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Premium 

The Budget presented by State Finance Minister K.N. Balagopal serves as a blueprint for 

navigating global disorder and domestic fiscal challenges. It prioritises revenue-led fiscal 

consolidation, prudent debt management, inclusive welfare, and innovative investments 
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In a challenging environment of volatile intergovernmental fiscal transfers and 

heightened macroeconomic uncertainties, Kerala Finance Minister K.N. Balagopal 

presented the State’s Budget for 2026-27 on Thursday (January 29, 2026), the final 

full Budget of the current Left Democratic Front government ahead of the Assembly 

elections. This Budget demonstrates notable subnational fiscal resilience within 

India’s cooperative federalism framework, for more reasons than one. 
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The federal context and fiscal constraints 

India’s federal structure has experienced increasing centralisation of revenue-raising 

powers in recent years, particularly amid geopolitical risks that reinforce the Union 

government’s core role in macroeconomic stabilisation. Yet, subnational 

governments, equally faced the growing macroeconomic uncertainties and public 



expenditure responsibilities with limited fiscal space. Kerala’s Budget speech 

explicitly highlights constraints imposed by reduced tax transfers, unpredictable 

grants, and tighter borrowing limits from the Centre. These factors have 

systematically compressed State finances, prompting protests — including a recent 

hunger strike by the Kerala Chief Minister — over perceived inequities in fiscal 

federalism. 

Yet, the State managed to maintain the “size of the government” (public expenditure 

to GDP ratio) from a drastic decline. Despite these headwinds, Kerala has prioritised 

high-quality public service delivery and development-oriented expenditure. The State 

has achieved this through strengthened own-revenue mobilisation, avoiding treasury 

disruptions, and maintaining fiscal discipline. Over the current government’s tenure, 

Kerala mobilised an additional ₹1,27,747 crore in own-tax revenue and more than 

₹1,52,645 crore, including non-tax sources, underscoring a strategic quiet reliance, 

and it was not an easy call. 

Revenue predictability and fiscal marksmanship 

A key strength lies in improved fiscal marksmanship — the alignment between 

Budget estimates and actuals — for own revenues. Deviations have narrowed 

significantly, reflecting robust revenue forecasting and administrative efficiency. In 

contrast, volatility in Central grants continues to complicate subnational budgeting, 

highlighting the need for more predictable intergovernmental transfers. 

For 2026-27, revenue receipts are estimated at ₹1,82,972 crore, while revenue 

expenditure is projected at ₹2,17,559 crore, resulting in a revenue deficit of ₹34,587 

crore (2.12% of GSDP). The fiscal deficit to GSDP ratio is pegged at 3.40% this FY. 

Net capital expenditure stands at ₹19,385 crore, sustaining investment in 

infrastructure despite constraints. These parameters keep Kerala within the fiscal 

responsibility norms recommended by successive Finance Commissions, balancing 

development priorities with deficit control. However, the forthcoming Union Budget 

2026-27 and the 16th Finance Commission inter se share will affect this fiscal 

arithmetic. 

Prudent public debt management 

Kerala’s public debt management merits particular attention. The public debt to 

GSDP ratio has declined from 38.47% in 2021 to 33.44%, a marked improvement 

driven primarily by revenue buoyancy rather than expenditure compression or fiscal 

austerity. This places Kerala in a stronger position than several peers. The 2026 RBI 



report shows Punjab’s debt to GSDP ratio exceeds 44%, while West Bengal’s stands 

around 38%. 

The State’s ability to “grow out of debt” is evident, as nominal GSDP growth 

consistently outpaces the effective interest rate on State government securities, 

refuting the plausibility of classic debt unsustainability condition (r > g). The 2026 

Economic Review published a day ago recorded above 6.19% real growth for the 

State. While detailed debt maturity profiles are long-term in nature, as revealed by 

recent RBI data, the overall trajectory signals prudent fiscal consolidation and 

reduced rollover risks and elongated refinancing risks. 

Prioritising social welfare and inclusive growth 

With elections approaching, the Budget naturally emphasises welfare and inclusive 

growth, yet it does so through structural rather than populist measures. The 

announcement of the 12th Pay Commission, with a report expected within three 

months, provides a systematic approach to enhancing the disposable income in the 

hands of people. Targeted social assistance includes monthly transfers of ₹1,000 to 

women in the care economy, salary enhancements for frontline workers such as 

ASHA personnel, and expanded social welfare pensions. 

Recognising poverty’s dynamic nature, the Budget sustains allocations to prevent 

anyone’s slippage back into deprivation due to unseen factors, despite the State 

systematically eradicating ultra-poverty. It also strengthens “employer of last resort” 

initiatives through job guarantee schemes and infrastructure-linked employment 

programmes. 

Kerala’s longstanding commitment to human development remains evident: the 

State’s infant mortality rate (IMR) of 5 per 1,000 live births is lower than the United 

States (5.6) and far below India’s national average of around 25. Sustained 

investments in education and health continue to underpin these outcomes. 

The Budget introduces India’s first “elderly budgeting” framework, responding to 

Kerala’s advanced demographic transition—a point recently flagged in the RBI’s 

State finances 2026 report published this week. This forward-looking approach 

addresses emerging challenges of an ageing population while preserving fiscal space 

for physical, social, digital and care-economy infrastructure. The term infrastructure 

is really thought out, beyond being just physical. 

Investment Climate, AI and Innovation 



Kerala has worked to shed outdated perceptions as a difficult investment destination. 

Its top rankings in ease-of-doing-business, high human capital indices, and proactive 

industrial relations reforms position it as an attractive hub. 

Engagements at global forums such as the World Economic Forum in Davos have 

yielded top investment partnerships in critical sectors. 

Emerging areas received focussed attention in the Budget with allocations for 

artificial intelligence and quantum computing, plausibility of “blue bonds” in future 

through marine public-private partnerships, a Critical Mineral Mission, and the 

establishment of a rare-earths hub leveraging coastal mineral deposits. 

The space economy also features prominently, signaling ambition beyond traditional 

sectors. Climate-resilient policies address critical climate related risks and 

uncertainties, including sea-rise. 

Strengthening fiscal decentralisation 

The Budget reinforces fiscal decentralisation, a cornerstone of effective fiscal 

federalism. Enhanced transfers to local bodies via the State Finance Commission, 

coupled with investments in urban mobility and the big ticket decision for rapid 

transit systems, promote sophisticated governance in making world class cites as 

investment destinations. 

Initiatives incorporating citizen-centric progress reports and budget transparency at 

the decentralised levels are particularly commendable, and other States can emulate. 

High own-tax-to-GSDP ratios and tax buoyancy above unity have enabled Kerala to 

offset transfer volatility while sustaining social sector commitments. Gender 

budgeting and care-economy transfers remain integral, aligning expenditures with the 

State’s hallmark strengths in health and education. 

A blueprint for subnational resilience 

Kerala’s 2026-27 Budget is more than an annual financial statement; it serves as a 

blueprint for navigating global disorder and domestic fiscal challenges. By 

prioritising revenue-led fiscal consolidation, prudent debt management, inclusive 

welfare, and innovative investments, the State demonstrates how subnational 

governments can maintain fiscal resilience amid volatile intergovernmental transfers. 

In an era of volatile geopolitics and intergovernmental fiscal relations, Kerala 2026-

27 Budget stands out with fiscal resilience. The potential shifts in global trade 

patterns and lack of global order is a reminder to be alert against any fascists forces, 

the Minister reminded us, as much as he reminded the State to think about ‘what 

holds a country together and why nations federate’. 
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