was taken: Kochi, Kollam, Kozhikode, Thiruvananthapuram, and Thrissur.

XV World Bank (2017). Average of the subnational values of three dimensions: education, health and standard of living. In its official version defined at the national
level, these dimensions are measured with the following indicators: Education measured with the variables Mean years of schooling of adults aged 25+ and Expected
years of schooling of children aged 6; health measured with Life expectancy at birth and standard of living measured with Gross National Income per capita (PPP,
2011 USD).

* UNDP (2018). Kerala Post Disaster Needs Assessment.

i World Bank Enterprise Surveys (2014).
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