Public Debt Framework for Kerala, India: Fiscal Sustainability, Institutional Reform and Intergenerational Equity
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	ABSTRACT

Background: Persistent deficit financing and the increasing burden of interest payments suggest that a considerable proportion of public borrowing is being utilised to support current expenditure rather than productive capital investment. Furthermore, interest obligations consistently account for nearly one-fifth of total revenue receipts, thereby constraining the fiscal capacity available for developmental and growth-oriented expenditure.
Aims: This review attempts to examine the theoretical foundations of public debt management and analyses the evolving debt profile of Kerala within the broader framework of fiscal sustainability.
Methodology: Data on fiscal and debt indicators, structure, composition and growth of public debt in Kerala over the years since 2001 has been used for the discussion. The databases of RBI, Kerala state budget documents and Economic Review of various years are the major data sources used here for the purpose.
Results: A comprehensive and forward-looking public debt management framework that balances welfare commitments with fiscal sustainability is very important for Kerala. Institutional reforms such as a dedicated Public Debt Management Office, regular public disclosures, independent audits, and fiscal council reviews would strengthen fiscal credibility and investor confidence. Kerala must link borrowing with long-term economic transformation. Kerala’s debt policy must move beyond narrow deficit management towards a broader institutional framework rooted in transparency, accountability, growth orientation, and intergenerational equity. 
Conclusion: A well principled fiscal architecture will help Kerala to preserve its welfare achievements while ensuring long-term fiscal resilience and sustainable economic transformation. 
[bookmark: _Hlk230935974]Study significance: Studying public debt and fiscal sustainability have a great economic importance, especially given the increasing debt of countries in general and developing countries in particular, which jeopardizes the economy and growth if it exceeds reasonable limits, thus predicting crises and further debt accumulation. 
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1. INTRODUCTION 
Public debt occupies a central place in contemporary fiscal policy because governments increasingly rely on borrowing to finance developmental expenditure, welfare commitments, and macroeconomic stabilization. In developing federal economies such as India, state governments often face structural fiscal pressures arising from limited revenue autonomy, rising social sector obligations, and growing infrastructure requirements. Kerala represents a particularly important case in this context. The state has historically pursued a welfare-oriented development strategy characterized by high public expenditure on health, education, social protection, and decentralized governance. Although this model has delivered notable human development achievements, it has also generated persistent fiscal stress and rising public debt.
Kerala’s public debt has evolved into one of the most critical dimensions of its fiscal policy. Since the early 2000s, the debt–GSDP ratio has remained elevated, averaging around 30 per cent and reaching nearly 40 per cent during the pandemic before moderating to approximately 34 per cent in recent years. The composition of debt has also changed significantly. SDL now constitute nearly seventy five percent of total liabilities, while institutional loans and central assistance have declined in its relative share. In addition, off-budget borrowings now through KIIFB and guarantees extended to public sector undertakings (PSUs) have created significant contingent liabilities that are not fully reflected in headline debt figures.
Consistent deficit budgeting and the growing interest burden indicate that a substantial portion of borrowing is being used to finance current expenditure rather than productive capital formation. Interest payments consistently absorb nearly one-fifth of revenue receipts, thereby reducing the fiscal space available for developmental expenditure. This trajectory raises concerns regarding fiscal sustainability, refinancing risks, and intergenerational equity. 
Against this background, this paper argues for the formulation of a comprehensive public debt framework for Kerala. Such a framework should integrate debt sustainability analysis, fiscal risk assessment, transparency mechanisms, institutional reforms, and a clear linkage between borrowing and productive investment. This manuscript attempts an analysis of Kerala’s growing public debt and its implications for fiscal sustainability, economic stability, and intergenerational equity and to highlight the need of an integrated debt management framework that combines transparency, institutional reforms, fiscal discipline, and growth-oriented borrowing strategies. This assumes policy-relevance by offering practical recommendations for strengthening Kerala’s fiscal architecture while preserving its welfare-oriented development model. The paper is organised into five sections. The first section discusses the conceptual meaning and significance of a public debt framework. The second examines the theoretical foundations of debt sustainability. The third analyses Kerala’s debt trajectory and fiscal challenges. The fourth proposes the major components of a comprehensive debt management framework for Kerala. The final section concludes the discussion with policy implications.
2. PUBLIC DEBT FRAMEWORK: CONCEPT AND SIGNIFICANCE                     Studying public debt and fiscal sustainability have a great economic importance, especially given the increasing debt of countries in general and developing countries in particular, which jeopardizes the economy and growth if it exceeds reasonable limits, thus predicting crises and further debt accumulation. Public debt management framework which is also known as a Sovereign Debt Management framework was jointly developed by International Monetary Fund and World Bank. It may be defined as the institutional and policy architecture through which a government manages its borrowing, repayment obligations, and overall debt portfolio. It encompasses the rules, strategies, legal provisions and organisational arrangements that determine how debt is contracted, monitored, serviced, and reported. It normally includes debt sustainability analysis, fiscal rules, risk management mechanisms, transparency standards, and coordination between fiscal and monetary authorities. Adhering to the framework helps an economy to safeguard macroeconomic stability and investor confidence by strengthening fiscal discipline and keeping its public debt at prudent and sustainable levels. 
Globally also, the debt management framework assumes relevance considerably in recent decades due to rising global debt levels and repeated fiscal crises. Governments that rely excessively on short-term borrowing or opaque financing arrangements often become vulnerable to economic shocks, sudden increases in interest rates, and refinancing pressures. A comprehensive debt framework reduces these vulnerabilities by monitoring debt indicators such as debt–GDP ratios, debt servicing obligations, maturity structures, and primary balances.
Equally important is the role of transparency and democratic accountability. Public debt involves long-term obligations that are ultimately borne by taxpayers. Therefore, systematic reporting, legislative oversight, and independent audits are essential to ensure that borrowing decisions remain aligned with public interest. 

	Table 1: Key Elements of a Public Debt Framework

	Element
	Purpose
	Relevance

	Debt Strategy
	Defines borrowing mix (domestic vs. external, short vs. long-term)
	Ensures cost-effective and stable financing

	Debt Sustainability Analysis (DSA)
	Evaluates long-term viability of debt levels
	Prevents fiscal slippage and crises

	Institutional Setup
	Assigns roles to Finance Ministry, Debt Office, Central Bank
	Improves coordination and accountability

	Risk Management Tools
	Hedging, maturity diversification, currency balance
	Reduces vulnerability to shocks

	Transparency Measures
	Public reporting, audits, parliamentary oversight
	Builds investor trust and public confidence


Source: International Monetary Fund (2002, 2018)
Due to the increasing burden of public debt for global economies, international organizations such as IMF, World Bank, and Organization for Economic Co-operation and Development (OECD) increasingly emphasize on integrated debt management frameworks as a precondition for fiscal sustainability and macroeconomic credibility.
3. THEORETICAL FRAMEWORK
The concept of a comprehensive public debt framework emerges from the broader theoretical literature on fiscal sustainability, macroeconomic stability, and intergenerational public finance. Economic theory does not treat public debt as inherently undesirable. Rather, the sustainability and developmental impact of borrowing depend upon the purposes for which debt is incurred, the economy’s repayment capacity, and the institutional mechanisms governing fiscal management.
Classical and Keynesian Perspectives
Classical and neoclassical economists traditionally viewed public borrowing with caution in which borrowing should remain limited and largely confined to productive investment or exceptional circumstances. Persistent fiscal deficits were considered harmful because they could increase interest rates, crowd out private investment, and generate macroeconomic instability. On the other hand, Keynes (1936) argued that deficit financing can play a stabilizing role during economic recessions by sustaining aggregate demand, employment, and public investment. According to Keynesian theory, governments may need to borrow during downturns in order to counteract declines in private sector demand. Contemporary fiscal theory therefore recognizes that borrowing may be economically rational when it supports long-term productive growth and counter-cyclical stabilization.

Debt Sustainability Theory
Modern debt sustainability theory focuses on the relationship between economic growth and interest rates. Public debt remains sustainable when the growth rate of the economy exceeds the effective interest rate on government borrowing. Under such conditions, the debt burden stabilizes relative to national income because economic expansion enlarges the revenue base and reduces the relative burden of debt.
Conversely, when interest costs exceed economic growth over prolonged periods, debt may enter an unsustainable trajectory characterized by rising refinancing risks and escalating fiscal stress (Blanchard 2019). Debt sustainability therefore depends not merely on the absolute size of debt, but also on economic growth, fiscal credibility, and the structure of liabilities.
The debt dynamics equation illustrates this relationship:
Δd=(r-g) d-ps…….{1}
where d represents the debt–GDP ratio, r is the effective interest rate, g is the economic growth rate, and ps denotes the primary surplus.
This equation indicates that debt stabilization can occur through three channels: higher economic growth, lower interest costs, or primary fiscal correction through improved revenues and expenditure rationalization.
Another important theoretical justification for debt management frameworks arises from the principle of intergenerational equity. Public borrowing transfers repayment obligations to future taxpayers and is therefore justified primarily when it finances long-term productive assets such as infrastructure, education, healthcare, and technological development. Borrowing for current consumption without corresponding productivity gains may impose disproportionate burdens on future generations (Musgrave 1959). The literature on public finance therefore distinguishes between productive and non-productive borrowing. Productive borrowing generates future income streams and strengthens economic capacity, whereas non-productive borrowing merely postpones fiscal adjustment.
Institutional economics emphasizes the importance of transparency, accountability, and fiscal credibility in debt management. Governments may obscure liabilities through off-budget borrowing, guarantees, public enterprises, or special purpose vehicles, thereby understating fiscal risks. Such practices weaken fiscal discipline and reduce investor confidence. International organizations such as the IMF and World Bank therefore advocate integrated public debt frameworks that incorporate direct debt, contingent liabilities, pension obligations, and quasi-fiscal deficits (IMF and World Bank 2018). These frameworks improve policy credibility, reduce borrowing costs, and strengthen democratic accountability.
4.KERALA’S DEBT TRAJECTORY AND FISCAL CHALLENGES
Kerala’s debt management framework currently operates within the broader institutional structure established by the Fiscal Responsibility and Budget Management (FRBM) Act. The framework sets targets for fiscal deficits and debt ratios while mandating transparency and medium-term fiscal planning. The Finance Department oversees debt operations, including treasury management and the issuance of State Development Loans, in coordination with the Reserve Bank of India.
Despite these institutional arrangements, Kerala’s debt trajectory has remained a major concern. Since the early 2000s, the debt–GSDP ratio has consistently hovered around 30 per cent, increasing sharply during the pandemic and approaching 40 per cent before moderating in recent years. This pattern reflects structural fiscal imbalances and the impact of external shocks such as the COVID-19 crisis, climate-related disasters, and fluctuations in remittance inflows.
The composition of debt has also undergone significant transformation. State Development Loans now account for nearly three-quarters of Kerala’s liabilities. Although SDLs provide access to market financing, they also expose the state to refinancing risks and interest rate fluctuations. Institutional loans and central assistance have declined in relative importance, while concessional external loans continue to play only a limited role.
A major development in recent years has been the rise of off-budget liabilities through institutions such as KIIFB and various public sector undertakings. Borrowings undertaken through these entities have financed infrastructure projects outside the conventional budget framework. While such mechanisms have enabled investment expansion, they have also created significant contingent liabilities that remain partially hidden from official debt indicators. The following table presents the structure and composition of Kerala’s public debt.
	Table 2: Nature and Composition of Kerala’s Public Debt

	Component / Source
	Share in Total Debt
	Term Structure
	Typical Interest Rate
	Notes

	State Development Loans (SDLs)
	~70–75%
	Long‑term (5–20 years)
	7.0–8.0% (market‑linked)
	Primary source of borrowing; managed via RBI auctions

	Loans from Financial Institutions (NABARD, LIC, etc.)
	~10–12%
	Medium to long‑term
	6.5–7.5%
	Used for agriculture, rural infrastructure, and social sector projects

	Central Loans
	~5–7%
	Long‑term
	6.0–7.0%
	Declining share post‑FRBM reforms; concessional rates earlier

	Externally Aided Projects (World Bank, ADB, JICA)
	~3–5%
	Long‑term (15–25 years)
	1.5–3.0% (concessional)
	For infrastructure, water supply, and urban development

	Small Savings, Provident Fund, etc.
	~5–6%
	Short to medium‑term
	7.1–7.6%
	High interest burden; mobilized domestically

	Off‑Budget Borrowings (KIIFB, PSU‑guaranteed loans)
	Rising (not fully reflected in budget)
	Long‑term
	7.5–8.5%
	Infrastructure financing; contingent liabilities

	Treasury Bills / Ways & Means Advances
	<2%
	Short‑term (up to 1 year)
	Market‑linked
	Used for cash management; rollover risks present

	Source: RBI’s State Finances: A Study of Budgets.


The persistence of revenue deficits further complicates Kerala’s fiscal position. A substantial portion of borrowing continues to finance salaries, pensions, subsidies, and welfare expenditure rather than productive capital formation. Interest payments consistently absorb nearly one-fifth of revenue receipts, thereby reducing the fiscal space available for development expenditure. The following table shows the major debt indicators of Kerala on the basis of outstanding debt.
	Table 3: Major Debt Indicators of Kerala

	Year/ Period
	Debt Outstanding (₹ crore)
	Debt‑GSDP Ratio (%)
	Revenue Deficit (% of GSDP)
	Interest Payments (% of Revenue Receipts)
	Notes

	2001‑02
	~₹34,000
	31.5
	3.2
	24.0
	High debt burden, structural revenue deficit

	2005‑06
	~₹47,000
	29.8
	2.6
	22.5
	FRBM Act adopted, gradual consolidation

	2010‑11
	~₹77,000
	28.9
	2.1
	20.3
	Stable debt ratio, rising social expenditure

	2015‑16
	~₹1,30,000
	30.2
	2.5
	19.8
	Welfare commitments sustained debt levels

	2018‑19
	~₹1,85,000
	30.65
	2.7
	20.1
	Pre‑pandemic stability

	2020‑21
	~₹2,65,000
	39.96
	3.8
	22.7
	Pandemic shock, GSDP contraction

	2022‑23 (RE)
	~₹3,05,000
	35.0
	2.9
	21.5
	Recovery phase, borrowing moderated

	2023‑24 (Accounts)
	~₹3,25,000
	34.2
	2.6
	21.0
	RBI & CAG note stabilisation

	2025‑26 (BE)
	~₹3,65,000
	33.8
	2.5
	20.8
	Budget estimates project cautious recovery

	Source: RBI’s State Finances: A Study of Budgets, Kerala Budget documents, and the Economic Review of the State Planning Board


Kerala’s welfare-oriented fiscal model has undoubtedly produced substantial social achievements in literacy, healthcare, life expectancy, and social development. However, sustaining this model requires a stable and resilient fiscal architecture. The state’s revenue base, which depends significantly on indirect taxes, service sector activity, and remittances, has often proved insufficient to finance expanding expenditure obligations.
5.CASE FOR A COMPREHENSIVE PUBLIC DEBT FRAMEWORK
The growing complexity of Kerala’s fiscal system makes the establishment of a comprehensive debt framework increasingly necessary. Traditional approaches that focus narrowly on direct borrowings no longer capture the true extent of fiscal obligations. A modern framework must therefore incorporate off-budget liabilities, guarantees, pension obligations, and quasi-fiscal commitments. It would improve transparency and strengthen fiscal credibility. Integrated reporting of liabilities would provide policymakers, investors, and citizens with a realistic understanding of the state’s fiscal position. It would also reduce the risk of fiscal surprises arising from contingent liabilities or hidden borrowings. Such a framework is equally important for improving borrowing efficiency. Kerala’s dependence on market borrowings exposes it to interest rate risks and refinancing pressures. 
A systematic debt management strategy can reduce borrowing costs by optimizing maturity structures, improving liquidity management, and strengthening investor confidence. Furthermore, a comprehensive framework would establish a clearer relationship between borrowing and productive investment. Borrowing should increasingly support sectors capable of generating long-term growth, such as infrastructure, logistics, digital systems, renewable energy, healthcare, and human capital development.
International experience demonstrates that debt sustainability depends not only on debt size but also on institutional credibility, transparency, and growth prospects. Therefore, Kerala’s fiscal sustainability requires both fiscal discipline and developmental transformation.
6.COMPONENTS OF A COMPREHENSIVE PUBLIC DEBT FRAMEWORK FOR KERALA
Clear Definition and Coverage of Public Debt
An effective debt framework for Kerala must adopt a broad definition of public liabilities in order to capture the true extent of fiscal stress. Restricting measurement to direct borrowings understates obligations and weakens fiscal transparency. The framework should therefore include state government debt, off-budget borrowings, guarantees, contingent liabilities, pension obligations, power sector arrears, local government debt, and liabilities associated with special purpose vehicles such as KIIFB. Consolidated reporting would provide policymakers and investors with a realistic picture of Kerala’s fiscal position and improve fiscal discipline.
Debt Classification System
A systematic classification of public debt is necessary for assessing fiscal risks and designing effective management strategies. Kerala’s debt profile is increasingly complex due to the expansion of market borrowings and off-budget financing. Debt should therefore be classified according to source, maturity, purpose, and risk characteristics. Distinguishing between internal and external debt is important because external borrowings carry exchange rate risks and conditionalities. Classification by maturity structure helps identify refinancing pressures and repayment bunching.
Equally important is the distinction between productive and non-productive borrowing. Productive borrowing supports infrastructure and capital formation, whereas non-productive borrowing finances routine expenditure such as salaries and pensions.
Medium-Term Debt Sustainability Framework
Kerala requires a rolling medium-term debt sustainability framework spanning five to ten years. Such a framework should regularly assess key indicators including the debt–GSDP ratio, primary deficits, interest payments, and refinancing risks. Stress testing under alternative scenarios is particularly important given Kerala’s vulnerability to climate shocks, remittance fluctuations, and economic slowdowns. Debt sustainability analysis should therefore evaluate the impact of lower growth, revenue shocks, and higher interest rates. The policy implications are clear. Long-term sustainability can be achieved only through a combination of stronger economic growth, lower borrowing costs, and gradual fiscal correction.
Fiscal Rules and Borrowing Limits
Kerala’s fiscal rules framework requires reform in order to balance fiscal discipline with developmental investment needs. The existing FRBM structure imposes rigid borrowing limits that may constrain productive infrastructure investment. A revised framework should distinguish between borrowing for capital expenditure and borrowing for current consumption. Borrowing for infrastructure projects capable of generating future growth may be economically justified, whereas borrowing for salaries or pensions weakens sustainability. The framework should also establish clear thresholds for debt–GSDP ratios and interest-to-revenue ratios, while incorporating escape clauses for extraordinary events such as natural disasters or economic crises.
Integrated Off-Budget Liability Reporting
A major weakness in Kerala’s fiscal system is the fragmented reporting of off-budget liabilities. Borrowings undertaken through KIIFB, PSU guarantees, deferred payment obligations, and public-private partnership commitments create future fiscal obligations even when they do not immediately appear in budget documents. Comprehensive disclosure of these liabilities is essential for strengthening fiscal transparency and preventing understatement of fiscal stress. Integrated reporting would also improve investor confidence and align Kerala with international best practices in debt management.
Public Debt Management Office (PDMO)
The establishment of a specialized Public Debt Management Office would represent a major institutional reform in Kerala’s fiscal architecture. At present, debt management functions remain dispersed between different departments and institutions. A dedicated PDMO would formulate borrowing strategies, manage refinancing schedules, monitor risks, and optimize debt operations. It would also undertake detailed analyses of maturity profiles, interest rate risks, and contingent liabilities. International experience suggests that specialized debt offices improve fiscal credibility, reduce borrowing costs, and strengthen long-term sustainability.
Contingent Liability and Fiscal Risk Assessment
An effective debt framework must incorporate systematic assessment of contingent liabilities and fiscal risks. Kerala faces significant exposure from PSU losses, pension obligations, power sector arrears, and climate-related disasters. Annual fiscal risk statements should therefore document these exposures and evaluate their potential impact on public finances. Transparent reporting of fiscal risks would improve policy preparedness and reduce the likelihood of fiscal crises.
Transparency and Public Accountability
Transparency constitutes the cornerstone of fiscal credibility and sustainable debt management. Kerala’s debt framework should mandate regular public disclosure of debt indicators, guarantees, and contingent liabilities. Quarterly debt statements, independent audits by the Comptroller and Auditor General (CAG), legislative oversight, and public debt dashboards would strengthen democratic accountability. The establishment of an independent fiscal council could further improve objective policy evaluation and reduce political pressures. Improved transparency would lower borrowing costs, strengthen investor confidence, and reduce the risk of hidden liabilities.
Linking Debt to Growth Strategy
A sustainable debt framework must explicitly connect borrowing with Kerala’s broader economic transformation strategy. Historically, borrowing has often financed revenue deficits and welfare expenditure rather than productivity-enhancing investment. Future borrowing should increasingly prioritise high-multiplier sectors such as logistics, transport infrastructure, digital systems, renewable energy, port development, healthcare, and skill development. Investments in these sectors can generate future income streams, strengthen the tax base, and improve long-term debt sustainability. Debt management should therefore function not merely as a fiscal control mechanism but also as a developmental strategy.
Intergenerational Fiscal Balance
The principle of intergenerational equity must remain central to Kerala’s debt policy. Excessive borrowing for current consumption imposes repayment burdens on future taxpayers without creating productive assets. A sustainable framework should therefore ensure that borrowing primarily finances long-term investment capable of generating future economic returns. Such an approach would reconcile welfare priorities with fiscal sustainability and protect the fiscal rights of future generations.
7.CONCLUSION
Kerala’s debt trajectory highlights the urgent need for a comprehensive and forward-looking public debt management framework that balances welfare commitments with fiscal sustainability. Persistent revenue deficits, rising dependence on State Development Loans, and the expansion of off-budget liabilities have increased fiscal vulnerabilities and constrained developmental expenditure. A sustainable framework must integrate transparent reporting of all liabilities, systematic fiscal risk assessment, and medium-term debt sustainability analysis. Institutional reforms such as a dedicated Public Debt Management Office, regular public disclosures, independent audits, and fiscal council reviews would strengthen fiscal credibility and investor confidence. Equally important is the need to link borrowing with long-term economic transformation. Debt should increasingly support infrastructure, digital systems, renewable energy, logistics, healthcare, and human capital development. Productive investment of this nature can strengthen economic growth, expand the revenue base, and improve long-term sustainability. Ultimately, Kerala’s debt policy must move beyond narrow deficit management towards a broader institutional framework rooted in transparency, accountability, growth orientation, and intergenerational equity. By embedding these principles within its fiscal architecture, Kerala can preserve its welfare achievements while ensuring long-term fiscal resilience and sustainable economic transformation. These trends underline the need for a comprehensive and forward-looking public debt framework that integrates explicit liabilities, contingent risks, fiscal transparency, and long-term sustainability.
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