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CHAPTER IV
CONCLUSIONS AND SUGGESTIONS
The present study entitled ‘A study on the Management of public expenditure by the Government of Kerala’ is focused on the ever increasing public expenditure of the State of Kerala and is an attempt to identify the important variables responsible for the alarming growth of public expenditure and also to sort out the ways through which the Government of Kerala can escape from the worsening fiscal conditions. 
 The preliminary part of the study was intended to have an overview of the present fiscal situation of the State of Kerala.  The major observations obtained from the analysis of the data, from this perspective, can be briefed as follows. 
 1 The   Public Expenditure of Kerala is predominated by the Revenue Expenditure, which accounts for about 94 percent of the former, on an average, as against a relatively insignificant share of 6.27 percent which Capital Expenditure bears to Public Expenditure.
  2 The budgetary imbalances started worsening since the late 1980s which eventually turned into an economic and fiscal crisis from the late 1990s.
3 The Revenue Deficit which stood at a negligible figure of Rs 28 core in 1980-81, galloped to the huge figure of Rs 5023 crores in 2009-2010, recording a Compound Annual growth Rate (CAGR) of 19.59 percent as against13.64 percent of Total Revenue Receipts (TRR) and 14.67 percent of Total Revenue Expenditure (TRE), in a thirty year period
4 Total Revenue Expenditure (TRE) grows much faster than the Total Revenue Receipts (TRR)
Sector wise findings
 A   General services Sector
5 The Total Revenue Expenditure (TRE) of the state is composed of four major components of which the General Service Sector is more dominant. It accounts, on an average, about 42 percent of TRE and registers a CAGR of 14.93, much more than that of TRE. 
  6 Organs of state under General Services records a moderate CAGR of 12.06 percent as against 14.93 percent of General Services and 13.47 percent of TRE. Administration of justice, registering a CAGR of 13.01 percent, is the fastest growing component and the major item of expenditure constituting organs of state
7. Fiscal Services records a growth rate of about 13 times in a twenty year period and with a CAGR of 14.56 percent as well. Among its constituents, The Other Fiscal Services occupies the dominant position with a formidable CAGR of 14.56 percent
8. Interest payment is one of the predominant components of General Services and that of TRE.It is the second the largest component contributing to the massive growth of revenue  massive figure of 5567.93 crores in 2009-10;with an increase of about 16 times and a CAGR of 15.84 percent in a twenty year period. The rising debt-service obligation is thus a key threat to sustainable development and intergenerational equity. 
9. Administrative Services, following the growth trends in its components registers a moderate    compound Annual Growth Rate of 13.02 percent. Since it is mainly constituted of Non-Plan expenditure, it is more likely to step up in future, as there is already a sudden spurt from 2007-08 onwards.
 10. Pension is one of the prime factors contributing to the massive growth of public expenditure of Kerala. It accounts for about 20 percent of TRE with a formidable compound Annual Growth Rate of 15.72.Pension payments jumped to Rs 5363.94 in 2009-10 crores from Rs 334.62 crores in 1990-91, recording a menacing 16 times increase in a period of twenty years. Interest and Pension are the dominant components under this Sector

B.  Social services sector
11.  The Social Services Occupies the second slot with an average share of about 37 percent in TRE Social Services rising steadily from Rs. 1274.81 crores in 1990-91, peaked at Rs 10467.1 0 crores towards the end of 2009-2010, showing a moderate CAGR of 11.72 percent during a period of two decades, which at present does not seem to be as alarming as it grows at a slower pace when compared to the CAGR of TRE and the other components.

12. Education Sports Arts and Culture is the prime contributory factor to social services, accounting for about 60 percent of the total. It registers a consistent growth throughout with a CAGR of 11.35 percent, which at the moment does not seem to be not so threatening as it is much lower that the CAGR of TRE and TRR. 
13. The principal contributory factor to Education Sports Arts and Culture is General Education. Though the growth of General Education (CAGR 11.35 percent) doesn’t seem to be a matter of concern, its size that really matters. It accounts for about 93.46 percent of Education Sports Arts and Culture and 21 percent of TRE

  13. Health and family welfare is constituted of Medical and Public Health and Family Welfare of which Medical and public Health seems to be more dominant in terms of size and rate of growth. On the whole, following the trend of its major component, Health and Family Welfare registers a moderate growth with a CAGR of 11.39 percent. 
 14.  Water Supply, Sanitation Housing and Urban Development shows a moderate growth with a CAGR of 12.39 percent. This is primarily due to the overwhelming presence of its fast growing component namely Urban Development, which has a CAGR of 24.44 percent
15. Information and Broadcasting shows a sluggish growth rate (CAGR 11.15 percent) and smaller size when compared to TRE. This is not an item of concern as it impacts only a negligible influence on the composition of total revenue expenditure 
16.  The heaviest and that the most influencial   component of Social Services is Education Sports, Arts and Culture .And Education Sports, Arts and Culture is virtually composed of General Education. Therefore the stand out expenditure under this head is General Education.







C   Grants –in-Aids and contributions
17 Grants – in -Aids and Contributions, which registers an alarmingly high CAGR of 25.69 percentage and remarkable increase in size, is likely to be an expenditure of concern for the upcoming years. 
 D   Economic services Sector
18   Economic Services registers a moderate CAGR of 11.59 percent, much lower than the CAGR of both TRE and TRR . But a relatively huge share of about 13 percent, on an average in TRE, it becomes an important item to reckon with.
19  Of the 9 constituents, Agriculture and Allied Activities, Transport and Rural Development are the major contents    of Economic Services.           Following the trend of Economic Services , Agriculture and Allied Activities increases by fits and starts with a restrained growth rate of 12.53 percent	Rural Development registers a relatively low growth rate though it has a decent share in the total.  
20 Transport, recording a remarkable CAGR of 15.34 percent, grows much faster than TRE. More over it bears a sizable share in the total. Roads and Bridges is its chief contributory which, too, is surging ahead with a CAGR of 15.46 percent.
Findings based on the Factors affecting the growth of public expenditure
21 The Average Annual Growth Rate (AAGR) of both Total Revenue Expenditure and Total Revenue Receipts is more or less the same, that is, 13.49 percent and 13.68 percent respectively while the Average Annual Growth Rate of Revenue Deficits is 18.65 percent (1990-2010). The increased AAGR of RD is an indication of further widening the gap between revenue and expenditure   It is further observed that the correlation coefficient between the two is 0 .99; which means that revenue is an important factor leading to a rise in expenditure and vice versa. 
22 Public Debt is having more Annual Growth Rate than revenue expenditure and therefore has its AAGR at 15.44 percent, which is much higher than the AAGR of TRE. Though there is marked difference in their AAGR, both of them grow more or less in the same manner to have a perfectly positive correlation  of 0 .99, showing that public debt is an important factor responsible for the growth of revenue expenditure. 
23 Salary accounts for about 37.46 percent of TRE, on an average. The ever increasing trend and the huge size of salary, undoubtedly, contribute to the massive growth of public expenditure. This fact is established by the correlation coefficient of 0.99between salary and TRE. More over in absolute terms salary is reckoned to be an item of concern for the upcoming years, as the polynomial projections show that by 2015, salary is likely to cross the mammoth figure of Rs 17000 crores mark (Figure3.20).
24 Interest Payments Play a decisive role in the escalation of public expenditure because of its conspicuous growth (AAGR17.63 percent)  and huge size(17.63 percent of TRE). The correlation coefficient between Interest and TRE is as high as 0.99, signifies the fact that Interest Payments Play a decisive role in the escalation of public expenditure. Interest is likely to get past  the massive figure of Rs 8000 crores by 2015,rendering it an item of  ominous proportions.
25. An alarmingly high Average Annual Growth Rate of 16.50 percent coupled with a relatively sizable share in the total of about 16 percent,    Pension Payments turns itself into one of the prime factors influencing the growth of public expenditure of Kerala. The correlation coefficient of 0.99  bears out the solid influence   of pension  on public expenditure .The polynomial trend too support this view as the projected value is likely to reach the huge figure of Rs 9000 crores by 2015 .
26. Salary Interest and Pension together account for about 70.40 percent of TRE and eat away about 85 percent of TRR. More over these components grow much faster than TRE. All these signal the menacing growth rate and magnitude of these components which would further widens the gap between revenue and expenditure to intensify the financial crisis facing the state. 
27. The non-plan revenue expenditure represents about 84.22 percent of TRE on an average.       The plan content ,on the other hand, represent only a small proportion of the total, averaging at 15. 78 percent .As  figures show, TRE is mainly composed of the non-plan content .The non-plan revenue expenditure represents expenditure on account of past commitments and hence the Govt cannot do away with it. They tend to step up to towering heights to upset the revenue expenditure equilibrium. Thus, they really impact the direction and movement of TRE.
 Findings Based on the Public Expenditure Management Practices of Government of Kerala
1.  Arbitrary estimate of expenditure	
The incremental system of budgeting, based on previous year figure, followed by the Government of Kerala results in discretionary margin and unrealistic estimates of expenditure for the coming year. The system may even permit funds to be allotted for works which have already been completed. These arbitrary and unrealistic estimates contribute significantly to the fiscal drain of the state.
2.  Inadequate accounting system
The traditional The cash system of accounting followed by the Government of Kerala fails to depict a realistic picture of state finances. Unrealistic accounting figures causes inaccurate estimate of expenditure and consequent fiscal crisis. 
3.  Poor Legislative Control over expenditure
 Political considerations play decisive role in the process of legislative sanction of expenditure in Kerala; the legislature at times fails to uphold the sanctity of legislative sanction while voting for expenditures there by giving a clean chit to huge unjustifiable expenditure commitments. 
4.  Inadequacies of financial auditing	
The audit by the Comptroller and Auditor General (CAG) is tradition bound and fails to facilitate an external quality control review. Thus financial auditing fails to ensure reliability, transparency and public accountability and becomes an exercise of mere statutory compliance. 
5.  Stagnant and tradition bound organisation
The survey reveals that the spending agencies of the state are still managed in conventional styles, subject to numerous bureaucratic formalities, without market prudence or professionalism which are quite essential to survive in a changing world order
6.  Lack of professionalism and market orientation
As brought out in the survey, the financial administrative machinery of the state is very rigid and inflexible. This causes much delay in the implementation process and results in loss of money particularly when new changes are introduced.  The spending agencies in the state do not seem to be professional in approach; nor do they follow the principles of professional management such as explicit standards and measures of performance, emphasis on private sector styles of management practice as so forth.
7.  Lack of transparency in financial operation and financial reporting
The topic of public finance is kept under the veil of official secrecy and that it is obscure and opaque. Fiscal Transparency can make the government more accountable for the implementation of fiscal policy and thereby strengthen credibility and public understanding of economic policies and choices and significantly enhance the quality of budget data. 
8.  Inadequate Public Expenditure Review System and
 Public Expenditure Review (PER) has not yet been perceived as a state level priority in Kerala which makes it difficult to bring the entire expenditure of each function including plan and non-plan covered by PER. 
9.  Others
The practice of the government to make token provisions for projects / programs without finalising their budget cost, time frame and technical as well as administrative aspects, results in unnecessary escalation of expenditure. For example provision made at the end of the financial year to civil construction works as supplementary grants or extra budgetary provisions.
Government provides Grants-in-Aid to hundreds of autonomous bodies and institutions every year without ensuring that the expenditure is incurred for the intended purposes and timely accounts are submitted. In many cases these bodies continue to receive grants for long periods and even when they are financially sound.
The government in Kerala seems to have been spending a lot of money for concessions, allowances, credits, etc called Tax Expenditures, which would have otherwise been recorded as ordinary expenditures. Accordingly there is every possibility of them being beyond the scrutiny of the budget.
From the analysis and findings it follows that, for Government of Kerala PEM is a sine-qua-non for growth and survival, taking into account the gravity of the financial crisis the government faces and the ensuing challenges the government has to encounter, particularly in a market economy. The government should know its income and outgo and consolidate its fiscal position accordingly. 

Major Suggestions
1. 	Interest Payments are the major contributories to the growing fiscal crisis of the state because they are instrumental for creating a debt deficit spiral every year.. The government should see that it borrows money only on the basis of affordability and sustainability and not on availability .More over make adjustments in the interest rates according to the rates of inflation and make interest rates variable as in the case of private loans.
2 	The existing debt swap schemes are to be revamped so that the high interest debt components can be replaced completely with lower interest rate components within a short span. This will give much relief to the interest burden of the State.
3 The legislative committee system should be further strengthened to ensure that money is borrowed only on the basis of need and affordability.
4 Pensions have a regular flow like salary bills and that pension payments cannot be postponed. Therefore ad hoc expenditure cuts or compressions are not a solution.
5 The government may make use of, electronic transfers for ensuring reliable documentation. The evaluation system should be strengthened to ensure that the needy are getting the benefits..
6 Pension plans may be linked with growth funds having insurance coverage. The individual market capitalisation system and the multi-pillar old age pension schemes seem more useful for this purpose. 
7 The Government can also consider raising the retirement age of employees, to defer the pension burden which will help to improve the financial position in the short run. 
8 It is highly urgent to shift towards contributory pension system instead of the present system of statutory pension.
9 Suitable measures should be implemented on a war footing to contain this ever increasing component of Revenue Expenditure, salary. This may include reduction in the hierarchies, contract based employment, outsourcing, performance based remuneration and other private sector style management practices.


10 Quarterly monitoring of Interest Payments, Pension and Salary Expenditures including ad hoc controls have become imperative. The spending agency must be prudent enough to see that the funds are seldom allotted to this category through supplementary grants; instead it is allotted only through annual budgetary allocations. Moreover, Interest Payments, Pension and Salary should be brought under thorough Public Expenditure Review.

11 The lion’s share of the total expenditure of the State goes towards the payment of interest, salary and pension. Only a negligible amount is available for capital expenditure.  Unfortunately the State of Kerala is able to utilize only less than 10 per cent of the expenditure for developmental requirements. Since capital expenditure offers future revenue and in turn future relief from the debt problems, the Government should give due attention to raise the volume of capital expenditure.
12 General Education is in the nature of a productive expenditure. It results in the creation of human capital which may in turn bring about equitable distribution of income and wealth. Hence instead of mere expenditure compressions or cuts, the orientation should be on reprioritisation and rationalisation of this expenditure head. The unutilised capacity in both primary and higher education due to shift in preference from government education to private education should be fully utilised.
13 This huge imbalance in the mix of revenue and capital expenditures should be properly negotiated. The sanctity of legislative sanction should be upheld while releasing money to the aided institutions. There should be a separate legislative committee to monitor the outlays on GE. 
14 Steps should be taken to control the growth of public debt, for rising public debt increases the interest burden which would step up public expenditure.
15 The preponderant non-plan expenditure needs to be correctly monitored.
16 The State Government must take appropriate measures to increase its revenue. As there is always an optimal limit for taxation, the way out for the State Government is to increase its non-tax revenue as much as possible by exploring untapped sources. The share of central transfers should also be enhanced by the Central Government


General Suggestions for Strengthening the Public Expenditure Management Practices of Government of Kerala
17	The incremental system of budgeting, based on previous year figure, followed by the state government results in discretionary margin and unrealistic estimates of expenditure for the coming year.. This systemic weakness may be overcome by adopting Zero Based Budgeting or Performance Budgeting or integrating parts of which with the current budgeting system. 
18 To furnish a realistic picture of the state finances, the cash system of accounting followed in government may be replaced by the accrual system of accounting.  To be more conservative, the receipts may be continued to be recorded on cash basis while expenditure, assets and liabilities should be recorded on accrual basis. For the government balance sheet prepared on the accrual basis of accounting would indicate the true net worth.
19   The legislative control in the state over public expenditure needs to be tightened by a greater use of the legislature’s own powers and strengthening its committee system. The legislators should uphold the sanctity of legislative sanction while voting for expenditures.   
20	The Central Government shall set up new auditing standards to be followed at the national / state level.  The audit by the Comptroller and Auditor General (CAG) should undergo external quality control reviews.. Thus the ultimate aim of the audit should be to improve reliability, transparency and public accountability instead of the mere compliance to the statutes.
21     Restructuring and Re-orientation of Spending Agencies aiming at customer orientation and seek make the public services client/citizen driven. 
22	The government should see that the spending agencies in the state are going professional in approach, by embracing private sector styles of management practices. They may also be made commercial in approach for this would enable them to take decisions on the basis of market principles including competitive bids and contracting out. The government should also examine the possibility of public-private partnerships in the process of shared decision making. 
23	The government can make extensive use of FMIS by building physical and financial database on an online basis for the purpose of controlling aggregate spending, strategic prioritisation of expenditures across policies and better use of budget resources.  

24	Suitable legislation should be enacted by the state government incorporate vital elements of transparency in the governmental fiscal operations, for transparency gives way to accountability. . The IMF has given a code of Good Practices on Fiscal Transparency. They are a. Clarity of roles and responsibilities, b. Public availability of information and c. Open budget preparations, execution and reporting.
25	The government should perceive Public Expenditure Review (PER) as a straight level priority and the entire expenditure of each major functions including plan and non-plan should be covered by PER. It should address the fundamentals of expenditure policy issues, management efficiency and required database. For public expenditure reviews are of paramount importance in scientific management of expenditure.

26	Since the share of capital expenditure in total expenditure is getting narrowed down year after year, there should be proper change in the mix and composition of the total expenditure.  The government should, therefore, aim at reprioritisation and rationalisation of current pattern of expenditure with the resultant savings to create capital assets.. 
27	The practice of the government to make token provisions for projects / programs without finalising their budget cost, time frame and technical as well as administrative aspects should be given up. Similarly practice of the government determining the non plan revenue expenditure first before raising the necessary revenue, should be abandoned. For these practises seemed to have been resulting in unnecessary escalation of expenditure. 
28	Government provides Grants-in Aid to hundreds of autonomous bodies and institutions every year without ensuring that the expenditure is incurred for the intended purposes and timely accounts are submitted. Government should come out with a very clear policy on the nature, quantum and extent to which support should be granted to  each category of institutions. 
29	The government should improve efficiency in expenditure and ensure greater decentralisation of service delivery functions to the local self governments. This may be achieved by time sliced release of funds to the local bodies on the production of utilisation certificates and other reliable evidences of funds used.
30	. The government shall facilitate appropriate and transparent allocations of public expenditure among competing priorities.
31      Extra budgetary provisions should be made transparent and valid. 
32      The state government should see that tax expenditures like concessions, allowances, etc. are exposed to extensive analysis and scrutiny. 
In short, there cannot be any disagreement on the need for fiscal correction and reforms aiming to contain expenditure and augment revenue. This should be done on a time sliced basis. The fiscal consolidation will, once implemented and strictly followed, take its own course to achieve financial robustness. Therefore the State government should prepare and implement a fiscal recovery plan very urgently to save the State from future economic disasters.
















