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I Introduction

The study of public finance, most simply defined as
the Y"complex of problems that centre around the revenue -
expendi ture process of govermment", is valuable for the
access it provides to, and the light it throws on, state
policies.é/ Since Independence, there has been a sustained
and significant expansion in the budgetary operations of
the Centre and the States reflecting the increasing involve-
ment of govermments in diverse regulatory, welfare and
investment activities., It is important in this context
to understand how governments raise resources, on what
purposes and how effectively such resources are spent,
and what the impact of fiscal operations are on welfare

and developmont,

2. The attempt in this paper is to review State finances,
or govermmeént budgetary operations, in Tamil Nadu over the
25 year period between 1960 and 1985, The initial year of
our time-horizon, being the beginning of the decade after
the present territorial boundaries of the State were settled
in 1956, provides a logical starting point. The terminal
year brings the review up to date and coincides with the
final year of the Sixth Five Year Plan., For the sake of
convenience and comparability, the data relating to the
25-year span of the study has been presented in terms of the
five quinguennial periods comprised in it. This also serves
to smooth out annual fluctuations while bringing out broad

trends,

l. We use state with a small 's' for the socio-
political abstraction and with a capital 'Ss!
while referring to Statc goyernmants in Tamil
Nadu and eclsewhere in India; NIEPA DC
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3. The first step in an exercise of this kind is to
assemble and organise the relevant information. This has
involved a considerable amount of labour because budgetary
statistics, which are annual and primarily designed by
auditors for the use of the legislator, have to be compiled
and processed in different ways to bring out trends and
relationships that are of interest from a policy point of
view. Fortunately, Tanil Nadu was a pioneer in producing
an Economic Classification of its Budget as early as 1960/61
and has maintained the scries sinCe then. We have relied
on it for the principal data base of the study. While the
Economic Classification supplies a broad frame for analysis,
its categories are too aggregate for a sufficiently detailed
analysis of various aspects of budgetary operations. For
this purpose, we have turned to other sources such as the
State's detailed udget documents and the annual issues of
the Tamil Nadu Economic Appraisal. For makiy inter-State
comparisons, we have reliced mostly on the annual surveys
of 8tate Finances issued by the Reserve Bank of India and

the reports of successive Finance Commissions.

4, The presentation of the basic facts, trends and
relationghip, in respect of the growth, levels and structure
of the State's receipts and expenditurzs is of interest in
itseli,' Proceading from it, it is necessary to analyse the
incidence and impact of taxes, subsidies, and governmenrt
axpendi tures on incomeo groups, scctors and regions, and to
evaluate returns on irnwvaestment and cost-effectiveness in
public projects and programmes. A variety of problems hava
made these tasks somawhat difficult, The first is that the
State govermment's receipts and expenditures are only one
component of the public finance process which includes the
operations of the Central government, Central and State
public enterprises, and local bodies. Any study of the



budgetary operations of the State government can, therefore,
yield only a partial insight into the incidence and impact

of resource-mobilisation and resource-use in the public
sector, Seécondly, a review article, such as the present
study, has necessarily to drav upon existing literature on
the relevant issues. Unfortunately, there are very few
State~level studies in India on the macro-economic effects

of fiscal operations on income distribution and price
stability or at an analytical-empirical level on tax-inci-
dence, the impact of subsidies, returns on public investments,
regional imbalances, cost-effectiveness in governmment pro-
grames etc, Thirdly, governments themselves have not
explicitly~articulated their fiscal policies. In the absence
of such a framewotk, the evaluation of policy has had to be
largely with reference to what has happened rather than in
comparison with what was aimed at.

5., Subject to these limitations, we have tried to draw
attention to some of the central problems in State finance.
As is well known, under the Indian fiscal system, the deve-
lopmental responsibilities of the States are wide while
resources available for fulfilling them are limited and
inelastic. Resocurce mobilisation in such a context is a
continuous proCess. Difficult issues of practical policy
have to be faced in mobilising, conserving and using resources.
Equity, efficiency and economy have to be pursued in an
environment of pressing needs and rising cxpectations and
subject to the constraints and demands imposed by democratic
politics. The dilemmas and contradictions that result do
not tend to e resolved tidily but by thé inter-play from
one period to another of economic rationale and political
compulsions, Even a broad picture of this process as it
has operated in Tamil Nadu in the last 25 years, such as
the one we have presented, might help in suggesting areas
for more detailed work on various aspects of public finance
at the State level. Hopefully, it might also enccurage
similar studies of budgetary operaticns in other major States
in India,
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6. The study is crganised as follows. Section II pro-
vides an overview of the growth and structure cf the overall
receipts of govermment from all sources. Section IITI relates
tc revenue transfers from the Centre. Section IV is on taxes:
their growth, structure and broad impack. Section V on non-
tax revemues relates tham to indirect subsidies and to the
operations of public scctor enterprisaes including the State
Electricity Board. Soction VI is on the structure cf expen-—
ditures and on the levels and patterns cf Plan outlays.
Section VII is on debt and the financing of capital formula-
tion. We conclude with Section VIII which discusses aspects
of fiscal policy and cof fiscal politics in Tamil Nadu based

on the trends brought out in the earlier Secticns.,

7. There are five Appendices and three Annax Tables.
Appendix I explains the different classifications of bud-
getary receipts and expenditures. Appendix II is on the
deflators used in the study. Appendix III is on Centre-
State tax jurisdictions and the system of revenue-sharing
between the Centre and States. Appendix IV contains basic
background information on State taxes. Appendix V gives a
list of public sectecr corporations in Tamil Nadu. The
Annex Tables give the anmuial time series in 1960-85 for

receipts, taxes and ocutlays.

8. The author is grateful to Prof.U.Sankar, Prof.A.
Vaidyanathan and Mr.N.Narayanan for very helpful suggestions
which have resulted in improvements to an earlier draft.

And, to Mr.J.Robinson, Ms.C.Kalaiselvi and Mr.C.Narasimhan

for secretarial assistance.
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Structure of Receipts

1. The Econcmic Classification of the budgetl/ catego-
rises the receipts of the Govermment into four broad groups:
(i) current revenues (ii) capital receipts (iii) borrowings

and (iv) drawals from cash balances.

2, Current revenues consist of tax and non-tax revenues.
The former comprise rovanues from.taxes collected and retained
by the State as well as tax-shares which accrue by way of
transfers from the Centre. Non-tax revenues arise from diverse
sources such as interest receipts, dividends from enterprises,
fees and other recoveries, fines etc. Thay also include grants
teceived by the State which are mainly from the Centre., Capital
receipts consist of the internal resources of departmental
undertakings and grants received specifically for capital
formation, Borrowings consist c¢f loans raised through public
issues in the open market, lcans extended by the Centre and
other debt such as from small savings and from provident funds
lodged with the Government. Essentially, these various types
of receipts cculd be cohceived of ir two brcad catcgories
viz., revenues which are appropriated, earned or received,
and borrowings incurred by the State from the rest of the
economy including the Centre.

3. State Governments, unlike the Centre, are not in a
Positicn to resort to deficit financing through the issue of
treasury bills, They are given certain limits of "normal™®
ways and mzans accommodation by the Reserve Bank of India
(RBI) in order to bridge temporary excesses of expenditures

- Ty ey =

1/ See Appendix I for an explanation of the classi-
fications of budgetary receipts and expenditures.



over receipts. If thgre is a persistent excess cf disburse-
ments over cash balancCes, the State's drawings on the RBI

to cover the gap anount te "unauthorised overdrafts" which
will have to be regularised by loans from the Centre. Defi-
cits, i.c., the gap between total receipts and disbursements
in any particular year, are met by drawving down accumulated
cash reserves and/or a temporary overdraft and/or ways and
means accommodation from the Centre., On the cther hand, any
excess of receipts over disbursements is added on to cash
balances.

Growth of overall roceipts

- D gm0 o R s

4, The annual time—series of the Government's receipts
in Tamil Nadu during 1960-85 is set out in Anncex Table 1 in
the Economic Classification format, This information is
summarised for each of the five quinquennial periods in
1960-85 in Table 1. Aggregate receipts have risen from
the level of Rse 102 crcres in 1960/61 to Rs. 2363 crores in
1984/85 i.e.,» by about 23 times in these 25 years. This
impressive increase, which represents an average annual
growth of abcut 14 per cent, is in current prices. 1t
necds to be assessed in relation to inflation, growth in the
econany, and population increases in this period. The
availability of data on price deflatcrs and the State Domestic
Product (final estimates of NSDP) make an analysis of this
kind possible only up to 1980.;/ The results presented in
Table 2 will show that while average annual receipts in
current prices in 1975-80 were about five times that in
1960-65, they grav only about a little more than two-fold
in constant prices cf 1970-71 i.e., when inflation is taken
into account. Receipts per capita have gone up nearly four-
fold in current prices and by 1.6 times in cconstant prices.

- ——— —— g -

1/ Sec Appendix II for a discussion of the deflators
used.



As a proportion of NSDP, rececipts have increased from 12,2

per cent in 1960-65 to around 14 per cent during 1965-75
and tc 16,1 per cent in 1975-80.3/

Relative growth in mgjor receipts

5. Different scurces of receipts have individually
registercd varying rates of growth, This is reflected
in changes in the structurc of receipts which is brought
out in Table 3. Throughout the period, current revenues
have constituted by far the most significant part of total
receipts. Their ceontribution which was 73 to 78 per cent
in the 1960s peaked at 88 per cent in 1970-75 and declined
slightly to arcund 85 per cent in thoe two subsequent quin-
quennia. Tax revenues have throughout accounted for the
bulk of current revenues. Their contribution to total
receipts has significantly increased from around 50 per cent
in the 1960s tc about 72 per cent in 1970-85, MNon-tax
revenues which were about a quarter cf total treceipts in the
1960s have declined in relative importance to 13 to 15 per
cent since the 1970s. The proportionate contribution from
net borrowings dipped sharply frem 20 to 25 per cent in the
1960s to 9 per cent in 1970-75 and recovered to around 13 to
15 per cent during 1975-85.

6. We shall analyse more closely the trends in each
major source of receipts and identify their implications
in the subsequent parts c¢f this paper. As a preliwinary
to this exercise, it is necessary to scparate out transfers
from the Centre to the State's current revenues., This is
the subject of the following Section,

— Ty Dt S P s

1/ Final NSDP estimates are not available for 1980-85,
On the basis of the estimates available for this
period(revised for 1980/81 and 1981/82, provisional
for 1982/83, preliminary for 1983/84 and "cquick"
for 1984/85), the ratioc of total receipts to NSDP
works to 22.2 per cent in 1980-8%,
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Table 1: Receipts of the Government: 1960-85

(rRs. Crores)

Sources 1960-65 1965--70 1970-7 1975-80 1980~85

I. Current Revenues 543.77 1018,84 1836,25 3235.04 8000.57

1.0 Tax Revenues 352.69 €99.10 1521.72 2749,20 6786.48

1 Share of Central Taxes 82.12 166.09 394.47 794,80 1808.73

1.2 State Direct Taxes 32.64 31.84 33.13 67.71 72.19

1.3 State Indirect Taxes 237.93 501.17 1094.12 1886.69 4905.56

2.0 Non-tax Revenues i€1.78 319.74 314.53 485.84 1214.09

II. Capital Receipts 12.79 17.97 30.96 24.66 26.49

ITI. Net Borrowings 184,67 269,93 186.64 581.50 1215.42

1.0 Loans from the

market (net) 2€,21 52.63 64.00 78.99 91.53

2.0 Loans from GOI (net) 1l6.06 100.19 124.47 413.23 687.20

. 3.0 Other loans (net) 42,40 117.11 -1.83 89,28 436,69
IV. Drawals from cash

balances -_1.19 +6.56 +27.65 -3.57 +77.04

V. Total Receipts 74C .04 1313,30 2081.50 3837.63 8319,52

Source:

2nnex Table 1
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- Table 2: Growth Indices Relating to Receipts

(Annual averages)

e v e mm mm R me e e 8 wm e am e e me me me ew  Am  wm R e e F® ew M ews  s=  mm em mmm ww e

19€2-65 1965-170 1970-75 1975-80 1980-85

1. Total Receipts in

current prices (Rs.crores) 148 263 416 768 1864
(100) (178) (281) (519) (1259)
2. Total Receipts in 210 296 357 471 N.A.
constant prices of (1092) (136) (164) (216) (N.Aa.)
1970/71 (Rs.crores)
3. Per capita Receipts a2 69 98 166 385
in current prices (100) (164) (233) (395) (917)
4. Per capita Receipts €3 77 84 102 N. A,
in constant prices of (100) (122) (133) (162) (N.B.)
1970/71
5. Receipts to NSDP per cent 12,2 14.4 13.9 16.1 22.2 (Est.)
(100) (118) (114) (132) (182)

G wn em me me am S ee s N - um em e - em owm — - - A% ea e ~— — e e .. D T P o

Note: Figures in pareutheses are indices with 1960-65 = 100

Source: Derived frcm Table I and deflators in Appendix II.
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Takle 3: Structure of Receipts: 1960-85
e e e Y e w2 (per cent)
Sources 1060-6% 1965-70 1970~75 197580 1980-=85
I. Current Revenues 75,46 77,58 83.22 84.30 85.85
1.0 Tax Revenues 477.6¢ 53,23 73.11 71.64 72.82
1.1 Share in Central Taxes 11.1C 12.65 18.95 20.71 19.41
1.2 State Direct Taxes 4,41 2.42 1.59 1,76 0.77
1.3 State Indirect Tlaxes 2.1k 38,16 52.57 49,17 52.64
2.0 Non-tax Revenue 25.82 24.35 15,11 12.66 13,03
II. Capital Receipts 1.73 1.37 1,49 0.64 0.28
III.Net Borrowings 22,95 20.55 8.97 15.15 13,04
1.0 Loans from the Market({(net) 3.54 4.00 3.07 2.06 0.98
2.0 Loans from GCI(net) 15,68 7.63 5.98 10,77 7.37
3,0 Other loans (net) 5.73 3.92 ~-0.08 2.32 G e 69
IV. Drawals from Cash Balances -7.16 +0.50 +1.32 -0.09 .83
V. Total 102.00 00,0 100.00 100.00 100.00

o e e e em . @ mm am  me e wom e ew  wm  am e mw  am  em e e #m AR am e am e wme e e CR mm em M Me Ge e ws R e o e

Source: Derived from Table 1.
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III Transfers to Current Revenues from the Centre

- e G A ——— gt gun TR o eun M TS S gy G G g D D o S e W gy

Central revenue transfers : extent and ngwth

. TR Py B S S gy gy = e . - e - —

Revenue transfers from the Centre, as distinct from
transfers in the form of lcans, consist of (i) shares in
Central taxes (ii) statutory grants awarded by Finance
Commissions and (iii) other grants for plan or non-plan
purposes, the latter being principally for the relief of
natural calamities such as floods and drought., Appendix III
provides an account of the tax jurisdictions of the Centre
and State and explains the provisions and principles under
which Central revenue transfers to States are regulated.

2. Table 4 shows the extent, sources, and relative
contribution of Central transfers to the total revenues
of Tamil Nadu in 1965-85, Such transfers which were around
27 per cent of total revenues during 1965-75 have increased
ta about 31 per cent in 1975-85, The relative contribution
of Central revenue transfers in 1980-85 would have been
higher (of the order of 34 per cent) but for the fact that
the State's own revenues were significantly augmented in
this period through excise revenues consequent on the relaxa-
tion of prohibition.

3. Table 4 will also show that since 1970 tax shares
have become the dominant source in Central transfers vis-a~-
vis Central grants, The shared taxes are income taxes,
Union excise duties (including additional duties of excise
levied in lieu of sales taxes on certain commodities), and,
to a very minor extent, estate duties on non-agricultural
property. The relative contribution from the two principal
shareable taxes, viz., income tax and excise duties, were
about the same during 1965-75., The contribution from Union
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excise duties has significantly increased since then on
account of the greater buoyancy of this-source and the
fact that the Ssventh Finance Commission (1979-84) doubled
the share of States in Union excise duties from 20 to 40

per cent,

4, While the State's own revenues continue to account
for the bulk (viz., about 70 per cent) of total revenues,
the contribution from Central transfers is not insignificant;
it currently amounts to about 45 per cent of the State's
own revenues, Central transfers are predominantly stétutory
transfers to which the State is entitled under the Constitu-
tion of India. In this sense, they need not be viawed as an
indicator of the State's "dependency" on the Centre but, at
the same time, the extent and growth of tax~sharing underlines
the State's vital ircerest in the coverage, collection and
buoyancy of income znd excise taxes at the national level
and in egnsuring that the legitimate claims of Tamil Nadu are
met within the overall framework of Centre-State fiscal

devolutions,

Tanil Nadu Vs. other major States

- s g Sy e gme e 0 e

5 The e¢xtent to which Tamil Nadu has benefited from
Central revenue transfers vis-a-vis other States is an
issue of interest. 1In discussing this question, we shall
at this juncture confine ourselves to tax-sharing and sta-
tutory grants leaving aside non-statutory (or *'discretionary’)
grants for plan and non-plan purposs; the former is discussed
in a later section and the latter is mainly gelated to the
incidence and severity of natural calamitics. A study by
K.K.George and I.S.Gulati shows that in 1956-81 per capita
statutory transfers to Tamil Nadu, in the form of tax-sharing
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and statutory grants, have been lower than that for most
other major States in Indial/ (vide Table 5). The reasons

for this require further analysis.

6., Tamil Nadu's share in Central tax transfers has been
determined by varying criteria adopted by successive Finance
Commissions from one awvard period to another, In the case
of income-tax, population has been given predominant weigh-
tage by the first seven Finance Commissions (1952-84) while
excise-sharing has tended in addition to take account of
' economi¢ backwardness' which has been measured in terms
of specific indicators or with reference to the level of
capita income (see Appendix III for further details). The
percentage shares in incdme tax and excise duties for Tamil
Nadu which have resulted from these criteria in different
avard periods of Finance Commissions during 1957-84 are
given in Table 6, The table will show that throughout
income tax shares for Tamil Nadu have been higher than the
State's share in all-India population; this is because of
the secondary weightage given to collection. EXcise shares
have been higher than the population share in the 1980s but
were somewhat belov  the population share in the previous two
decades. This. is because, under the relevant redistributive
criteria adopted by Finance Commissions prior to 1979, Tamil
Nadu has had to yield to more backward States in excise
shares. On the whole, if tax sharing alone were to be con-
sidered,per capita Central transfers to Tamil Nadu have not
been significantly less than the all-India average.

1/ K.K.George and I,S.Gulati ’Centre-State Resource
Transfers, 1951-81; An Appraisal' in Economic and
Political Weekly, Bombay, February 16, 1985, The
list of major States excludes 7 hill states with
less than 10 million population in 1981 viz.,
Himachal Pradesh, Jammu & Kashmir, Manipur, Megha-
laya, Nagaland, Sikkim,and Tripura.
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7. The picture is, however, different when we turn to
grants which have been recommended by Finance Commissions
under Article 275 of the Constitution. These grants, also
known as "gap grants",are intended to cover estimated
deficits in the non-plan revenue account of States to the
raesidual extent tec which they are not covered by tax sharing.
Tanil Nadu has benefited to a very limited extent from
Article 275 grants, Per capita Article 275 grants to major
States during 1957-79 given in Table 7 will show that
transfers to Tamil Nadu from this source have been less
than one-fourth of the average for the major States. A
comparison of Tables 5 and 7 will indicate that transfers
under Article 275 mainly explzin why Tamil Nadu has fared
worse in the matter of overall statutory transfers in rela-
tion to a richer State like W.Bengal or vis-a-vis States
likxe Aandhra Pradesh, Assam, Karnataka, Kerala and Orissa
which are in its same broad income group, This is because
Tanil Nadu has been able, by and large, to meet its non-plan
revenue gap on the basis of its own revenue performance
supplamented by tax sharing without having to depend on
"gap"™ grants, In the case of Tamil Nadu, virtue has had
to be its own rGWard:;/

- S —— g -

1/ For the 'discussion of devolution criteria
that would not penalise prudent States see
S.Guhan 'Devolution Criteria : From Gamble
to Policy' in Economic and Political Weekly,
Bombay, Daecember 1, 1984,
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Table 4: Central Revenue Transfers and States Own Revenues 1965-85
(Rs. crores)

Source 1965<70 1970~75 1875-80 1980~-85
1. Share in Central Taxes of 16¢,39 394,11 799,08 1802.28
which: .. (24.6) (18.3) (22.1) (21.6)
i) Share in income-tax 7€ .39 191.36 286,43 452,20
(6.6) (8.9) (8.0) (5.4)
ii) Share in Union ZExcise 8¢,.71 198.28 505.36 1344.20
duties (7.7) (9.2) (14.0) (16.1)
iii) Share in estate duties .26 4,47 4429 5.838
(0.3) (0.2) (0.1) (0.1)
2. Central grants 143.49 178.09 316.20 780.52
(12.4) (8.2) (8.7) (9.3)
3. Total Central Revenue 312.88 572.20 1115.28 2582.80
Transfers (1+2) (27.0) (26.5) (30.8) (30.9)
4, State's Own Tax and non- 84¢ .65 1586.70 2505.44 5774.93
Tax Revenues (73.0) (73.5) (69.2) (69.1)
5. Total Revenues (334) 115¢ .57 2158.390 3620.72 8357.73
(1€0.0) (100.D) (100.0) (100.9)

6. Central Transfers per
capita in Rs. €.85 18.48 314,46 74,63

- ee em  em e wme em e e me  ew e  tm ew e s s e g e ea e e e s e o e = ma — e em S B am  me e e me

Note: Figures ir parenthesis are percentages to the column totals.

Data source: Tanilnadu Economic Appreaisal (various issues)
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Table 5: State-wise Staotutory Transfers from the Centre:1956-81

Per capita statutory

State Finance Commicsions
in 1956-81

(Rs.)

A. High Income Statggl 471

1. Punjab 405

2. Haryana 389

3. Maharashtra 461

4, Gujarat 4166

5. West Bengal 524

B. Middle Income Statesg/ 542

6. Tamil Nadu 446

7. Kerala 611

8. Orissa 708

9. Assam 742

10. Karnataka 465
11. Andhra Pradesh 504
C. Low Income statesé/ 459

12. Uttar Pradesh 446
13. Rajasthan 553
14. Madhya Pradesh 428
15, Bihar 456

S s Egpifa T T T T T T T T e s s = m e e s s

1/ Per/income of about Rs.1500/- and above; 2/ Per capita incomes
between Rs. 1000/~ and Rs.1500/- and g/ Per capita incomes below
Rs. 1000/~ (all at end 1970s).

Source: K.K.George and I.S.Gulati 'Centre-State Resource
Transfers, 1551-84' in Economic and Political Weekly,
February 16, 1985, Table 8.
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Table 6: Percentage share of Tamilnadu in Tax-sharing 1957-89

Finance Commission In Income--Tax In Union Excise Duties

(per. cent)

1.Second (1957-62) 8.40 7.56
2.Third (1962-66) 8.13 6.08
3.Fourth (1966-69) 8.34 7.18
4.Fifth (1969-74) 8.18 6.50
5.5ixth (1974-79) 7.94 7.43
6.Seventh (1979-84) 8.05 7.64
7.Eighth (1984-89) 7.57 7.32

- wm BT e aw em em @w e me e wn e e es cm s % e we tn e em e me e« am am sw e et =

Memo: Population shares of Tamilnadu in all-India population:
1961: 7.67 per cent; 1971: 7.52 per cent; 1981: 7.06 per cent,

Source: Reports of Finance Commissions.
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e e e am aw

State

— - —— P ce e

1.andhra Pradesh
2. Assam

3.Bihar
4.,Gujarat
5.Karmataka
6.Kerala
7.Madhya Pradesh
8.Maharashtra
S.0rissa

10.Punjab including
Haryana

11.Rajasthan
12.Tamilnadu
13.Uttar Pradesh
14.West Bengal

All major States

- ew wm WA ma ae M me e wme ™ @y e e e

-

Gap agrants unczr Article 275 from Finance Commissions:

18

165779

During
1957~ 62

% crores % creires Rs.crores Rs.crores Rs.crores Rs.crores

20.00
20.25
19.00
30.00

8.75
15.00

16.75

11.25
12.50

Dur11g
1962 66

36.00
21.00
17.00
25.00
22,70

5.40

-

46.00

18,00
12.00

P

During
1966-69 1

21.66
49.56

54.72
62.
8.10

46

87.54

20.19
20.52

324.75

1/ Using 1971 populaticn figures.

source:

During
969-74

65.01
101.97

17.99
49.65

104.67

51.49
22.82

72.62

486.22

Reports of Finence Commissions.

During
1874-79

205.93
254,53
106.28

208.93

304.73

230.53

198.83
234.86

1744.62

During

1957-79

348.60
447.31
125.28

17.00
127,71
351.78

28.10

659.69

11.25
332.71
55.34
198.83
326.73

2930.34

- em e te em — e e e mm A% e es e — ae e — e e e - tar mu am e e me e

In Rs.per capltal/

durlng 1957-79

O T Y

RS)
80.14
306.38
22.21
6.37
43,59
165.16
6.74

255.56

4.717
128.96
13.43
22.52
73.75
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1V ¢ Tax Revenues : Growth Structure and Impact

The State's own revenues consist of its tax revenues
other than Central tax transfers and its non-tax revenues
net of grants from the Centre, Of these two sources, tax
revenues have throughout been dominant and have become
increasingly so. During 1965-70 they accounted for 63
per cent of own revenues; this ratio has steadily risen
to 84 per cent in 1980-85 indicating that over the years
taxes have grown much faster than non-tax sources of
revenue. In this context, we shall examine in some detail
the growth, levels, structure and incidence of State taxes
in Tamil Nadu. By way of background, Appendix IV provides
basic infomation on the coverage of State taxes.
Growth in Tax Revenues

2. The annual time series for the State's own tax
revenucs during 1960-85 for Tamil Nadu is contained in
Annex Table 2.1/ The information is sunmarised in Table 8
according to quinquennial intervals. Growth indices in
the different periods have been worked out in Table 9.
There has becn a striking growth in Tamil Nadu's own tax
revenues in current prices from gs,44 crores in 1960/61 to
Rs. 1280 crores in 1984/85. The quinquennial averages indi-
cate that tax revenues have grown nearly 17-fold in 1980-85
over 1960-65, Even after allowing for inflation and popula-
tion growth, per cagpita tax revenues at constant prices have
more than doubled from Rse 25 in 1960-65 to 54 in 1975-80, 1In
the same period, tax revenues as a proportion of NSDP have
increased from 4.9 per cent to 8.5 per cent.g/

—— e . o o

1/ The figures in this Table will not tally with tax
revenues shown in the Economic Classification
(Annex Table 1) mainly because we have given tax
revenues gross of transfers to local bodies in
Annex Table 2 in order to bring out overall incidence.

24 Final NSDP figures are not available for 1980-85.
on the basis of available estimates, the proportion
of tax revenues to NSIP in 1980-85 works to 10.9 per cent,
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3. The comparisons in Table 10 will indicate that the
growth and level of tax ravegnues in Tamil Nadu place her
among the highest-taxed States in India. The growth in tax
revenues in Tamil Nadu in 1984/85 over 1960/61 has been-
significantly higher than the average for major States
although less than the growth rates recorded by Punjab
(including Haryana), Gujarat, and Karnataka. In terms of
the current level of taxation, measured by way of per
capita tax revenue in 1980-85, Tamil Nadu ranks as the fifth
highest among the 15 major States coning after Punjab,
Haryana, Maharashtra and Gujarat. Aall these States are
distinctly better off than Tamil Nadu in terms of per cagpita
income and could therefore be expected to have a higher tax
potential, This can be allowed for if we look at the ratio
of tax revenue to State income which is a more appropriate
measure of tax effort. The tax-income ratio has been worked
out for major States for 1976-81, and indicatively for
1980-85, in Table 10, Even in the earlier period, when
(because of prohibition) Tamil Nadu did not have the advan-
tage of coxcise revenues, it had the third-highest ratio
coming after Gujarat;/ and Kerala., In 1980-85, with the
inflow of excise revenues, the tax—-income ratio for Tamil
Nadu would appear to be the highest among the major States.

4, While data is not available for decomposing the
contributions to tax buyoancy on account of growth in real

SDP, inflation, and additional taxation, available evidence

1/ The performance of Gujarat in regard to growth,
level and tax—effort is remarkable since it has
consistently followed prohibition entailing the
sacrifice of excise revenues which have made a
substantigl contribution to tax revenues in most
other States.
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suggests that the last two factors in combination account
for the bulk of the growth in tax reVenues.é/ We had

earlier noted that long-term growth in tax revenues in

Tanil Nadu vis-ag-vis other major tates has been high; on
the other hand, Tamil Nadu's long term rate of growth in
NSDP has bcen relatively low.z/ Tamil Nadu's impressive
tax-income ratio is thus the result of the combination of

a high tax buyoancy and low NSDP growth, In other words,
additional taxation (including cxcise revenuaes in 1980-85)
and better collection efficicency, rather than tax elasticity
related to economic growth, would appear to be mainly res-
ponsible for Tamil Nadu's good performance in achieving real
rates of tax growth,

Structure of Taxes

- gun I D D G e T o D s g >

5. Individual taxes have raogistered varying rates of
growth (or buoyancy) during 1960-85 rcoflecting in each case
the varying impact of factors such as additional taxation,
collection efficiency, inflation and tax responsiveness to
economic growth (or elasticity). Overall growth in tax
revenues has accordingly been accompanied by important
changes in the structure of taxation., This can be fcllowed
from Table 11, The relative importancc cf direct taxes on

income and wealth, viz. land revenue, agricultural income-tax
1/ A study made by the Govt, of Tamil Nacu for the

Seventh Financs Commission indicated that in State
sales taxes, which is the principal tax source, abcut
3 per cent of the additional yield in 1976/77 over
1961/62 was due to income growth, 34 per cent to
inflation, and 63 per cent to additional taxation and
its buoyancy. The relative contribution from additional
taxation may be higher in the case of the other State
taxes since they are gencrally specific rather than
ad valorem and also characteristically less responsive
to NSDP growth,

2/ The annual average (compound) growth rate of NSDP in
Tanil Nadu during 1960-78 was 2.3 per cent compared
to the all-India growth rate of 3.6 per cent in this
period for all major States. Seze S.Guhan, Growth
Inequality and Poverty in Tamil Nadu, Cre-A, Madras 1984.
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and urban land tax has significantly diminished. These
taxes which together accounted for 15.5 per cent of total
tax revenues in 1960-65 made only a marginal contribution

of 1.9 per cent during 1980-85. While indircect taxes have
grown nearly 20-fold in 1980-85 over 1960-65, direct taxes
have mercly doubled over this period. Sales taxes have
throughout been the most important single socurce of tax
revenue and among all taxes they have registered the fastest
rate of growth., Sales taxes have increased to nearly 25
times in 1980-85 over 1960-65 and their contribution to
total tax revenue has risen from 43 per cent in 1960-65 to
63 per cent in 1975-85, With the reclaxation of prchibitiocn
(in 1981-82), State excise duties cn liquor have become the
sccond most important source acocounting for about 14 per cent
of all tax revenues in 1980-85, Otner indirect taxcs have.
grown about 9-fold in 1980-85 over 1960-65 and together

accounted for 21 'per cent ¢f tax revenucs in 1980-85.

6. In sum, Tamil Nadu raises almost the whole of its
tax revenues throuwgh indirect taxes cof which two taxes on
consunption viz,, sales taxes and the liquor excise together
currently contribute about 77 per cent to total tax revenue.
Table 12 which compares inter-State tax structures in 1980-85
will show that, compared to most other major States, the
concentration in these two taxes in Tamil Nadu tends to be
high.

Dirget agricultural Taxation

7. Direct taxes on agriculture (i.e., withcut taking
into account indiract taxes on agricultural inputs such
as sales taxes on fertilisers, pesticides, diesel, etc.)
consist of land revenmue and the agricultural income tax.

In Tamil Nadu, the consolidated land revenue assessment on

irrigated land classified as ‘wet' (nanjai) includes an
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clement of water charges which, being a cost-recovery for
water use, must be deducted in computing the incidence of
land revenue propcr., Local cess (IC) at 45 paise per

rdpee of land revenue and local cess surcharge (LCS) up to

a celling of Rse 2.50 per rupee cf land revenug are collected
along with land revenue on behalf of Pagggayat'Unions and
Panchayats, In as much as these levies/based on land
revenue, the cess and the surcharge can be viewved as;%omponent
in agricultural taxation. Table 13 gives the receipts from
land revenue (net of irrigation but including LC and LCS)
and the agricultural income tax during 1960-80 and relates
these direct levies on agricultural incomes to the NSDP from
agriculture in each quingquennium. It will show that direct
taxes on agriculture have throughout this period been less
than 2 per cent of income from agriculture and have actually
declined from around 1.9 per cent in the 1960s to about 1.1
per cent in the late 1970s., Direct taxation of agricultural
incomes is thus insignificant and has become even more so in
a period in which agricultural incomes have grown on account
of the new technology and the spread of pumpsets both of
which have particularly benefited larger farmecs.l/

8. The agricultural income tax (AIT) was introduced in
1955, It initially covercd only plantation crops (coffee,
tea, rubber, cardamom and cinchona) but was extended to all
agricultural crops in 1958, 1In principle, the AIT is pro=-
gressive and responsive to income from output but these -
features have been eroded over the years through exemptions,

compounding facilities, liberalisation in the definition of

1/ In terxms of net cropped area, direct agricultural
taxes amount to Rse 11 per acre (1975-80). A farmer
with an acre of wat land who can expect a net income
of about gs, 1000 per crop may thus Pay no more than
about one per cent of it as land revenue (including
the CL and LCS). This can be compared with Gilbert
Slater's estimates of an incidence of 14 per cent
on net income in the early part of the century in
Tamil Nadu,
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standard acres, and avoidance through partitions.

9. Agricultural taxes are thus very low, not progressive
in relation to the incomes of the assessces, and unresponsive
to the growth in incomes in the sectoz. This is partly
because of the inherent feature of land revenue, which while
being notionally related to the quality of land, is a per-
acre levy that does not take into account ecither the extent
of land ownership or the present value of output, It is also
because of 8tate policy that has over the years consistently
diluted and deemphasised the role of agricultural taxation.
After initial settléments of land revenue in Tamil Nadu
towards the end of the 19th century, there was only one
revision in the 1930s before resettlements were formally
suspended in 1937, Assessments on "dry" lands were waived
in 1967. This was followed in 1971 with the waiver of the
land revenue component of the consolidated wet assessment
for holdings of less than 5 acres. an attempt was made to
increase agricultural taxation in 19762/@hen a special
assessment was introduced on remunerative commercial crops
(grapes, sugarcane, plantain, betelvine, turmeric, tobacco,
chillies, irrigated cotton and irrigated groundnut). This
measufe was substantially eroded by concessions in 1977 and
completely repealed in 1981, The only increases to land
revenue that have occurred have been by way of local taxation
in the LCS but, as we have seen, this has not served to

correct its overall regressive impact.

10, another feature of land revenue is the very high cost
involved in its collection. The expenditure of the revenue
department on its district, sub-divisional, taluk and village
establishments and on survey and settlement operations is of
the order of ps. 35 croreé annually (1983/84). Even if half of

1/ Tamil Nadu was under President's rule at that time.
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this cost is to be attributed to the assessment, collection
and accounting of land revenue, it would exceed the yield
from the measure. The high cost of collection could be
(and has samectimes been) used to argue that land revenue
can be abolished because the game is not worth the. candle.
The argument is not valid because the revenue establishment
has multifarious functions and will in any case have to be
maintained. On the other hand, the high cost of collection
should strengthen arguments, based on equity and revenue
considerations, for increasing agricultural taxation.
Szles taxes

1l. We have already seen that sales taxes are by fat
the single most important and the fastest growing source of
revenue to the State. Sales taxes consist of the qeaerai
sales tax (GST), the motor spirits tax {MST), and the Central
Sales Tax (CST). The first two are levied and collected by
the State; the CST is levied by the Centre on commodities
entering inter-State trade but is collected and retained by
the State. Sales taxes are ad valorem on the taxable turn-
over of commodities and as such responsive to growth in

transactions and in prices.

12. Tamil Nadu (the o0ld Madras State) was the pioneer
in introducing the general sales tax in 1939, At the time
of introduction, the general rate was a very low one of %
per cent of taxable turnover, The rates, coverage ~nd features
of the sales tax syStem have undergone several changes since
then. Since 1958, there has been a trend to shift the levy
from multi-point to a single-point in the chain of sales and
to make the rates more progressive by attaching higher rates
to items of legss-essential or luxury consumption. Foodgrains
and some other commodities of essential consumption are exempt
from sales tax; mest commoditics, about 200 at present, are

subject to single point levies ranging from one per cent to
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30 per cent (foreign liguor); and the rest are liable to
multi-point sales tax (5 per cent at present), Most single-

point rates are in the range of 4 to 15 per cent,

13, The two main criticisms of indirect taxes are that
they are inflationary in as much as they are passed on to
consumers as an add-on to prices and that, as compared to
direct taxes, thuy arc less-progressive in their incidence
on incomes. The most comprehensive study that is available
of indirect taxation in India is by Raja J.Chelliah and
Ran Ne Lal relating to 1973—74.2/ The authors have used NSS
data to estimate the incidence of Central and State indirect
taxes and of State sales taxes on the consumption of different
expenditure groups in rural and urban areas. Their results,
reproduced in Table 14, indicate that the combined impact of
all indirect taxes (Central and State) on all houschold
consumption expenditure is 10.54 per cent of which State
indirect taxes account for 3.77 par cent and State sales
taxes for 1.93 per cent. In the two highest inccme groups,
the overall impact is in the range of 11 to 23 per cent and
that of State sales taxes in the region of 2 to 3 per cent,
It will appear from this that State sales taxes in themselves
might not have a scrious inflationary effect; nor do they
sean to constitute a significant proportion of the overall

incidence of all Centre and State indirect taxes.

14. The progressicn ratios worked out in Table 14
will indicate that sales taxes are much less progressive
in rural areas vis-a=-vis urban. In overall (rural and
urban) incidence they are also less progressive than Central

or State indirect taxes. These ratios relate to incidence

on consumption cxpenditure; the incidence on incomes is

T gy (it O D e D N g

1/ Raja J.Chelliah and Ram N.Lal Incidence of
Indirect Taxation in India 1973-74 National
Institute of Public Finance and Policy, New
Delhi 1978.
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likely to be positively rcgressive because income-inequali-
ties between the rich and the poor are steeper than inequa-
lities in their lesvels of consumption. Sales taxes are
cbviously regressive when compared to the income tax. While
persons with an annual income of Rs, 18000 are currently
cxanpted from income-tax, the burden of sales taxes extends
to the poorest expenditure groups; and it is not insignifi-
cant on the "middle classes®™ who have been exempted from
direct taxes on income (é.g., households with a monthly
income of Rs¢500).

15, While no State-wise picture of incidence is avail-
able in the study by Chelliah and Lal, a study on the inci-
dence of taxation in Tamil Nadu in 1970/71 has been made by
the institute for Techno-economic Studies (ITES) Madras based
on a hocuschold consumption expenditure survey of 900 urban
and 1100 rural households in the State.i/ The ITES survey
covers expenditure groups which are in the upper brackets
to those covered in the Chelliabh and Lal study. The esti-
mates from this survey reproduced in Table 15 suggest that
the progression in sales taxes tends to get dampened in the
relatively highly expenditure groups.

16, More than 70 per cent of the sale%ggg%é§¥55§c§$lls
on consumption expenditure as distinct from/intermediate and
capital goods.z/ An analysis of the sales tax revenue data
in Tamil Nadu (1983-84) also shows that 65 to 70 per cent of
the single point revenue comes from fuel and cther gcods of
general consumption (such as cotton and yarn, drugs, pulses,
tea, sugarcane, electrical goods and soap). The burden of
sales taxes falls accordingly in the main on the middle

1/ Institute for Techno-cconomic Studies Incidence
cf Taxation in Tamil Nadu, Madras 197 2.

2/ See Raja J.Chelliah and Ram N Lal op.cit.
Table III.6 pe 25,
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classes, particularly in urban areas. The very poor whose
consunption is lov and is largely confined to food and bare
necessities may noct be much affacted; at the other end of
the spectrum, despite the relatively high rates on a faw
"luxury items", the incremental impact cf sales taxes on
the consumpticn expenditures of the affluent is not parti-

cularly progressive.

17. Under the Constitution of India the tax jurisdic-
tions of the Centre and the States are, in the legal sense,
mutually exclusive (vide Appendix III), However, in an
economic sense, Union excise duties and State sales taxes,
have a considerable area of overlap in their commodity-wise
incidence. They are both indirect taxes and the main soOurces
of revenue for the Centre and the States. The relatively
high incidence of Central excise duties inhibits the freedom
of the States to raise sales tax rates which "cascade" on
the former. Moreover, the fact that India is a common
market in which there is a free flow of goods across State
boundaries makes it necessary for States to harmonise their
sales tax rates in order to avoid diversion of trade from
ong State to another., For these reasons, the maximum rates
under sales taxes can not be too high and the commodity-wise
incidence has to progress within a relatively narrow band.
The consequence is that the coverage of sales taxes has to
be, for revenue reasons, as wide as possible and the pro-
gression in their incidence on consumption expenditures
tends to be feeble while it might well be regressive on
incomes,

18. We have noted that at present excise duties from
ligquor are next only in importance to the sales tax as a
source of tax revenue, Tamil Nadu has had a chequered
history of prohibition. Partial prohibition was first
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introduced by the Rajaji Ministry in 1937 in the Salem district.
With the dissolution of popular governments, prohibition was
withdravn in 1945, Aafter independence, the State went completely
dry in 1948 and continued to be so until 1971 when prohibition
was "“suspended". Prohibition was reintroduced in 1974 and con-
tinued until it was relaxed in 1981/82.1/

19. Excise revenues, in this context, have been insignifi-
cant during 1960-70 gnd in 1975-80, the periods in which prohi-
bition was in force. The highest level of excise revemues during
1970-75 was Rs.56 crores (1973/74). Since the relaxation of
prohibition, excisc revenues have nearly doublad from Rs. 110
crores in 1981/82 to Rs. 201 crores in 1984/85. The major contri-
bution in 1984/85 came from arrack (Rs, 134 crores or 67 per cent)
by way of excise duties (Rs.48 crores) and rental from arrack
shops (Rs.86 crores)j license fees, tree taxes and rental income
relating to toddy contributed rs, 24 crores or 12 per cent; and
IMFL accounted for Rs,33 crores or 16 per cent.z/ We have no data
on the incidence of excise taxes on differcent expenditure groups
in Tamil Nadu but the fact that the bulk ¢f the revemue, viz.,
about 79 per ccnt, comes from country spirits, which are widely
consunmed by the non-affluent, indicates that, by and large,
gxcise revenues come from the poor.

20, Relating the excise duty on arrack to its sale price,
it is possible to estimate the cOnsumption of arrack in Tamil

Nadu in value terms. The estimate for 1984/85 works to Rs, 270

1/ The Goverrment announced their intention in 1986 to
ban the sale of arrack and toddy with effect from
lst Jamuary 1987 while permitting the contimuied con-
sumption of Indian-made foreign liquor (IMFL).

2/ For a valuable discussion of issucs connected with
taxation of alcohol, based on Karnataka experience,
see Simon Musgrave and Nicholas Stern alcohol:
Demand and Taxation in South India in the 1970s
Discussion Pgper No.,55 University of Warwick
January 1985,
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1/

crores=, This is about 4.5 per cent of the State's net
domestic product and could be a much higher proportion

2/

of the income of the relatively-poor consumers of arrack.=
If the consumption of ligquor could be avoided or prevented,
substantial purchasing power will be clearly released for
consumption on food and other essentials particularly in

the case of poorer houssholds. Consumption expenditures

on liquor transfer substantial resources from a large number
of poor consumers to the relatively small number of those
who are engaged in different stages of the liquor industry
and trade such as blending, bottling, wholesale and retail
distribution. It is well known that licensed retail arrack
shops also provide an outlet for the sale of 1llicit liquor.
Avash with money, it is no secret that groups and persons
in the liquor business are well=placed to indulge in poli-
tical corruption.é/ This is particularly possible because
much mote discretion and individual prefercence obtains in
the regulation of the manufacture and sale of liquor than

1/ In 1984/85, the excise duty per litre of arrack
was Rs.4 while the retail price of a litre was
Rse 22.5 or 5,625 times the duty. Applying this
factor to thce excise revenuc of Rs.48 crores from
arrack, its consumption in that yvear in Tamil Nadu
can be estimated at Rs. 270 crores. Currently, the
State Corporation which has a monopoly over the
retail distribution of arrack sells about one
crore litres of arrack per month in Tamil Nadu,

2/ Studies relating to alcohol consumption indicate
that manial labourers and among them Scheduled Caste
workers have a relatively high pcopon51ty for llquor
consumption. Income inedquality studies in India
indicate that the income of the poorest 20 per cent

of the population is akout 8 per cent of total income.
Even if their consumption of arrack was no more than
20 per cent of total arrack consumption, it would
absorb about 10 per cent of their income.

3/ Political corruption linked to the liquor industry
and trade has been the subject matter of legally
instituted allegations and judicial processes in
Karnataka, Madhya Pradesh and Tamil Nadu in recent
years.
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is the case with activities, such as general trading, bus
transport or the exhibition of films, from which the State's
other major indirect taxes arc raised. Excise rcvenues

thus depend on permitting a form of consumption that worsens
poverty, transfers inccmes from the poor to the rich, and
provides powerful incentives for political corruption on

its supply and demand sides,

Otber taxes

21. The other major taxes of the State are, in order
of importance, the motor vehicles tax (MVT), stamps and
registration, and entertainment taxes. They accounted
respectively for 8.4 per cent, 7.1 per cent and 3.5 per
cent of total tax proceecds in 1980-85., The growth over time
of these taxes has been distinctly lower than that of sales
taxes (vide Table 11).

22. Tha MVT is a specific tax which is related to the
type of vechicle and in the case of buses to the number of
seats. The bulk of its burden falls on public transport
viz., trucks and buses with its ultimate incidence being

on commodity prices and on bus fares.

23. The revenue from stamp duties, and registration

fees that go with them, mainly comes from sales of immovable
properties such as land and buildings. Their incidence is

in terms of a percentage of the registered sale value. The
tax is thus not progressiva. It is also subject to conside-
rable evasion because of the under-reporting of sale values.
In their study of "black money" in India, the National Insti-
tute for Public Finance and Policy (NIPFP) have estimated
that reported urban property values in Madras city could be
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as low as once-third of their true value.l/ The under-report—
ing of property values for purposes of tax evasion not only
reduces revenue from stanp duties and municipal property
property taxes but also gen@rates considerable "black incomesh
which escgpe Central taxes on income, wealth and capital
gains.g/ It has been argucd that a reason for the high
degreec of evasion in stamp duties is that their incidence
on property values (currently 13 per cent) is excessive.

One method of curbing evasion, while reducing incidence
without sacrifice of revenue, would be to levy a specific
tax on the extent (built-up area) of land (built~property)
where the rate of tax is fixed in relation to zones, uses
(eeg. industrial, commercial, residential) and any other
criteria having a bearing on property values. Progression
could also be introduced in such a scheme and elasticity

could be secured through periodical revisions of the rate.

24, The urban land tax (ULT) is a direct tax on wealth,
Its progression is low and the market value for the tax base
is out of date (viz. 1971). Given steeper progression and
periodical revisions of the rates, the ULT can provide an
instrument for discouraging ostentatious urban property use.,
promoting higher housing densities, and reducing asset

concentration,

25, The main source for entertainment taxes is the
exhibition of cinemas which are widespread and very popular
in the towns and villages of Tamil Nadu, In principle, the

1/ NIPFP: aspects of the Black Economy in India
vratt Report New Delhi, March 1985, pp.244-246.

2/ The NIPFP estimates of black income generated
in property sales in Madras, although admittedly
crude, suggest that such incomes may be very
high: between 172 and 677 crores in 1982-83.
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tax is gd valorem on the price of cinema tickets but outside
of the major towns it has been compounded with reference to
the number of seats in cinema houses in order to reduce
evasion., The consequence however is that increases in
cinema-going or in the number of shows does not for the
most part get reflected in elasticity of revenue.
Devolution to local bodics

26. Local body finances in Tamil Nadu are beycnd the
scope of this paper but some broad facts can be stated.
The major own sources 0f revenue for Corporations and Muni-
cipalities are property and profession taxes. Property
taxes are in principle subject to quinquennial revisions
but such revisions have been repesatedly postponed in Tamil
‘Nadu. Both these taxes are significantly under-exploited
mainly on account of under-assessment and poor collection,
The local cess and local cess surcharge on land revenue
are the principal revenuc sources for Panchayot Unions and
Panchayats. These are supplemented by revenue transfers
from the government to local bodies in the form of (i) assigned
tax shares (ii) statutory grants and (iii) discretionary
grants for specific purposes. In addition, government also
advances loans to local bodies for water supply, roads and

other such developmental activities.

27. The taxes from which assignments are made to local
bodies (including those levied by them but collected by the
State) are the cntertainment taxes, sales taxes, stamp duties
and local cess and local cess surcharge on land revenue., Tax
assignments to local bodies in 1980-85 were annually at an
average level of R, 69,70 crores.;/ Matching grants on house

- > g T T i e g qus

1/ The source-wisc break-up 1is: entertaimment taxcs,
RSe 22.46 crores; stanp duties s, 19.92 crores; sales
taxes Rse 17.68 crores, and local cess and local cess
surcharge, Rs«9.64 croreas.
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tax and local cess surcharge, and the local irrigation and
local roads grants are statutory grants. Table 16 will show
that grants to local bodies (both statutory and other) as a
proportion of the total current revenues of the State remained
at 15 to 16 per cent in 1960-75, declined to 13 per cent in
1975-80, and sharply went down to about 3 per cent in 1980-85,
Revenue transfers tc local bodies, through both tax-sharing

and grants, in 1980-85 anounted to R, 612 crores or less than

8 per cent of the State's total current revenues in this pericd.

28, The stecp decline in fiscal devolutions to local
bodies, and its overall low level, in 1980-85 is the reflec-
tion of a policy of "re-centralisation® pursued by govern-—
ment in this period. Elections to Panchayat Unions and to
Panchayats were not held since 1970 until 1986 and elected
representatives toc these institutions were superseded in
1976/77. Subsequently, Panchayat Union teachers were
"provincialiced" (i.e. converted into direct government
employees) and rural amenities programmes (such as the self
sufficiency scheme) were directly financed by government,
Government grants tc urban bodies (viz., Corporations, Muni-
cipalities and Town Panchayats) continue to be grossly
inadequate for the maintenance of essential civic services
such as water supply and sanitation, roads and public lighting.
It is ironic that the governmments' attitude to local bodies
in Tamil Nadu have been in sharp . contrast to their own claims
vis-a=vis the Centre for greater autcnomy and increased

financial devolution,
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Table 8: Own Tax Revenues of Tamil Nadu : 1960-85
______________ (s Crores)
Taxes 1960-65 1965-70 1970-75 1975-80 1980-85
Direct Taxes
1.Land Revenue (net of irrigation
but including LC & LCS) 39.03 51.50 65.13 56.79 59.59
2.Agricultural Income tax 6.70 8.16 10.30 27.15 16.38
3.Urban Land Tax 0.01 1.25 6.73 10.39 15.25
All Direct Taxes (1+42+3) 45.74 60.91 82,16 94.33 $3.22
Indirect Taxes
4,Sales Taxes 127.49 279.47 614.98 1298.41 3137.66
5.5tate Excise Duties 1.77 3.77 144 .46 20,46 696.30
6.Stamp duties (gross) 40,58 75.36 122.12 172.34 354,49
7.Registration fees 6.57 11.50 18.42 22.24 47.81
8.Motor Vehicles Tax 48,61 83.22 137.69 267.73 417.68
9.Entertainment Taxes 15.72 32.98 58,24 110.383 173.21
10.0ther indirect taxes 8.84 38.70 37.59% 41,23 80,60
All Indirect Taxes (£ to 10) 249,58 525,00 1133.,50 1932,79 4907.75
All Taxes 295,32 585.91 1215.66 2027.,12 5000.97
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Sources

Annex Table 2.
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Table 9: Growth Indices Relating to Tax Revenues: 1960-35

" s e ™ me wr e mm %e aw  wm e e o mm e e eee  Sn me e wm el we

Indicator 1260~65 1565-70 1970-75 1675-30 1580~85
1.Tax Revenues in current prices 295.32 585.91 1215.66 2027.12 5000.97
Rs. crores (100) (198) (412) (686) (1693)
2.Tax Revenues in constant prices 435,19 657.34 1037.00 1245.85 . N.A.
of 1970/71 Rs.crores (100) (151) (238) (286) (¥.a.)
3.Per capita Tax Revenue in 17 31 57 87 208
current prices Rs. (100) (182) (335) (512) (1224)
4.Per capita Tax Revenue in 25 34 45 54 NML.A.
constant prices of 1570/71 Rs, (100) (136) (196) (216) (M.A.)
5.Tax Revenue to HSDP per cent 4.9 6.4 8.1 8.5 11.9 (Est.)

v wm ew e e va W em e wm %™ mm e e e = em e P L A T T

Note: Figures in parentheses are indices with 1960-65(= 100) as base.
Source: Nerived from Table 8 and deflators in Appendix II,
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Table 10: Inter-State Comparisons Relating to Tax Revenues

- 2 e ew  ew s mm em mm = mm emx W wmt wew me

Index of Average per Tax to MNSDP Tax tol/

growth in cagpita tax 1976=-31 NMSDP =~
State Tax Reve~ revenue in 1980/1985
nue 1in 1980-85
1984 /85
(1960/61 (Rs.) (per cent) (per cent)
= 100)
1. andhra Pradesh 2948 161 Te4 13.3
2.Assam 1090 52 3.7 4,9
3.Bihar 1721 57 4.0 6.7
4.Gujarat . 4331 220 9.8 11.6
5.Haryana 2/ 265 6.8 12.3
6.Karnataka 3645 186 7.3 13.1
7.Kerala 2090 175 7.9 12.86
8.Madhya Pradesh 2545 105 6.0 10.3
9.Maharashtra 2918 248 Ted 12.0
10.0rissa 2825 69 3.8 6.3
11.Punjab 20672/ 287 6.7 11.1
12.Rajasthan 2610 107 5.0 9.3
13.Tamilnadu 3144 201 7.5 15.2
14.Uttar Pradesh 1865 80 5.0 7.9
15.West Bengal 1715 126 6.2 8.7
All major States 2644

-— — -— — -— - L e a- < Ty e P . e, . - Oy - -— v -~ - - .- - - P -~ -— -~ -—

1/NSDP estimates are for 1976-81 as later estimates are not
available on comparable basis. This may not however affect
the relative ordering to any significant extent.

2/Included in Punjab.
Source: RBI Annual Surveys of State Finaces for Tax Revenues

and Central Statistical Organisation's estimates of
per capita income.
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Table 11: Structurc of Tax Revenues and Growth of Taxes in
Tamilnadu: 1960-85
(per ﬂent)
Tax 1960-65 1965~70 1970- 75 197580 19uO 85
Direct Taxes
l.Land Rcvenue {(nct 13.2 G.3 5.4 2.8 1.2
of irrigation but (100) (132) (167) (146) (153)
including LC & LCS)
2.Agricultural Income 2.3 1.4 0.8 1.3 0.4
Tax (100) (122) (154) (405) (274)
3.Urban Land Tax - 0.2 N.6 0.5 D63
(100) (538) (831) (1220)
All Direct Taxes 15.5 10.4 6.8 4,6 1.5
(100) (133) (180) (206) (204)
Indirect Taxes
4,Sales Taxes 43.2 47477 50.6 64.1 6267 -
(100) (219) (432) (1018) (2461)
5.State Excise 0.6 0.6 11.9 1.0 13.9
Duties 1/
6.Stamp Dutics(gross) 13.7 12.9 10.0 8.5 7.1
(100) (186) (301) (425) (374)
7.Registration Fees 2.2 2.0 1.5 1.1 1.0
(100) (175) (280) (339) (728)
8.Motor Vehicles Tax 16.5 14.2 11.3 13.2 [l
(100) (171) (283) (551) (859)
9,Entertainment taxes 5.3 5.6 4,80 5.4 3.5
(100) (210) (370) (702) (1102)
10.0ther Indirect taxes 3.0 6.6 3.1 2.1 1.5
(100) (433) (425) (466) (912)
All Indirect taxcs 84.5 39.6 83.2 95,4 G3.1
(100) (210) (454) (774) (1966)
All taxes 100.0 100.0 100.0 100.0 100.0
(100) (198) (412) (686) (1693)

- e hmme e e _n M e

1/Growth 1nd1ccs have not been given because of dlscontlnultles
in prohibition policy.

Note: Figures in parantheses are growth indices with 1960-65 =
Derived from Table 8.

sSource:

100.
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Table 12: Structure of Tax“BevenuGSJin Major States:1580-85

(per cent to total tax revenues)

— A an em e m wm 3 em em @ e mm wa AT € im c s e es  es w0 s e ma  me " mm e e

Direct Sales State Other In-

Taxes Taxes Excisc dircct
U 1 -2 - S

1.Ancéhra Pradesh 3.2 50.9 2843 17.6
2.Assam 15.4 64,6 4.2 15.6
3.Bihar 3.6 68.4 10.1 17.9
4.Gujarat 1.9 66,2 0.6 31.3
5.Haryana 1.1 46,7 17,7 34.5
6.Karnataka 2.6 51.0 19.5 26.9
7.Kerala 3.4 63.1 15.9 17.6
€.Madhya Pradesh 2.5 54.2 14.2 29.1
9.Maharashtra 1.5 64,7 8.3 25.5
10.0rissa 3.1 58,0 7.0 31.9
11.Punjab 0.7 45.5 26.8 27.0
12.Rajasthan 5.6 58.7 12.3 23.4
13.Tamil Nadu 1.4 65.0 14.3 19.3
14.Uttar Pradesh 3.7 53.9 14.5 27.9
15.West RBengal 4.4 59.9 9.1 26.6
All major States 2.7 58.6 13.3 24.9

- e mm MR mm eme e @t res emn wam e mw S mw me e W e mm am e am e ew N me ea e T am =

Data Sources RBI annual Surveys of Statce Finences.
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Table 13: Incidence of Agricultural Taxation in Tamil Nadu:

196030
. . Agricul— Land Re~ Total NSDP in  Direct taxcs
Sglnquennlu tural venue(net Dircct Agricul- on Agricul-
Income of irri- taxes turc ture to NSDP
Tax gation) on Agri in agriculture
culture
(annual (annual (Annual
iverage) Average) Average)
(Rs.crores) (Rs.crorek) (Rs.crores)bs.crores)(per cent)
196065 1.34 7.81 9.15 491,54 1.86
1965-70 1.63 10.30 11.93 645,09 1.85
1970-75 2.06 13.03 15.09 1148.00 1.31
1975-80 5.43 11.36 16.79 1477.94 1.14

source:

o mm e e T s am T em mm me R s e omae ae ek eme e e e e mm, o S AR e e e e

Table 8 for Tax revenues and Tamilnadu Economic Appraisal
(various issues) for NSDP in Agriculturc.
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Table 14: Inciderce cf Indlrect Taxation in India 1973-74

(Incidencc_as per cent of consumer expendlture)

Expcnditure Group Rural | Urb?n Rural ?2? Urban
Monthly p.c. in BRs. Ccntral In State State Central State State Central State State
direct Tax~ Irdi- Sales Indirect Indi- Sales Indirect Indi- Sales
cs rect Taxes Taxes rect Taxes Taxes rect Taxes
texes Taxes taxes
1. 0 - 15 1.68 1.23 0.67 2.42 1.21 0.30 1.72 1.24 Q.65
2. 15 - 28 1.86 1-47 0.85 3.74‘ 2»57 1.63 2-05 1-58 0-93
3. 28 = 43 2.58 1.86 1.02 % e 56 2.80 1.86 2.08 2.01 1.16
4, 43 -~ 55 3.68 2.50 - 1.23 5.97 3.69 2.35 4,13 2.73 l.44
5. 55 -~ 75 4,25 2.46 1.31 761 4.25 2.69 5.04 2.8C 1.63
6. 715 =100 6,32 3.70 1.77 9.41 5.40 3.01 T.21 4,19 2.13
7. 100 = 10.30 5.87 2.60 29 .99 9420 4.51 14,71 7.24 3.39
8. 211 Households 4.99 3.04 1.49 12.03 5.93 3.23 6.77 3,77 1.93
Progrcesion ratio 6.13 44,77 2,88 SeB7 7 .60 15.03 8455 5.84 5622

viz. row 7 £ row 1

; . . — e s e me e e —_— e e e L N
- A e = N . - L m e mE me e e e e e w T — e e N -

Source:s Raje J.Checlliah ard Ram N.Lsl Incidence of Indirect Taxation in India:1973-74,
" NIPFP 1978 Table JII-2 p.19.




42

Table 15: Incidence of Sales Taxes in Tamil Nadu 1970-71

(As prr cent of consumption expenditure)

Expenditure Group

2nnual p.c. in °Rs. ‘ Rural Urban
1. 0 - 1200 1.60 1.34
2.1201 - 2400 1.66 1.51
3.2401 - 3600 1.85 2.10
4.,3601 - 4800 1.96 2.04
5.4001 - 6000 2.04 2.29
6.6001 -~ 7200 , 2.09 2.02
7.7201 - 12000 1.54 2.04
8.12001 - 12000 1,74 3.25

Progression ratio 1.09 1.77

viz., row 8 & row 1

Source: Incidence of Taxation in Tamil Nadu, ITES Madras 1972
Appendices 37 and 20,
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Takle 16: Grants t2 Local Bodics in Tamil Nadu 1960-385

Tctal Current Grantsts Grants as
Quinguennium Revenucs Local proportion
Bodies cf Current
Revenues
(Rs. crores) (ks.crores) (Per cent)
1960-65 543.71 80.56 14.8
1965-70 1018.84 164.04 16.2
1970=-75 1836,.25 295,60 16.1
1975-80 3235.04 408.49 12.6
1980~-85 8000.57 263.82 3.3

P ... T R T T T P D e g

Data Source: Economic Classification of the Tamil Nadu
Budget (various issues).
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V : Non-tax Rgvenues, Public Undertakings and

- - o - B OO oy D s G g T

Indirect Subsidies

The non=-tax revenues available to the State comprise
of grants from the Centre and the State's own non-tax
revenues which come from a variety of sources such as
interest receipts, forest revenue, irrigation receipts,
sales of agricultural inputs, profits and dividends from
public sector enterprises, fees (e.g., from educaticnal
and madical institutions), fines and other recoveries. We
have already noted that the relative contribution from
non-tax revenues to overall receipts has declined in impor-
tancCe over the years in Tamil Nadu. It is also interesting
that among all major States Tamil Nadu relies to the lowest
extent on non-tax sources vis-a-vis taxes for raising its

own current revenues., This is brought out in Table 17.

2. Table 18 gives the structure of own non-tax revenues
in Tanil Nadu in 1980-85, 1Interest receipts constitute 37
per cent and are the largest single source. Next in impor-
tance are dgpartmental receipts of various kinds: charges
for services rendered, sale proceeds, fees, fines etc.
Eccnomic services are the major sector from which such non-
tax receilpts accrue; in this category, agricultural and
forest receipts accdunt for about two-thirds of revenue. It
will be noticed from the Table that dividends .rom public
enterprises are insignificant accounting for less than one

per cent of total non-tax revenue.

3. One reason for the low relative proportion of non-
tax to total revenues is that Tamil Nadu dces not have the
benefit of significant incomes from forest products or
mineral royalties compared to States such as Assam, Bihar,
Madhya Pradesh and Orissa. The extent of contribution from
non=-tax revenues is also a function of levels of lending

(which reflect on interest income) and efficiency in the
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collection of interest and other non-tax receipts. Apart
from such factors, the low level of non-tax revenue in
Tamil Nadu is a reflection of different types of hidden
subsidies in government operations. In the subsequent
Paragraphs, we shall attempt to quantify and discuss thanm,
Interest Subsidies

4. The total outstanding borrowings of the State
amounted to ks, 2304 crores at the end of 1984/85 on which
interest payments during that year were Rs. 146 crores or
6.33 per cent of debt. While this was the average cost of
borrowing, the marginal cost of borrowing in the open
market was 9 per cent per annum in that year. On the other
hand, interest receipts to the State in 1984/85 were Rs.59
crores of which Rs. 28 crores were a purely accounting adjust-
ment from departmental undertakings (mainly irrigation
projects). Real interest receipts, which were therefore
only .31 crores, awounted to 1.43 per cent of R, 2171 crores
which was the extent of loans advanced by the State and
outstanding at the end of 1984/85. The difference between
the unit costs of borrowing and of lending, or the subsidy
on account of interest, amounts to 4,90 per cent.or 7.57
per cent according as the average or marginal cost of borrow-
ing is considered to be the normative return., In absolute
figures, on loans advanced of Rs, 2171 crores, the subsidy
will amount to Rs. 106 to 164 crores in 1984/85,

5. Most of this subsidy is relatable to the Tanil Nadu
Electricity Board (TNEB), The TNEB accounted for 58 per
cent of all loans advanced by the government up to end
1984/85 and was not in a position to pay any interest at
all during the year. We shall discuss the financial per-
formance of the TNEB in some detail in the paragraphs that

follow. Other main categories of loanees requiring, or
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benefiting from, interest subsidies ware public sector
enterprises, statutory bodies, local bodies, cooperative
societies, cultivators, and govermment employees.

The Tanil Nadu Electricity Board

6. Established in 1957, under the Electricity Supply
Act (of 1948), the TNEB took over the functions of the
electricity department of the government. It is a statutory
authority and the largest public enterprise in the State.
At the end of 1984/85, the EB's capital and current assets
were of the order of R, 3369 crores of which gross capital
assets (including works-in-progress and capital stores)
amounted to Rs, 1882 crores., Investments in the EB have been
largely financed by loans, ways and means advancCes, grants
and subventions and subsidies from the government and, as
noted earlier, the EB has been the largest single recipient
of govermment loans. The latter (including ways and means
advances) totalled s, 1257 crores at the end of 1984/85. 1In
terms of the Electricity Supply Act, govermment loans to
the EB {(as distinct from ways and means advances) are
"permanent" i.e., the principal does not have to be regpaid
while interest is levied,

7. The financial performance of the EB since its incep-
tion, reviewed in Table 19, will show the deterioration that
has occurred since 1970. 1In 1970-80, the EB had operational
surpluses (i.e., gross income minus working expenses) but
these were inadequate to cover interaest payments and provi-
sions for depreciation.l/ Deficit on these accounts had to

- g W

1/ If depreciation were to be worked out on replace-
ment value, instead of the book value as is the
practice, the deficits would be much larger.
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be covered by taking subsidies from the governmeﬁt; in
addition, the EB also accumulated arrears of interest

due on govermment loans, By the end of 1979/80, total
subsidies received from government were Rse 181 crores

and accumulated interest arrears were about rs.50 crores,
Since 1980/81, there has been a sharp worsening in that
gross income was not adequate even to meet working expen-
ses and operational deficits began to emerge; these deficits
rapidly widened between 1980/81 and 1983/84 while in 1984/85
operational incomes and expenses were almost balanced conse-
quent on a tariff revision, As a consequence, during 1980-85
the EB was not able to meet its obligations towards depre-
ciation and interest payments without subsidies from govern-
mant. Such subsidies have totalled to Rs.867 crores during
1980-85 and interest arrcars to government had accumulated
to the figure of Rs. 278 crores by end 1984/85,

8, While this is the picture of the EB's losses in an
accounting sense, a more appropriate evaluation would con-
sist in comparing the actual return on investment to a
normative yardstick., For this purpose, we have worked out
in Table 20 the ratio of net surplus (surplus after depre-
ciation) to the net (i.z., depreciated) average capital
(excluding works-in-progress and capital stocks) in each
yvear during 1970-85. The ratio peaked at 7.8 per cent in
1975/76 and, thereafter, steadily declined to 3.3 per cent
in 1979/80. Since 1980/81, as earlier pointed out, there
was no gross surplus prior to depreciation and, therefore,
no guestion of a net surplus; accordingly, the ratio has
turned negative in this period., Comparing these rates of
return to a normative standard of 10 per cent on capital,
the "economic loss" in egach year has been computed. Losscs
in this sense add up to Rse 225 crores during 1970-80 and to
a further R 861 crores during 1980-85,
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9, The reasons for the EB being s0 deeply in the red
have to do with several factors relating .o costs, =ffici-
ency and tariff policy. The proportion of thermal genera-
tion in the TNEB system more than domblad from about 20
per cent in 1970-75 to abcut 48 per cent in 1980-85 and
throughout 1970-85 net purchases of pover (mainly from
the Neyveli Lignite Corporation) have been abcut a third
of net availability. Cost escalations in fucl (on account
of increases in the centrally adninistrated prices cof coal,
0il, freight etc) and increases in the cost of purchased
power have becn major factors in pushing up cperating expen-~
ditures; wage increases and inflaticn in prices of materials

have also contributed their chare to cost increases.

10. As regards efficicncy, three key parameters indicate
much scope for improvement in thes TNZB, During 1980-85, the
average plant load factor (PLF), the mesasure of capacity
utilisation in the EB's thermal plants, was 40.9 per cent,
distinctly below the all-India average of 47.6 per cent,
Losses in transmission and distribution :or line losses)
were 18.8 per cent and have remained at this level for several
yvyears. Staff strength zt 35,200 per Megavatt of Capacity was
about 30 per cent highdr than the all-India average of 27,000
per Mw.—l/

1/ Planning Commissicn: Annual Revnort on the Working
of State Electricity Boards ds and Electricity Depart-
ments April 1986 and TNEB: Tamil Nadu Electricity
Board Statistics At a Glance 1984-85. The PLF is
defined as the percentage of gross energy generated
to maximum demand times the number of hours in a
vear. The PLF norm recommended for thermal plants
in India is 58 per cent (Rajadhyaksha Committee).
The PLF in the INEB has varied over time plant-wise,
It is encouraging that in the Tuticcrin plant it was
improved to 62 per cent in 1984/85., One reason for
the relatively high staff strength in the TNEB is
its extensive rural distribution net work but this
is rot the only reason; there is undeniably an element
of excess staff and low productivity.
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11. The average cost of generating and distributing
one unit (Kwh) of electricity was 64.3 paise in 1984/85
against which the sales realisation was only 48 paise.i/
Table 21 on average costs, tariffs and sales realisations
in 1984/85 from the main consumer categories will indicate
that domestic, low=-tension industrial, and agricultural
consumers are charged below costs and that despite the
cross=subsidy from high tension-industrial and commercial
users, unit sales realisation is only about 2/3rds of unit
costs, Tariff revisions by the EB have been inadequate
Vis-a=vis cost trends and successive revisions have main-
tained or accentuated differential subsidies. Between
1961/62 and 1983/84, the average price for all categories
increased by 5,4 times while the average prices increased
by 8,4 times for industry, 6.2 times for commercial, 2,2
times for domestic and only 1,9 times for agriculture.g/
Relative to other States, industriagl and commercial tariffs
in Tamil Nadu are relatively high, domestic tariffs are

about the average, and the agricultural tariff is very low.

12. The subsidy for agriculture has a particularly
serious impact on the EB's revenues because agricultural
power consumption in Tamil Nadu at around 27 per cent of
total sales is of a substantial proportion. The agricultural
tariff was increased by stages in the carly 1970s to 16
paise per unit (1975) which was itself much below the cost of
supply. In 1979, diffcrential tariffs were introduced for
"small farmers" (owning 5 acres of land or less) and "large
farmers"; tariffs were reduced to 13.84 p for the former and
15.84 p for the latter (including the meter rent element).
They were further reduced to 12 p and 15 p respectively between

1/ TNEB op.cit.

2/ U.Sankar and R,Hema Optimum Rate Structure for Public
Enterprises: A Study of Electricity Pricing in Tamil
Nadu University of Madras 1984 (mimeographed).
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1982 and 1984, With effect from 15th Secptember 1984, small
farmers in Tamil Nadu are supplied power altogether free
while the tariff for large farmers has been further reduced
to 11,49 p per unit, During 1979-84 when costs sharply
escalated, the government have thus pursued a perverse
policy of reducing agricultural tariffs. The cxtent of the
loss due to the differential between the cost in supplying
a unit of electricity at the pumpset and the sales realisa-
tion is very significant in absolute magnitude and in rcla-
tion to the overall losses of the EB, Table 22 indicates
that such losses have averaged at Rse 150 crores annually
during 1980-85 and have more than doubled over the period,

13. Thc table will also show that per electrified pump-
set the average anmual loss during 1980-85 works to Rse 1537.
A pumpsct in Tamil Nadu irrigated about one hectare of land
which mezans that per crop-acre (assuming 3 crops in a year),
the loss is as high as Bs, 205. Although this loss cannot
entirely be viawed as a subsidy to agriculture, because it
also reflects in part avoidable costs in supply, it is clear
that a substantial subsidy is involVed.;/

14. The agricultural power tariff subsidy has many
ranifications, It is a major drain on the TNEB's finances
and on the exchequer. It necessitates continuing tariff
incrcases to non-agricultural consumcrse It is regressive
because it mainly benefits large farmers. It is large farmers
who own most of the pumpscts; account for a substantial part
of agricultural consumption24 and pumpsect irrigation enables

.y S s s S . S s aats S

1/ A rough calculation shows that even if the TNEB
were to achieve substantial sconomies by improving
its thermal PLF to 60 per cent, reducing line losses
to 15 per cent and its staff strength to the all-India
average, the savings in 1984/85 might work out to
about ps,55 crores or about 40 per cent of its economic
_ loss in that year. In other words, about 60 per cent
g of -the TNEB's losses could be broadly related to
- . tariff subsidies, : ' :

2/ The EB statistics suggest that only about 15 to 20 per
cent of agricultural consumption is accounted for by
small farmers while according to data on land holdings
small farmers are about 85 per cent in farm population,
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them to achiceve greater intensity of cropping, higher pro-
ductivity per crop, and shift to more remunerative cropping
Patterns, Water from pumpsets is widely sold and bought in
private transactions in Tamil Nadu; the implied price in

such transactions has been cstimated at 67.5 paise per unit
(1982)&( Similarly, when diesel pumpsets are used, the cost
pPer unit would work out to nearly five times the power tariff.g/
Thus farmers' own perceived value of water is much higher
than what they are charged by the EB, Another important
aspect of the substantial under-pricing of power for pumpsets
is that it discourages cconomy in lift irrigation in a State
where, in many arcas, there are unmistakable indications

that groundwater is being over-exploited leading to a rapid
lowering of the water table,

Public Sector Corporations®’

15. While teviewing the sources of non-tax revenue, we
noted that the contribution from profits and dividends of
public enterprises was negligible. In this context, it is
relevant to examine the financial performance of the State
Public Sector Corporations (PSCs). There were, at the end
of 1983/84, as many as 62 PSCs in Tamnil Nadu engaged in
production, trade and scrvices in a wide variety of sectors:
industry, transport, food distrilbution, agriculture and
allied'sectors, welfare activities.é/ The total paid-up share

1/ See S.Guhan and Joan P.Mencher 'Iruvelpattu Revisited®
in BEconomic and Political Weekly, Bombay, June 4 and
11, 1983, '

2/ The average per hour cost in pumpset irrigation of
operating an electric motor (1981-84) has been esti-
mated at 62 paisc compared with Rse 3.2 for an oil
engine, U,Sankar and R,Hema op,cit,

3/ The data source for this section is the 28th Report
of the Committec on Public Undertakings of the Tamil
Nadu Legislative Assembly (1985-86), April 1986. The
Government publish an annual 'Reviav of Public Enter-
prises in Tamil Nadu' but this publication comaes out
with a long time laog.

4/ appendix IV contains the full list of the PSCs in
Tamil Nadu in 1983/84. .
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capital of these PSCs (as on 31 March 1984) wgas Rs. 250 crores
to which the govermment hgd contributed ®s. 212 crores. 1In
addi tion, the government had advanced loans and ways and
means advances for Rs, 114 crores and had guaranteed borrowings
from other sources for Rs, 183 crores. Altogsther, therefore,
the financial exposute of the State in the PSCs comes to

Rs« 509 crores by way of share capital, loans and guarantees.
The sector-wise break-up in Table 23 will indicate that 90
per cent of govermment's financial exposure is in the PSCs

engaged in the industrial, transport and civil supplies sectors.

16. The financial performance of the PSCs during 1981-84
is reviawed in Table 24. Of the 62 PSCs, 3 were non-operative
in this period:;27 PSCs showed average annual total net profits
after depreciation, interest and taxes of rs. 10,42 crores |
anmounting to 6.5 per cent of their paid-up capital; the
remaining 32 PSCs incurred a total average annual net loss
of Rse 21,65 crores. The overall position was therefore a net
loss of %.11.23.ctores. Forty of the 62 PSCs had accumulated
losses over time and their total cumulative loss by end
1983/84 came to Rs, 112.67 crores. With reference to a norm
of a 10 per cent return on paid-up capital, the economic loss
in the PSCs worked to an average annual figure of Rs.36 crores
during 1981-84, Against this ovarall picture of the PSC's
financial performance, which is a bleak one, the sector-wise
analysis in the foliowing paragraphs might shed some further
lioht,

17, The 21 ¢?SCs in the industrial sector are broadly
engaged in either promotional or direct manufacturing acti-
vities. 1In the 1irst category, we have TIIC for industrial
financing, TIDCO which is concerned with promoting companies
in the joint sector, SIPCOT for infrastructure development,
and SIDCO which is involved in assisting small scale indus-

tries. Direct manufacturing activities cover a wide range:
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bricks, cement, ceramics, clectronics, engineering goods,
handicrafts, leather, magnesite, minerals, mopeds, salt,
sugar, textiles and zari. Three PSCs, viz., the Tgmil
Nadu Small Incustries Corporation (TaNSI), Southern Struc-
turals (a taken-over sick unit from the private sector)

and the Tamil Nadu Cement Corporation have been responsible
for the bulk of the accumulated and current losses in this
sector,

18. Nationalisation of public transport began with the
bus services in Madras City in 1947 and has been considerably
extended since 1970, At present, over 60 per cent of the bus
flect in the State is in the public sector., The 21 PSCs in
the transport sector fall into three main groups: 12 regular
transport corporations emgagédvin operating bus services; 5
transport engineecring corporations which are ancillary to
them; with other corporations in the sector being involved
in shipping, goods transport, transport finance and construc-
tion. Efficiency indicators (such as unit values of fuel
consumption, maintenance costs and staff levels) and finan-
cial performance differ widely among the bus transport
corporations.l/ The bulk of the current and accumulated
losses (70 to 75 per cent) in the transport secctor are
accounted for by the Pallavan (Metro) Transport Corporation
which operates in Madras.

19, The Civil Supplies Corporation (TNCSC) is a trading
corporation engaged in the procurement and public distribution
of foodgrains and other essential edible commodites. A refe-
rence to Table 23 will show that government financial exposure

- ——— S S s s S W gt

U,Sankar and R,Hema Profitability of State Level
Public Enterprises: A Case Study of Tamil Nadu
Transport Corporations 1986 (mimcographed).
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in the TNCSC is more than one-third of that in all PsSCs,

The accumulated loss in the TNCSC at end 1983/84 was

about Rs.8 crores. The loss does not take into account
substantial direct subsidies for food distribution programmes
which the TNCSC receives from the State government such as

the subsidy for the Chiecf Minister's Noon-Meal Scheme which

is currently of the order of .90 crores per annun. In terms
of foodgrain issues, the public distribution system is

heavily concentrated in urban centres; the subsidy accordingly
mainly bencfits urban consumers,

20, Thefe are 9 PSCs in agriculture and allied sectors
such as agro-industries, fisheries, forest plantations, meat,
poultry, state farms, sugarcane, tea plantation and tube-wells,
All of them have either contributed to current losses during
1981-84 or have accumulated losses to their (dis) credit.

Ten other PSCs include a set of PSCs engaged in welfare acti-
vities (z2.g. housing for adi-dravidars, police housing,
women's development, Dharmapuri development) with the rest
being engaged in diverse activities such as tourism, finan-
cing of theatres, warehousing, and promotion cf overseas

employment,

21. In principle, PSCs are ecligible for borrowing from
commercial banks while bank lending is not available for
the departmental operations of government, Mcst of the
PSCs in Tgmil Nadu were established in the 1970s with the
principal motivation of enlarging investible resources
available to governmaent by tapping funds from naticnalised
banks. This objective has been rcalised in scme measure
particularly in the case of the industrial PSCs but on the
whole, as Table 23 will indicate, the PSCs have continued to
depend tc a very large extent on government loans. A second
motivation was to providec greater autconomy and professional
managamcnt to enterprises by insulating them from normal

government structures. The expenditures of PSCs, for instance,
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are not constrained by the detailed financial procedures to
which direct government expenditures are subject. Also,

PSCs have considerable freedom in recruiting personnel; they
do not have to route it through the Public Scrvice Commissicn,
Frecedom and flexibility in these matters have had their costs
in reducing accountability and in inducing extravagance and

waste in financial and personnel policies.

22. Overstaffing and poor management (in finance, pro-
duction or marketing) have emerged as generic problems among
PSCs. In addition, there have been a number of specific
reasons for poor financial performance such as inconsistent
co-exiNtent objectives (promotional, commercial, welfare),
deliberate under-pricing (e.g., subsidies for consumers and
producers of foodgrains, for urban bus users, for buyers or
mechanised boats etc.), the legaty of old and obsolete equip-
ment (e.g. TANSI, Southern Structurals) and strong competition
from the private sector in areas in which there is no prima
facie rationale or comparative advantage for a public presence
(e.g. bricks, ceramics, electronics, mopeds, etc.). Social
objectives have not been explicitly articulated and no attempt
has been made to quantify permissible losses on their account.
In these circumstances, genuine social objectives have got
mixed up with, and have often lent cover to, politicisation,
mismanagement and job-creation in enterprises. On the whole,
PSCs have had no surpluses to contribute to the exchequer
while being a drain on it for share capital, loans and subsidies.

Subsidies in Irrigggiggé/

- g G- g " a w-

23. Irrigation has been traditionally an important sector

for public investment, Considerable outlays have been incurred

1/ For a more dstailed discussion of investment and
returns in irrigation in Tamil Nadu, are S.Guhan
Irrigaticn in Tamilnadu: A Survey Working Paper
No.49, June 1984, Madras Institute of Decvelopment
Studies, Madras.
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by the government on surface irrigation works such as dams
and canals and in the generation and distribution of elec=-
tricity for pumpsets., The maintenance of these facilities
entail recurring financial burdens for the exchequer.
Access to irrigation benefits farmers in many ways. It
enables the extension and intensification of cropping, crop
productivity incrcases, and the cultivation of higher-value
crops not only through water-use but the application of high-
yielding seeds and fertilizers which go along with the avail-
ability of irrigation. In these circumstances, it is equi-
table that an appropriate proportion of additional private

for the State
incomes generated by irrigation should be captured/so as to
yield a return on the public investment incurred in providing

it after meeting the costs of operation and maintenance.l/

24, Public irrigation works in Tamil Nadu are classified
in two categories: (a) "Commercial® works, mainly canal irri-
gation works, where water charges arc expected to yield an
interest on investment after covering maintenance expenses and
(b) non-commercial works, mainly tank and minor works, where
no interest is cxpected. Historically, the former were viewed
as 'productive works?! while the latter were treated as
"protective works", 1In the older commercial projects and
under tank irrigation, water charges are collected as part

of a consolidated wet assessment on land revenue while

- . T - W

1/ The Irrigation Commission 1972 (vide pp.264-265,
Volume I of Report) and the National Commission
on Agriculture 1976 (vide p.65 Part V of Report)
had both expressed themselves against irrigation
being subsidised, Referring to the view that
"irrigation projects should be undertaken not
so much for the purpose of earning revenue but
as a measure of social welfare" the Irrigation
Commission felt that it was "highly inequitable"
to call upon the general tax payer to pay for the
bencfits accruing to a section of the cultivators
from irrigation,
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specific watcr rates are charged in the case of newer pro-
jects and where water is supplied to land classified as
"dry"™ (punjai). In 1955, legislation was passed for the
levy of better ment charges on landowners who benefit from
new projccts but the yield from this source has been negli-
:gible.

25, Table 25 gives the financial results from irrigation
during 1976-81 for commercial and non-commercial projects.
The entire receipts from the irrigation component of land
revenue, water rates and betterment levies in canal irriga-
tion add up to only about 50 per cent of the actual mainte-
nancCe expenses. Receipts in non-commcrcial irrigation
cover only about one fourth of actual maintenance expenscs.
The aggregate subsidy in canal irrigation amounts to about
Rse 15 crores annually or to Rs.69.5 per net acre while the
total subsidy in tank irrigation is of the order of Rse 2.5
croras per annum and works out per net acre to Rse 12.5. It
is important to note that actual maintenance ¢xpenses on
both canal and tank systems arc themselves far short of
requirements for their proper up keep. If allowance is
made for this,thc subsidy would be significantly larger.

26, Indircct subsidies in irrigation, including the
power tariff subsidy for agriculture, are thus very signi-
ficant. In all they add up to the order of fs, 200 crores
Per annum, The subsidy per acre is substantially higher for
pumpset-using farmcrs with access to a more assured form of
irrigation than for farmers who depend cn canal irrigation,
with the per acre subsidy for the latter in turn being dis-
tinctly higher than for farmers dependent on rain-fed tanks.
Nor does the subsidy distinguish between large and small
farmers, crops according to their value, or developed vs.
backward arcas. The subsidy structure in irrigation, besides
being large in gquantum, thus contains several regressive

features.,
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Cost Recovery in other Major Sectors
27. While we have discussed under-pricing or hidden
subsidies in power and irrigation in some detail, the
issue of whether and to what extent govermment should seek
to recover the costs of the public provision of various
goods and scgrvices is a general one., Most of the "general
services" provided by government such as police, adninis-
tration of justice, fire services and so on are related to
the basic and minimal role of the state in regard to main-
taining law and order and zanforcing contrécts. In so far
as it may not be appropriate or feasible to expect benefi-
ciaries to becar the costs involved in such services, these
costs have to be borne by the "general tax-payer", There
are a whole host of other fields such as social services
(e.g. e@ducation, hecalth and medical facilities, water supply
and sanitation, welfare of scheduled castes and backward
classes) and economic servicCes (e.g. agriculture and allied
activities, industry, transport) in which government has
chosen to play a major role as a matter of policy. The
specific role of the state in each of these sectors, the
extent to which services provided by government should be
subsidised, and the target groups on which subsidies should
be concentrated are all basic issues of policy on which

there can be much debate,

28. Table 26 indicates the extent of cost-recovery in
different categories of services provided in Tamil Nadu by
the government in 1983/84. The overall extent of cost
recovery is about 9 per cent. 1In all, the difference between
current outlays and non-tax revenues relatable to them was of
the order of Rrs, 1335 crores in 1983-84, Leaving out general
services; the major sectors which contributed to un-recovered
costs were cducation (Rs, 367 crores or 28 per cent of unreco-

vered costs), medical and health (Rs, 256 crores or 19 per cent)
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agriculture and allied activities (ps. 227 crores or 17 per

cent) and social welfare (Rs, 115 crores or 9 per cent),

29. Some illustrations will help to show that wide and
generzal subsidics of this kind are likely to benefit the
non-poor as much as, if not more than, the poor., Education
in Tamil Nadu is free for every one up to the higher secon-
dary school level and is substantially subsidiesed at higher
levels, The analysis in Table 27 will indicate that the per-
unit subsidy in pre-university and higher stages of education
is 22,5 times that in primary education and the per-unit
subsidy in secondary education was 2.5 times that at the
Primary level., This will illustrate that although a high
proportion of the State's expenditures in this sector are
incurred on primary education, it is the better-off, who are
able to participate in higher educational levels, that are
individually benefited most. In medical education, the
receipts (Rse 0,59 crores in 1983-84) were about 6 per cent
of the outlay (Rse92.33 crotes) and the per student subsidy
in a medical collcge works out to about 50,000, In agri-
culture, input subsidies for seeds and pesticides and those
related to the promotion of commcrcial crops are of the order
of Rs, 15 crores per annum, They substantially benefit more
affluent farmers who utilise inputs and services to a rela-
tively large extent., Also indirect subsidies are comple-
mented and supplcmented by other subsidies which form a part
of the govermment's direct expenditures. These are discussed

in the course of the next Section,
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Proportions of Tax and non-Tax Revenues in Total

Own Revenues 1960-035

(pcr cent in Total Revenue)

Ll T T T I T T R . . T T e R . .

— e em mm an e me "R R e wB S Ge e me e ed  mA em WS sws w3 MW s Gms  tm e O mm am e em

Andhra Pradesh
Assam

Bihar

Gujarat
Haryana
Karnataka
Kerala

Madhya Pradesh
Maharashtra
Orissa

Pun jab
Rajasthan
Tamil Nadu
Uttar Pradesh
West Bengal

All major States

e e BT VR P

- o e ew e

Data Source: RBI Annual Surveys of State Finances.
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Table 13: Structurc of Non-tax Revenues in Tamil Nadu 1980-85

- wm em ma em e Ge s e ms e em G e me e e e es W se e me e e we e e e e, e

Annual Average Per cent to
source in 1980-85 Total
(Rs.crores)
1.Interest Receipts 66.58 37.0

2.Dividends from
enterprises 1.37 0.8

3.Receipts from General
scrvices 23.06 12.

on]

4.Receipts from Social

& Community Services 24,96 13.9
5.Receipts from Economic
services of which 63.350 35.5
(i) Agricultural Reccipt 23.11 12.8
(ii) Forecst receipts 18.33 10.5
Total 179.85 100.0

e e mm  mh as  mw  ew e eh e bm O ema s mue e ww fo e MM emm e S mm  em e wm e T e T

Source: Budget documents of the Government of Tamil Nadu



Table 19 : Financial Performance of the TNEB : 1958-85 62

___________________________ (B.crores) __ _ __ ___ _ _____._._
Year Gross Re- Operating Expen- Operating Surplus after Subsidy from
venue diture surplus Interest pay- Government
ments and de-
prec%a?ion

_____________________________ provision_ = | _ | o o e e
1958/59 12.07 6.82 5.25 0.36 -
1959/60 12.73 5.00 T.73 0.43 -
1960/61 15.82 5.91 9.91 . 1.52 -
1961/62 17.98 6.25 11.73 1.57 -
1962/63 20.19 e.51 11.68 1.69 -
1963/64 23.80 12.37 10.93 0.73 -
1964/65 28.87 ' 14.57. 14.30 1.81 -
1965/66 34.67 19.83 14.84 1.00 -
1966/67 40.30 22.56 17.74 - 1.16 -
1967/68 44.62 22.63 21.99 1.30 -
1968/69 50,22 25.87 24.35 1.86 -

1969 /70 55.43 31.19 24.24 1.46 -
1970/71 61.03 39.10 21.93 -7.99 9.50
1971/72 68.90 44,58 24.22 -7.60 10.00
1972/73 79.73 54 .84 .24.89 -9.74 14,01
1973/74 91.51 €9.29 22,22 -16,.,41 22.717
1974/75 134.52 94.77 -39.75 -1.92 10.00
1975/76 163.39 116,00 47439 +5.68 5,32
1976/77 187.02 162,76 24.26 -20,60 31.40
1977/78 201.45 165,14 --36.31 ~13.66 21.69
1978/79 229.83 194,84 -34.99 -20.45 26.41

erecOntd....



Table 19......

62a
Year Gross Re- Operating Expen- Operating Surplus after Subsidy from
venue dizuvre Surplus Interest pay- Government

ments and de-

preciation

provision
1979/80 254,23 213.64 +40.59 ~20.95 29.96
1980/81 265.91 291.96 -26.05 -109.21 113.62
1981/82 - 283.67 363.32 ~79.65 ~-176.38 177.56
1982/83 327.56 425.97 -98,41 -210.95 216,28
1983/84 371.84 472.46 -100.62 -213.44 213.44

1984/85 558.42 561.33 -2.91 -137.87 146.58l/

— e = am e ee mm cm mn ME  Sm um wm  va WS mm @ - My e e mm e e e e Vs mw s aw e mm e aa am s e e s e we  am w

1/ Includes subsidy due.
Source: annual Accounts of the Tamil Nadu Electricity Board(various issues)
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Table 20: Return on Capitsl investment in TNEB: 1970-85

Net income Average'Net Net income Economic

(Surplus capital to Net Loss

Year afteg De- @apital
precia-
tion)
(Rs.crores) (Rs.crores) (per cont) (Rs.crores)

1970/71 11.75 251.09 1.68 13.36
1971/72 12.64 290.99 4,34 16.46
1972/73 11.41 324,38 3.52 21.03
1973/74 6,99 : 350.85 1.99 26.10
1974 /75 23.11 366.70 6,30 13.56
1975/76 29.85 304.13 7.77 £.56
1976/77 5,17 401.44 1.29 34.97
1977/78 16.56 410.95 4.03 24 .54
1978/79 14.19 441,00 3.22 29.91
179780 17.05 519.47 3.28 34.90
1980/31 ~-54,42 619.40 -~83.79 116,32
1681/82 -111.34 682,21 ~-16.,32 179.56
1682/C3 ~132.25 768.868 -17.21 209.18
1983/684 -13%.2C 842,12 -16.53 223.41
1584/85 ~42.7C 500.61 ~4,75 132.84

- ams  mm  ms  tm e P e e e e e e am  ma  se e e e 8 am e e ms ke e e v me dw e

Data Source: Annual Accounts of the Tamil Nadu Electricity
Board (various issues).
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Table 21: Costs, Tariffs and Ssles Realisation in 1534/05

e e e me S ses e e ms o am e wm ave wm am e s e s s e e s i ee we e

snsumer Category Cost of Tariff Sales realisa-
generation tion=
& distribu-
tion
(paise per (paise per (paise per
kwh) kwh) kwh)
1.Domestic 87.49 55 77.44
2.Commercial £7.49 110 123.S2
3.Industry:Low
tension 87.49 850.55 X
X 59.69
4.Industry:High X
tensicn 50.35 75.8% X

5.Agriculture:
Small Farmers 87.49 Nil X

Other Farmers 11.

All Consumers T 64,27 43,072

- e am wmm te EE ma we e mm s ew  Cm e am  wme em  mm  th WM x  ww @  wm e Sw SN s e em

1/ Includes arrears, penaltices etc.
2/ Includes meter rent element.

Source: TNEB: annual Accounts for 15804/05 and Statistics
at a Glance 1984/
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Table 22: Impact of *ne acricultural Power Tariff: 1920-C05

I . T R T - a= e w4 - P R “- L em N . . -

Ycar Agricultural Cost of Total cost Sales reali- Differernce No of Shortfall
consumption supply of supply sation from between elect-- in realisa-
to agri- to agri- agricultursl c¢ost and rified tion per
cul ture culture consumers realisa~ punmp  pumpset
o tion sets
(million (peise) (Rs.crorges) (Rs.crores) (Rs.crsres) (lakh (Re.)
units) nos.)
1580 /C 2259 59.23 136.17 39.560 96.57 $.19 1051
19C1/G2 2354 67.4C 1538.66 32.7C 125,38 9.46 1331
1632/C3 2230 79.74 177.82 35,67 142,15 Fe.65 1473
1983/34 22C0 92.05 202.51 32.C6 170.45 9.83 1734
15384 /85 516 57,49 246,37 29 .56 216,C1 10.34 2097
1950/85
Annual Zvcrage 150.37 1537

B v e wa T wm wmm Am an me em eve  wm O ew em wea @ wm emum ae e - e e w L e wa mm v an s et mm e s e me me was e e

Source: TNEE Statistics at a Glance 1924/05 and Annual Accsunts
ané. Tamil Nadu Economic Appraisal.
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Table 233 Governmants' Financial Involvement in PSCs: As on 31st March 1984

- oms  Em ok em AR TR e e M ek AN as eR S em wr wr e we ma T em R ew  em e M e et am e Me mm  em wm aw TR mw e wm mm e aw ww me

Sector Ns.cf Total paid- Covt.share Govt. Govt.share Govt. Total Govt.
PSCs up capital capital locans capital & guarantees financial
loans exposure
(Rsecrores) (w.crores) (Rs. crores) (fs. crores) (Rs.crores)
1.Industry 21 154.16 122.90 22.66 145,66 67.30 212.82
(57.9) (44.7) (41.0)
2.Transpcort 21 41,60 39.92 30,28 70.20 0.03 70,23
(10.8 (21.5) (13.8)
3.Agriculture & 9 13.25 1¢,74 5.91 16,65 9.85 26.50
2llied (5.1) (5.1) _ (5.2)
4.Civil Supplies 1 15.90 1,80 52.30 72,28 104,43 17€.71
(S.4) (22.2) (34.7)
5.0ther 6 9.833 7.43 1.40 2.03 - £.83
Commercial (3.5) (2.7) (1.7)
6.Welfare 4 11.27 11.27 1.19 12.46 1.36 13,35
’ (5.3) (3.8) (2.0
A1l 62 250.01 212.16 113.32 325.93 133.00 505,98
(100,0) (100.0) (100.0)

Nctes Figures in parentheses are percentage to column totals.

Scurce: Data processed from 20th Report of the Committee on Public
Under*akings of the Tamil Nadu Legislative Assembly
(1985=36), April 1586.
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Table 24: Financial Results of PSCs in Tamil Nadu: 1981-84

- em  m. e e - ke e, -— o am aw - — e e e omme e e me el o - e e A e e . —- - - . - - s m - - - -
— - - - .- —

Sectsf N3.o Averaye Anru- 2verage Annu- Average Economic Accumulated Paid-up
PSCs al net rrofit a3l net loss Annual Loss dur- ©Losas as on capital
during 1581~ during 19€1- total net ing 1981~ 31.3.1984
8 o4 profit or 184
loss dur-
ing 19C1-
1984
(No (Rs.croras) (Rs. crores) (Rs.crores) (RBs.crores) (Rs.crores) (Rs,crores)
1.Industry 21 7.61 -4.,26 +3.35 11.96 35.43 154.16
(12) (&) (12) _
2.Transport 21 1.52 ~11.93 -10.41 14.59 56.3 41,69
(12) (8) (11)
3.Agriculture & 9 0.39 -2.87 ~2.48 3.81 10.02 13.25
Allied (1) (8)
4.Civil Supplies 1 - -1.13 -1.13 3.12 7.66 19.90
(1) (1)
5.0ther Commercial 6 0.90 -0.95 -0.05 1.14 1.21 * 9.83
(2) (4) (4)
6.Welfare 4 - 0.51 -0.51 1.64 1,53 11.27
(3) (2)
All 62 10.42 ~21.65 ~11.23 36.26 112.67 250.01
(27) (32) (40)

- A e e ee W Ml v e emm e ee T ee e e e e -— . — a4 em e e s A e e Y s e “e e e W .- — e L o ]

Note: Tigires in parentheses indicate number of PSCs making profit or
loss or with accumulated losses.

surces Deta processed from 28th Report of the Committee on Public
Urdertakings of the Tamil Nadu Legislative Ascembly (1985-86),
Arril 1986,
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Table 25: Receipts and Expenditure in Surface Irrigation 1976-81

- e em e aw  me M me e ae e R mE e e e e e em SR mv e hr e ee me te e . ——— —_— e as e mw e

Receipts 1976-81 Expenditure

1976-81

Annual Average Annual Average
\Rs.crores) (Rs.crores)
A.Commercial A.Commercial
l.Irrigation cocmponent in 1.Maintenance 5.88
land Revenue 1.95
2.Water charges 0.49 2.Interest 12.05
3.Bettement levy C.03
4,.0ther Receipts C.44
Total 2.91 Total 17.93
B.Non-Commercial B.Non-Commercial
l.Irrigation component in 1.Maintenance 3.41
land Revenue 0.77
2.0ther Receipts 0.11
Total 0.88 Total 3.41
C.Total of Commercial C.Total of Commercial
and Mon-Commercial , 3.79 and Non-Commercial 21.34

Data Scurce: Tamil Nadu Government Budget Documents.




69

Table 26: _Cost Recovery in Services provided by Government

1983-84
Revenuc Non-tax Unrecovered Percentége
Expenditure Revenue cost of cost
recovery
(Rs.crores) (Rs.crores) (Rs.crores)
I.General
Services 225.24 20.63 204.61 9.16
II.Social
Services 795.97 30.53 765.44 3.84
l1.Education 375.48 8.05 367.43 2.14
2.Medical 126,71 7.52 119.19 5.93
3.Public Health
Water supply &
Sanitation 138.31 1.85 136.46 1.34
4 .Housing 4,08 1.89 2.19 46,32
5.80cial
Welfare 120.12 4,79 115.33 3.99
6.0ther social
services 31.27 6.43 24 .84 20.56
III.Economic
Services 450,16 85.30 364.86 18,95
l.&griculture
& Allied 289.44 62,776 226.68 21.68
2.Industries 44,11 8.53 35.58 19.34
3.0ther economic
services 116.61 14.01 102.60 12.01
Total 1471.37 136.46 1334.91 9,27

Source: Tamil Nadu Government Budget Documents
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Table 27: Per unit subsicies at diffcrent educational levels 1983/84

Le of ati- Total o Ion-tas >lme Qe > i e
evel of Educatiosn ta utlay %e&eﬁﬁés Enrslment g¥gégxtper gﬁgagggy per ggggég¥ per
(Rs.crores) (rRs.crores) (lakhs) (3s.) (Rs.) (Rs.)
1.Primary education 178.71 0.18 122.45 146 0.15 145.85
2.Secondary education 101.41 4.01 26,42 384 15.18 368.82
3.Pre-University &
Higher education 63.40 1.67 1.88 3372 88.83 3283.17

—— am ATt 8 s s ma M 4w em e emw  ms me em me  BE e 8 e e e e o L ~ - s sr en’ -

Data Saurqgg:' Tamil Nadu 3udget Documents and Tamil Nadu Economic Appraisezl.
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VI: The Pattern of Expenditure and the Plan

- g - o g e = g

Structure and Growth of Outlays

The outlays of government are grouped into three cate-
gories in the BEconomic Classification: {(a) current expendi-
tures on wages and salaries of employces, purchases of goods
and services, and transfer payments which include interest
payments, grants and subsidics (b) capital expenditures which
include net cgpital formation as well as renewals and replace-
ments and (c) loans which may be for capital formation or for
working cagpital or consumption. The .gross outlay comprises
of all these categories of expenditures. Net outlay is gross
outlay minus receipts from repayments of loans advanced by
government,

2. Annex Table 3 gives the annual time-series for outlays
of the Tamil Nadu government during 1960-1985 and Table 28
summarises the information for quinquennial sub-periods., &
comparison of Table 1 with Table 28 will show that total
receipts equal net final outlays; as such, the growth of net
outlays has been of the same order as that of receipts which

has already been reviewed in Table 2.

- U > g -

Consumption and Capital Qutlays

3. The first broad distinction that needs to be made is
between outlays related to current consumption (including
transfer payments) and those devoted to capital formation.
In terms of the categories of the Economic classification,
"consunption outlays" could be taken to consist of current
expenditures and loans for consumption while "outlays on
capital formation®™ would include capital expenditures and
loans for capital formation. The ability to finance capital
formation depends on the availability of current savings

(i.e., the excess of current revenues over consumption outlays)
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and of capital resources of various kinds (viz., capital
receipts, net borrowings, repayments of loans and drawals
from accumulated cash balances)., While they determine the
availability of funds, the priority given to investment and
the availability of projects determine the demand and absor-
ptive capacity for capital formation. The pattern of finan-
cing of cagpital formation is discussed at the end of the
next section; at this stage, we will merely draw attention
to the relative priority it has rcceived in total outlays.
Table 29 will show that outlays on cgpital formation were
of the order of 32 to 34 per cent of total outlays in 1960-65
and 1965-70, In 1970-75, they sharply declined to about 25
per cent. The proportion has again increased to 32 to 33 per
cent during 1975-85, Thus for most of our period, consumption
outlays have been about two-thirds of total outlays and in the
early 1970s they were as high as three-fourths. Adjusted for
prices, the proportion of outlays on capital formation in
total outlays has noticeably declined from 35 per cent in the
1960s to adout 26 per cent ia the 1970s., In the subsequent
paragraphs we shall discuss the nature of consumption outlays
and their relative growth,
Sectoral Pattern of Expenditure

4, The Functional-cum-Economic Classification of the
Tanil Nadu budget is available from 1975 and can be used
to obtain an idea of the relative expenditure priorities of
the government during 1975-85, Table 30 will show that
about 20 per cent of outlays was on general services such
as general aduninistration, police, courts etc. with the
balance being about equally divided between social and
economic activities, Three other major sectors, which together
absorbed about 46 per cent of total outlay, were education -
(17.8 per cent), agriculture and allied activities (16.8 per
cant) and medigal, hezlth and water supply (11.1 per cent).
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The allocation for water and power development was only 9
per cent of total outlay. About 50 per cent of current
expendi ture waere on social sarvices with education account-
ing for 28 per cent., In cagpital expenditures, agriculture

and allied activities accounted for the major share.

5. The level and broad structure of outlays in Tamil
Nadu during 1980-85 is comparcd with the position in other
major States in Table 31, Per capita total expenditure
per annun in Tamil Nadu at Rs.433 in this period was higher
than the all major States average of Bs.389. The revenue
component of overall expenditure in Tamil Nadu (75.4 per
cent) was close to the average (75.5); in relative terms,
direct capital expenditure (7.1 per cent in Tamil Nadu),
which is an indication mainly of outlays on irrigation, was
distinctly lower than thc average (13.7 per cent); on the
other hand, the proportion of loans (17.5 per cent in Tamil
Nadu) was significantly higher tﬁan the average (10.8 per
cent)., The table also compares the proportions of outlays
on water and power development, financed as capital expen-
diture or through loans, to the total outlay on capital and
loans in Tamil Nadu and other major States. This ratio was
37,3 per cent in Tamil Nadu, much lower than the all major
States average of 51.9 per cent indicating once again rela-
tive under~investment on irrigation and power in Tamil Nadu.
Establishment Costs

6. The Economic Classification permits some further
analysis of the nature of the government's current expen-
ditures. Compensation to employees in the form of wages,
salaries and pensions is the single most important component
of current outlays. It accounted for about 33 per cent of
all current outlays in the 1960s. The proportion has increased
to about 43 per cent during 1975-85, This is an undercstimate
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since a substantial proportion of government grants (which
accounted for about 23 per cent of current outlays in 1980-85)
is also ultimately spent on wages and salaries by local
bodies and aided educational institutions who are the major
grantces., The proportion of wages and salaries in current

axpendi tures is therefore likely to be close to 60 per cent,

7. The substantial outlay on employces' compensation
fmore than Rs, 500 crores per annum in 1980-85) and its rising
and high proportion in current outlayé tends to reduce the
availability of funds for other high priority items in
current outlays such as maintenance of irrigation works,
roads, water supply and buildings and for essential consu-
mables (e.g. supply of drugs in hospitals and primary health
centres). It also raises issues relating to the growth of
bureaucracy, levels cof salaries in Tamil Nadu, and the guantum
of staff in the public sector in Tamil Nadu vis—a-vis other
major States., Takle 32 gives an idea of the growth in employ-
ment under govermment, quasi-government bodies and local
bodies in Tanil Nadu during 1970-8%5 and compares it with
growth in employment in the organised private sector in the
same period. It will show that employment in the public
sector has grown by about 77 per cent in this period as
compared to a very small increase of 9 per cent in the
private sector, The latter is probably an underestimate due
to changes in classificaticn and inadequate coverage:; never-
theless in regard to amployment in the organised sector, it
is the public scrvices which would appear to have taken on
the major responsibility to prgovide jobs. Within the public
sector, employment under the governméent has significantly
increased in 1980-85. The rate of growth in employment under
quasi-govermment PSCs and statutory bodies has been the fastest
and a2t twice the rate of incrgpase in government employment.
Growth in the staff of local bodieg has been sluggish and
the numbers have declined in gbsoluyte terms in 1980-85 on
account of the provincialisatéon of teachers in Panchayat

Unions.
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8. Table 33 compares the number of government, quasi-
government anc local becdy employees per 1000 of population
and per 100,000 squarec kms. of area, in Tamil Nadu with the
corresponding position in other major States at the end of
1981/82. Under both criteria, Tamil Nadu stands out among
the top 3 States (Kerala being another). While thus public
employees arc relatively large in numbers in Tamil Nadu,
emoluments forthe numerically important categcocries are lower
than the all-States avgrage as Table 34 will indicate. 1In
other words, it is overall numbers rather than (relatively)
excessive emoluments thgt accounts for the large cutlay on
employees' compensation in the State.

A s - it P T . g S —

9. In the earlier section on non-tax revenues we have
dravn attention to major indirect subsidies to be found in
the areas of interest receipts, irrigation, public enter-
prises, and to the lack of adequate cost recovery in social
and economic servicCes. In addition, direct subsidies on the
expendi ture side are an impottant element of current expen-
ditures. A reference to Table 28 will indicate that from a
small base in 1960-65, subsidjes have been the fastest grow-
ing element in current outlays during 1960-85, 1In particular,
there has becen a phenomenal ingrease during 1980-85 in direct
subsidies (to Rs,388 crores) compared to the immediately pre-
ceding quinquennium of 1975-80 {rs.54 crores). Table 35
analyses the levels and pattern of direct subsidies in this
period, It will show that direat subsidies arc significant
in economic services particular®™ in cooperation (write-off
of loan arrears), industry (for investment in backward arecas,
handloom and khadi sales rebates), food distribution (mainly
arising from the Chicf Minister!s Noon-meal Scheme), agricul-
ture and community development {mainly those related to ‘the
Integrated Rural Developmeht Programme (IRDP)). The bulk of
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the subsidies under social services relate to expenditures
on the welfare of scheduled castes and tribes. Under gene-
ral services, the major subsidy arises from the distribution
bf subsidised foodgrains to policemen. Direct subgidies
thus cover a wide and diverse rande benefiting farmmers,
industrialists, consumers of handlooms and khadi, school
children, policemen, scheduled castes and tribes, and the
rural poor, We discuss certain general issues related to

subsidies in the concluding 8ection of the paper.

10. The Chief Minister's Noon-Meal Scheme (CMNS) merits
separate discussion in view of its significant financial
implication. The CMNS which is being implemented since 1982
involves the provisicn of a noon-meal to about 70 lakh
children in the age group 2 to 15. Old-age pensioners are
also covered under the scheme, It is perhaps the largest
State~sponsored feeding programme in the world. Impressive
as the scheme is, some criticisms of it would appear to be
in order. At the budgeted level of ps, 169 crores in 1986/87,
the CMNS8 absorbs a very high proportion of funds: it is 14
per cent of plan outlay, more than 40 per cent of the plan
outlay for power, and equal to the combined plan expenditures
on irrigation, industries, transport and communication. The
opportunity cost of this single scheme is *thus very high; in
other words, it absorbs a very significant volume of resources
which might have been otherwise available for expenditures on-
welfare and investment of equal or higher priority. Secondly,
as a nutritional intervention, it is both expensive and spread
too thinly; carefully targettod concentration on children
under age 3, who are the most vulnerable to under-nutrition,
would be a more cost-effective appnoach.l/ Thirdly, children

- . b s 0 g

1/ This is the approach in tha Tamil Nadu Integrated
Nutrition Project which is being implemented with
World Bank assistance.
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from the poorest families who have not enrolled in, or
dropped-out of, schools do not benefit, Fourthly, there
is much scope for leakages in a dispersed scheme of this
kind which involves the preparation and distribution of
meals through about 60,000 outlets in the State every day
of the year. ‘

Rural bias?i/

- —— g Sy W

11. One question that comes up is whether government's
fiscal operations reveal an "“urban bias® or a "rural bias®.
Only an indicative answer can be attempted because it is
impossible to decompose the ultimate impact of the revenue-
expenditure strecams into rural and urban components, Esti-
mates, let alone firm data, are not available on the final
incidence, rural-urban wise, of taxes or subsidies or benefits
from government gxpenditures, Our review would however suggest
that the rural population taken as a whole probably bear a
lesser net burden on a per capita basis than their urban
counterpart from the combined effect of taxes and subsidies.
The impact of government expenditures is less certain. Faci-
lities for health, education and electricity are heavily
concentrated in urban arcas but outlays on agriculture and
allied sectors, IRDP and rural employment programmzs, and
rural water supply offset the imbalance. In sum, there is
no clear evidence of an urban bias. On the other hand, there
could be, especially since the latter 1970s, a rural bias in
fiscal operations with a bias towards the relatively rich in

rural areas being an important element of it,

1/ The issue of urban {(or rural) bias extends to many
aspects and is not confined to fiscal operations.
The debate on this question can be followed from
M.Lipton Why Poor People Stay Poor: Urban Bigs in
World Development Temple Smith London, 1977, and
John Harriss and Mick Moore (ed.) Development and
the Rural-Urban Divide Frank Cass, London, 1984,
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Plan Qutlays in Tamil Nadu: Level

- oms wae - -

12, We have discussed at an earlier stage the ralative
proportion of capital outlays and its trend over time (vide
paragraph 3 above). The five year plans provide a framevork
for the discussion of capital formation in the wider context
of incremental development expenditures undertaken in succes-
sive plan periods. We shall first discuss the overall levels
of Plan outlay in Tagmil Nadu and their financing pattern
before proceeding to comment on inter-sectoral priorities
and in particular on investments on irrigation and power
which are the two basic sectors of capital formation at the
State level,

13, Table 36 compares per capita plan outlays in Tanil
lladu with the average for the major States during successive
Plan periods from the first to the Sixth Plan. Comparison
is also made between the per capita Plan outlay in Tamil Nadu
with the highest per capita Plan outlay for any major State
in each Plan period, Leaving out the First Plan period
(1951-56), Plan outlays in Tamil Nadu have been higher than
the all-major States average during the Second, Third, and
annual Plan periods (1966-69); in this period, per capita
Plan outlays in Tamil Nadu have beesn in the range of 65 to
78 per cent of the highest level in any State. However,
Tamil Nadu's position vis-a-vis the average has deteriorated
during the Fourth, Fifth and Sixth Plan periods (viz., in
1969-85), The worsening in comparison with the State with
the highest per cgpita plan outlay has been much more signi-
ficant; per cgpita Plan outlays in Tamil Nadu have declined
in this period to 36 to 43 per cent of the highest level.l/

- e, e . e

1/ The situation has however improved in the Seventh
Plan (approved outlays). Per capita plan outlay
for Tamil Nadu (rs, 1188) is 106.3 per cent of the
average for major States (R, 1118). It is still
only 52.8 per cent of the highest per capita Plan
outlay for any State (viz., Rs.2248 for Haryana).
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Ceptral Plan Assistance
14, The overall level of plan outlays is detcrmined by
the State's own resources for the Plan and the quantum of
Plan assistance from the Cehtre. The extent to which Tamil
Nadu has benefited from Central assistancg for the Plan is
also examined in Table 36. It shows that Central Plan
assistance to Tamil Nadu since 1966-69 has bezn less than
the average for the major States and that the shortfall
from the average has widened in each of the subsequent Plan
periods. The reason for this lies in the fact that the
"Gadgil formula" for determining Central Plan assistance to
the States, which has been in force since 1968, is so struc-
tured that it has had an adverse impact on Tamil Nadu, The
formula is weighted in favour of States with (a) hill areas
and a large tribal populations (b) higher per capita tax
revenues regardless of their per capita income tevel(c) per
capita incomes below the national average and (d) States
implamenting cxternally-~aided projects; On all these counts,
Tanil Nadu has becen prejudiced: it does not have extensive
hill areas or an appreciable tribal population; the per
capita tax revenue in Tamil Nadu although high in absolute
terms is not as outstanding as her tax effort in terms of
the ratio of tax revenue to NSDP:i/ and, Tamil Nadu's per
capita income has been somewhat above the national average
in this period,

Plan and non-plan expenditures in Tamil Nadu

- - -t e - - uh " o S5 - e - g o g

15, While lower per capita Plan assistance from the
Centre is one of the recasons for Tanil Nadu having'a rela-
tively low per capita Plan, it does not gppear to be the
major reason., The major reason is that Tamil Nadu's own

e s it s o o -

1/ Refer to paragraéhs 3 and 4 in Section IV,
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resources for the lan havs been inadequate to sustain a
higher level of Plan outlay because of the fact that non-
plan expenditures have absorbed a relatively high propor-
tion of its total expenditures. Table 37 brings this out.
During the Fourth, Fifth and Sixth Plan periods, Gujarat,
Haryana, Maharashtra and Punjab have consistently had subs-
tantially higher per capita Plan outlays than Tamil Nadu:
and, the excess has been largely financed by higher contri-
butions from their own resources to the Plan. The same is
true in the Fifth Plan of Andhra Pradesh, Karnataka, Madhya
Pradesh and W,Bengal who have been ahecad of Tamil Nadu in
per capita Plan outlay and of Madhya Pradesh and W.Bengal
who rank above Tamil Nadu in the Sixth Plan.

16, The relatively high proportion of non-plan expendi-
tures in Tamil Nadu is clearly indicated in Table 38 which
shows the ratio of budgetary expenditures on the Plan to
total expenditures in Tamil Nadu and other major States
during the Sixth Plan period (1980-85). 1In this period,
Tamil Nadu, along with Kerala and W,lengal, was at the bottom
of the list of major States in respgct of the ratio of pPlan
expenditurcs to total expenditures.

Current and Capital Outlays in the Plan

16, Tamil Nadu not only has a relatively low per capita
Plan but, in recent years, has also chosen to incur a very
high proportion of it on current outlays (or Plan revenue
expenditures) rather than on developmental capital investments
financed directly or through loans. Table 39 will show that
in 1980-85 the proportion of revenue expenditures in total
budgetary plan outlay was 65 par cent in Tamil Nadu. This
was significantly higher than the averaze of 43 per cent for
all major States and the highest by a big margin vis-a-vis
any other major State., The fact that Plans in Tamil Nadu
have a large current expenditure component is related to the
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features, we had noticed earlier, of a high proportion of
non-plan to plan expenditures and relatively low per capita-
Plan outlays. The expenditure on the continuation and
maintenance of facilities (schools, medical and health
facilities, scholarship, noon-meals and so on) created
during a Plan period becomes a committed non-plan expendi-
ture in the plan period that follows., Accordingly, the
latter progressively increases in relation to the former,
leaving lesser resources available for incremental Plan
exPendi tures in the subsequent period. Further more, the
policy of enlarging current outlays within limited overall
levels of plan outlay results in a further reduction to
resources available for investment,

18. This édynamics is revealed in Table 40 which gives
the sectoral composition of Plan outlays from the First to
the Sixth Plan. The bulk of current outlays are absorbed by
agriculture and allied activities and social and community
services. The relative allocation for agriculture and allied
sectors has fluctuated around 20 per cent since the 1960s.
The allocation for social.and community services has increased
from around 20 per cent in the 1950s and 1960s to asbout 25 per
cent in the 1970s and significantly further to 33.5 per cent
in 1980-85; social and community services have claimed the
largest share for any sector in 1980-85, On the other hand,
the share of irrigation and power, which absorbed 63 per cent
of Plan outlays in the First Plan, declined to around 40 per
cent in the 1960s and 1970s, During 1980-85, their share
has dropped to akout 30 per cent., The proportionate alloca-
tion for industry and minerals has been more or less stagnant
since the Second Plan at around 6 to 7 per cent while the
share of transport and communications has declined in 1980-85
to 7.5 per cent from a peak of 11,3 per cent in the previous
Plan period.
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19. Table 40 will show that outlays on irrigation
absorbed 25 per cent of totzl plan expenditures in the
First Plan. The proportion rapidly declined tc around
9 per cent between 1956 and 1966 (during the Second and
Third Plans) and to 4 to 6 per cent since the mid 1960s,
Declining investment in irrigation is to be largely explain-
ed by the fact that Tamil Nadu had utilised a very high
proportion of its canal irrigation potential by about the
mid 1950s, Since the Second Plan, the scope for bringing
in new areas under canal irrigation has been quite limited
and many subsequent investments have had to be on relatively
marginal projects.l/ Some modernisation projects (e.g..,
Periyar—Vaigaiy have been initiated late 1970s but the
major possibility in this category, viz., the modernisation
of irrigation in the Cauvery basin, has been held up becausec
of the inter-State dispute with Karnataka. On the other
hand, neglgct has been largely responsible for lack of
sustained investments on upgrading the tank systems which
still account for about 30 per cent of irrigation in the

State.g/

Power

20. In the power sector, there has been under investment
and a declining trend in investment since the mid 1960s. This
has reflected itself in inadequate supply and recurring and
serious power cuts which have affected industrial and agricul-
tural production in the State. Table 40 will indicate that

——— gy -

1/ See S.Guhan Irrigation in Tamil Nadu: A Survey
Madras Institute of Development Studies Working
Paper No,49 June 1984,

2/ See Madras Institute of Development Studies:
Tank Irrigation in Tamilnadu: Some Macro "and
Micro Perspectives 1983,




83

the relative share for power development which

Peakad at 42 per cent in the Second Plan, was only 35 per
cent in the Fifth Plan (1974-80) and declined further to
26 per cent in the’Sixth (1980-85). The principal factors
which have retarded power development are: inadequate
financial resources to which the poor internal resource
generation in the TNEB has been a contributory factor;

the exhaustion of significant hydro-sources since about
the mid 1960s; and inadequate advance planning and project
preparation. Insufficient resources, among other factors,
have also resulted in project delays and cost escalations.
Inter-State river disputes have been another resason for
delays in the completion of hydro-projects such as the
Pandiar-Punnampuzha (100 MN) and Kadambarai (400 MW) :schecmes.

21, Table 41 scts out project starts and completions
in the power sector during successive plan periods. It
will show that a number of projects were initiated during
the Second and Third Plan periods {mid 1950-mid 1960) for
a total planned capacity addition of 1440 MW, The first
three stages of the Kundah project (425 MW), Ennore Thermal
Station (450 MW), Mettur thermal {200 MW), Parambikulam-Aliyar
projects (100 MW) and Kodayar {100 MW) were the large gene-
ration schemes started in this period, There was a decline
in planning for sizable additions to capacity between about
the mid 1960s and the mid 1970s with some reviValbthereafter,
reflected in the Tuticorin power project (630 MW in three
stages) which has been completed and the Kadamparai (400 Mw
originally conceived in-1971) and Mettur thermal projects
(210 MW) which were under implementation at the end of the
Sixth Plan, With a time~-lag, actual capacity addition reached
a peak in the Fourth Plan and has declined thereafter. The
Table also indicates the extent to which Central projects
(Neyveli in 1961-74 and Kalpakkam in 1980-85) have contributed
to power generation éapacitY“in‘Tamil Nadu,
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22. The review of expenditure priorities during 1960-85
indicates a clear shift in the latter part of the period to
current outlays to the detriment of capital formation.

Apart from an enlargement of social services and welfare
programmes, the growth in the numbers of government employees,
increases to their emoluments, and a gquantum jump in subsi-
dies mainly account for the growth in current outlays.

Large and increasing allocations for current outlays have
had the effect of reducing the plan size, relative to that
in other comparable major States, and within it, the share
avallable for investment, While the availability of funds
for investment have been thus constrained, absorptive capa-
cities have also been low because of reduced potential for
canal irrigation and hydro-electric projects, inter-State
disputes, and inadequate long-term planning aind project
pPreparation on the part of government in respect of thermal
pawer and the modernisation of tank irrigation, The invest-
ment lag in irrigation has coincided with rapid growth of
groundwater irrigation in the private sector based on public
investment in rural electrification, caoperative credit and
highly subsidied tariffs while the power situation has been
eased to some extent by Central projects in Neyveli and
Kalpakkam,



Tarlc 28:

I.Current Expenditures

l1.Compensation of Employees

2.Purchase ¢f goods and
services (net)

3.Interest

4.Grants ond octher transfer

payments
5.8ubsidies
II.Capital Expenditures

1.Nct Capital Formaticn
2.Renewals and Replacements
3.0ther capital trensfers

III.Locans and Advances (net)

1.F2r capital formmaticns (gross)
2.For current consumpticon(gross)
3.Repayments

IV.Final Outlay (net)

Source: Annex Table 3.

85

Final net outlays: 1960-85

1960-65

166,31

121.71
42.01

163.78
5.09

147.21
2.77
5.52

498.90

155.50

85,64

111.95
17.36
~43.67

740.04

(Rs.crores)

1965-70 1970-75 1975-80
899.74 1560.09 2523.16
297.90 570.49 1090.24
172.02 247.31 330.04
93.60 139.45 201.91
307.86 548. 50 846.56
28.36 54.34 54.41
271.45 407.29 809.59
243.87 339.27 688.79
24.96 62.18 114.29
2.62 5.84 6.51
142.11 114.12 504.88
172.41 146.84 564,74
29.87 72.54 243.25
-60.17  -105.26  =-303.11

1313.30 2081. 50 3837.63

1980-85

5995,13

2550.88

1224.98
457.10

1374.64
387.53

2120.10

1824.68
295.17

1204.29

1110.52
790.29
~696.52

9319.52
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Table 29: Outlays on consumption and capital formation (gross)
1960-80
(rs. Crores)

e e e mm ot e e e e S e L e e e e e w — s e em e e ae -~ e - e - e

1960-65 1965-70 1970-75 1975-80 1980~-85

- e e e ot v e e - e e — e~ e e . .- P — e e ea - D e

A.Consumption
Outlazsl/v
(i) In current
prices 516 930 1633 2766 6785
(65.8) (67.7) (74.7) (66.8) (67.7)
(1ii) In constant
prices of : 742 - 1018 1434 1847 N, A,
1970/71 (64.2) (65.9) (76.5) (72.8)
B.Outlays on Capital
Fonnationg/
(i) In current prices 268 " 444 554 1375 3231
(34¢.2) (32.3) (25.3) (33.2) (32.3)
(ii) In constant prices 414 527 440 689 N.A.
of 1387G6/71 (35.8)  (34.1) (23.5) (27.2)

C.Total Gross Outlay

(i) In current prices 784 1374 2187 4141 10016
(100.0) (100.0) {100.0) (100.0) (100.)

(ii) In constant prices 1156 1545 1874 2536 N, A.
of 1970/71 (100.0) (100.0) (100.0) (100.0)

T e A S R o mm wa . ea s dre eme mme e e

1/ Current expenditures plus loans for consumption.
2/ Capital expenditure plus loans:for capital formation.

Note: Figures in parentheses arc percentages to respective
cclumn totals,

Scurces Table 28 and deflators in Appendix II.



Table 30: Functional Classificaticn of Outlays: 1975-85
Sector Current Capital Total
cutlays expendi -~
turcs
including
1lcans
(Rsecrores) (Rs.crores) (rs.crores)
1.0 General 2349,12 441,7 l/ 2790.82
Services (27.6) (7.8) (19.7)
2,0 Social and 4217.74 1235.08 5452,82
Community (49.5) (21.9) (38.5)
Services
2.1 Education 2355.03 127.50 2482.53
(27.6) {(2.3) (17.5)
2.2 Medical.Health 985, 54 587.31 1572.85
Water supply & (11.6) (10.4) (11.1)
Sanitation
2.3 Housing and 37.26 304.50 341.76
Urban deve- (0.4) (5.4) (2.4)
lopment
2.4 Social Welfare 640.44 151.69 792.13
(7.5) (2.7) (5.6)
2.5 Others 199.47 64.08 263.55
(2.4) (1.1) (1.9)
3.0 Economic 1772.40 3925.96 5698.36
Services (20.8) (69.6) (20.3)
3.1 agriculture & 1148.99 1222.06 2371.05
2llied (13.5) (21.7) (16.9)
3.2 Industry and 208.67 289.41 498,08
Minerals (2.4) (5.1) (3.5)
3.3 Water and Power 95.05 1182.12 1277.17
Development (1.1) (21.0) (9.0)
3.4 Transport & Comm- 88.21 716.08 804.29
unication (1.1) (12.7) (5.7)
3.5 Others 231.48 516.29 747,77
(2.7) (9.1) (5.3)
4,0 Other purposses 179.03 35.75 214.78
(2.1) (0.7) (1.5)
Total 8518.29 5638.49 14156.78
(100.0) (100.0)

am  w mm e o e

(100.0)

1/Excluding repayment of debt.

Economic classification of the Tamil Nadu Budget

Source:
(varicus issues).
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Table 31: Expenditures on_Rcvenue,Caopital and Loans:;1930-385
(Per cent)

State Revenue Capital Loans Proportion cof
sutlays on water
& power in capital
and lcans

. o v me em  cr E2 ma  ws

—_ mm me e e we  em ey s em e ome e I

l.Andhra
Pradesh 80.4 14.8 4.8 54.9
2.Assam 73.8 14.7 11.5 6.3
3.Bihar 75.6 17.5 6.9 54.7
4.Gujarat 71.1 15.2 13.7 55.2
5.Haryana 71.2 16.1 12.7 59.8
6.Karnataka 76.0 12.9 11.1 54.4
7.Kerala 81.4 14.1 4.5 33.7

8.Madhya
Pradesh 71.3 16.0 12.7 57.6
9.Maharashtra 77.4 13.2 9.4 57.3
10.Orissa 75.5 20.8 3.7 54,1
11.Punjab 70.3 9.1 20.6 63.8
12.Rajasthan 73.8 17.8 8.4 46,0
13.Tamil Nadu 75.4 7.1 17.5 37.3

14 ., Uttar
Pradcsh 72.8 14.8 12.4 53.8
15.West Bengal 82.6 7.0 10.4 34,4

All major

States 75.5 13.7 10.8 51.9

s v e ma em  am me em mr e am  wm e Gm mm b ma  em e  mm  ee W em  mm em et e e T e me e

Data Source: RBI Annual Surveys of Statc Finances (various
issues) .
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Table 32: Growth of Employment in Public and Organised
Private Sectcrs: 1970-85

{000s)
Year State Govt. Quasi Govt. Local B3dies Tctal public
bodies sector
(1) (2) (3) (4) (5)=(2) to(4)
1970 328.7 ©151.4 184.2 664.3
(100) (100) (100) (100)
1975 364.7 241.9 194.3 800.9
(111) (160) (105) (121)
1980 374.6 405.5 202.0 982.1
(114) (268} (110) (148)
1985 533.8 488.8 153.2 1175.8
(162) (83) (177)

(329)

Source: Tamil Nadu Economic 2ppraisal (variocus issues)

Organised
private
sector

“r = we es =

(6)

- s emran om

650 .3
(100)

651.3
(100)

662.1
(102)

706.0
(109)
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Table 33: Public Employeesl/state—wise; As on 31.3.1982

e em em wn mm re emm e wa mm e 4. cw ®T aa me e ms e e - e e e em ew e e e e =T

Employees per 1000 Employces per 100000

. of population T .SJ.Km,.

1.2ndhra Pradesh 11.86 22.93
2.ssam 12.04 30.32
3.Bihar | 10.05. 40.37
4.Gujarat 15.63 27.18
5.Haryana . 16.50 48.47
6.Karnataka | 12.68 24.52
7.Kerala 17.12 111.76
8.Madhya Pradesh 11.24 13.24
9.Maharashtra 11.48 23.40
10.0rissa 13.87 23.45
ll.Punjab‘ 15.82 53;1i
12.Rajasthan 13.40 13.42
13.Tamil Nadu 16.44 61.20
14.Uttar Pradesh 12.62 47.60
15.West Bengal 14.67 90.99

all maisr States 13.08 30.66

1/Includes amployees in govermment, guasi-govt. bodies,
local bodies and aided instituticons.

Data Source: Report of the Eight Financc Commission 1984
Annexure IIT - 12 p.187.
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Table 34: _Comparative total monthly .e_emgl.gmsp:c_s%{of _certain

(RSP S

categories as on 1.4.82

Category . Emoluments in All states
Tamil Nadu averagc
(Rs) (Rs)
1.Peon 344 416
2.lower Divisicn Clerk 481 562
3.Constable 385 484
4 .Primary Schocl Teacher 481 587
5.Trained Graduate Teacher 619 770

- e e mm £ e e e mm ee ma am ww s R wu e e e aw ®3 S e o e st s em e new e

1/ At presumptive level of 440 for Consumer Price Indcx.

Sources Repcrt of the Eighth Finance Commission 1984,
Annexure III-13 p.188.
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Table 35: _Direct expenditures on subsidies in Tamil Nadu

1980-85 ~
Sector Subsidies in 1980-85 Proportion of sub-
sidies in current
expenditure
(Rs.crores) (pcr cent)
l.General Scrvices 10.67 0.5
2.Social and Community
Services 50.30 1.2
of which
Welfare of Scheduled
Castes & Tribes 39.54
3.Economic Services 326.56 18.4
of which
i) Cooperation 104.95
ii) Industry & Minerals 100.03
iif) Food 69.95
iv) Agriculture & Allied
Activities 35.71
v) Community Develcpment 15.92
Total 387.53 4.5

Data Source: Department of Evaluation and Applied Research,
Government of Tamil Nadu. '
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Table 36: State-wise comparisons of Plan outlay & Central Plan assistance:s 1951-85

(Rs. )
Plan period Rank P.C.Plan Highest Average Col(3) Col (3) P.C.Central Average Col(8)
froT/ outlay peT.plan p.c.pl= to to Plan assis- p.c.Cen to col
Top=/ in Tamil outlay an out- Col(4) Col(5) tance to tral (9)
Nadu for any lay for Tamilnadu plan
major major assist-
State States ance to
major
States
(Rs) (Rs) (Rs) (%) (%) (Rs) (Rs) (%)
R @ _ _ ) __ ) (& (e (N ___ &) o) _(10) _ _
l.First Plan 11 28 195 39 26.7 71.8 14 24 58.3
(1951-56) (Punjab)
2.Second Plan 4 57 87 51 65.5 111.8 29 26 111.5
(1956-61) (Punjab)
3.Third Plan 7 98 126 91 77.8 107.7 53 53 100.0
(1961-66) (Punjab)
4 .Annual Plans 6 71 91 60 78,0 118.3 32 34 94.1
(1966-69) (Haryana)
S.Fourth Plan 6 134 358 137 37.4 97.8 48 58 82.8
(1969-74) (Haryena)
6.Fifth Plans 11 272 748 327 36.4 83.2 72 86 83.7
(1974-80) (Punjab)
7.Sixth Plan 9 765 1793 847 42.7 90.3 161 208 77.4
(1980-85) (deryena)

;/ Among 14 major 3tates excluding Assam, Punjall and Haryana combined during First to Third
Plans.

Data Source: Government of Tamil Nadu: Memorandum to the Eighth Finance Commission,p.l16
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1.Andhra Pradesh
2.Bihar
3.Gujarat

4 .Haryana
5.Karnataka
6.Kerala
7.Madhya Pradesh
€.Maharashtra
9.,0rissa
10.Punjab
11.Rajasthan
12.Tamil Nadu
13.Uttar Pradesh
14 .West Bengal

Takle 37¢: Plan Financing Statce-wisce: 1969-85 Gs. )
Fourth Plan Fifth Plan Sixth Plan
P.C.Plan . bP.C.Own P.C.plan P.C.Own P.C.Plan  P.C.Own
sutlay rascurces oSutlay rescurces oSutlay ressurces
(Rs) 75.) (Rs) (Rs.) {Re) (Rs.)

98 ) 307 219 713 505
85 27 230 146 572 348
204 146 444 364 1378 1153
358 282 599 498 1793 1559
128 71 341 253 773 589
156 70 257 154 726 524
114 53 331 251 912 669
199 152 466 399 1225 1051
114 43 267 160 684 383
316 244 745 649 1444 1223
120 37 275 162 786 543
134 8¢ 272 200 765 60 4
132 T4 277 187 662 . 444
82 34 281 212 790 636
137 79 327 241 847 639

All 14 States

94
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Table 38: Proportion of Plan expenditure to Total expenditure
State-wise: 1980~85

cr e et mt wm M me ve me fe s we e cw e e me D S T U e TP

Total expen- Plan expendi- Ccl(3)to Col
State diture ture (2)
(Rs.crores) (Rs.crores) (per cent)
(1) (2) (3) (4)

1.Andhras Pradesh 10417 3547 34.05
2.AsSam 3642 1477 40.55
3.Bihar 8821 3114 35.30
4£.Gujarat 8719 3288 37.71
5.Harvana 3879 1609 41.48
6.Kamataka 8406 2820 33.54
7.Kerala 5226 1606 30.73
8.Madhya Pradesh 9740 4210 43.23
9 .Maharashtra 17250 5576 32.33
10.0rissa 4713 1935 41.06
11.Punjab 5026 1851 36.34
12.Rajasthan 6573 2358 35.87
13.Tamil Nadu 10490 3210 30,60
14.Uttar Pradesh 15832 6594 41.65
15.West Bengal 9559 2914 30.48
All major States 128293 46109 - 35.94

T " e R — e e s - ~a e J R Y

Data Source: RBI Annual Surveys of State Finances (various issues).
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Table 39: Prcportion »f Plan Rcvenue Expenditure in Plan

Expenditure State-wise: 1980-85

_-— e me e me e - e ek e s v e mn e em e et ea e cee e me e eme

Plan Expen-~ Plen Revenue Col(3) ts col

State - diture Expenditure (2)
(Rs. crores) (’s.crores) (per cent)

(1) (2) (3) (4)
l.Andhra Pradesh 3547 1755 49,5
2.Assam o 1477 ' 631 42.7
3.Bihar 3114 1372 44,1
4.Gujarat 3288 1107 33.7
5.Haryana 1609 596 37.1
6.Karmataka 2820 1340 47.5
7.Kerala 1606 ' 706 44,0
8.Madhya Fradesh 4210 1722 40.9
9.Maharashtra 5576 1997 35.8
10.0rissa 1835 919 47.5
11.Punjab ' 1851 493 26.6
12.Rajasthan 2358 849 36.0
13.Tamil Nadu 3210 2085 65.0
14.Uttar Pradesh 6594 2583 39.2
15.West Bengal 2914 1592 54,6
21l major States 46129 19747 42.8

- B A em AR e s mm e ew W e e %A sam v em me % ma e S ;e MW e ma me e mm e

Data Socurce: RBI aAnnual Surveys of State Finances.
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Table 40: Sectoral Compositior of State Plan outlays in Tamil Nadu: 1951-85

- e es W ol e e me M MM ms e e e e g - e e v e e e ew e ek e e b e s e N e . -~ e o .

First Seccnd Third  Annual = Fourth Fifth Sixth
Plan Flan Plan Plans Plan Plans Plan
(1951-56) (195€~-61) (1961-66) (1966-69) (1969-74) (1974~80) (1980--85)

M s e e mm Ma e e me e TR ma e TR em % e e S e am Ww em e am  EmR  an e e me  am  ee S e Mm Me e e mm me e e me m wm e

l.Agriculture and

allied activities 9.68 32.50 80.05 69.42 111.62 231.66 787,44

(including coope- (12.0) (17.3) (23.1) (26.1) (20.0) (15.0) - (21.2)
ration) :

2.Social & Community 16.05 37.96 80.25 52.50 142.82 389.88 1248.00

Services (20.0) (20.2) (23.1) (19.7) (25.6) (25.2) (33.5)

3.Irrigation 20,15 17.54 31.23 12.74 24,45 99.29 148,63

(25.0) (9.3) (9.0) (4.8) (4.4) (6.4) (4.0)

4 .Power : 30.28 79.17 119.43 104.06 213.89 540 .49 980.40

(37.7)  (42.2) (34.4) (39.1)  (38.2) (35.0) (26.3)

5,Industry & Minerals 1.53 14.08 23.73 16,56 33.00 97.78 246,21

6.Transport & 2.70 5.52 11.74 10.44 30,73 174 .99 280.10

Communication (3.4) (2.9) (3.4) (3.9) (5.5) (11.3) (7.5)

7.0thers - 0.99 0.72 0.46 2.45 10.58 %1.2§

(0.6) (0.2) (0.2) (0.4) (0.8) . (0.9

Total 89.39 18776 347.15 266,18 558,96  1544,67  3722,02

( 100. O) -\ _.,VO.O) . ( 100. 0) ) (100. O) . (100. C; (100. C) (1000 O)
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Table 41: Profile of power generation 1951-85
(in MW of capacity)

New Project Starts Project Completions Central
Plan ;
Period Project
erio Completions

Hydro Thermal Total Hydro Thermal Total

- e a2 e AP er @e S R ev em e G M me wm mm WE am mm em e wme T we e mmtw v e me s e o

First Plan - - - 70 30 100 -~
(1951-56) (20)
Second Plan 625 - 625 250 30 280
(1956-61) (125) (56)
Third Plan  335%/ 480 815 325 - 325 3002/
(1961-66) , (163) ~ (65)
aAnnual Plans - - - 200 - 200 2002/
(1966-69) (67)

2/
Fourth Plan 230 210 440 255 370 625 100
(1969~74) (88) (125)
Fifth Plans - 420 420 145 320 465
(1974-80) (70) (78)
Sixth Plan 530¥ 210 740 - 420 420 235%/
(1980-~85) (148) (84}

1/Including Pandiar Punnampuzha (100 MW) which has not been pro-
ceededwithon account of inter-State dispute.

2/From Neyveli(thermal).

3/Including Kadamparai(400MW)originally initiated in 1971 and
delayed due to inter-State dispute.
4/From Kalpakkam (nuclear).

Note: Figures in parantheses are annual averages.
Sourcc: TNEB Statistics at a Glance 1984/85
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VIL: Debt and Financing of Capital Formation

Having reviewed the revenues and expenditures of the
State, it remains to discuss the borrowings of government
which bridge'the gap between expenditures and the revenues
available to finance them. The discussion of debt lcads
to the discussion - once again - of capital formation: its
growth, levels and pattern of financing in different periods.
Sources of korrowing and compogition of debt

2. The sources of borrowing for the State are (i) loans
from the Government of India (GOI) (ii) loans raised through
bond issues in open market operations (iii) loans negotiated
with public financing‘institutions such as the National
Cooperative Development Corporation, the National Bank for
Agriculture and Rural Development, the Life Insurance Corpor-
ation of India etc. (iv) State Provident Funds and other
savings deposits and (v) floating loans such as ways and

means advances and overdrafts from the RBI.

3. Table 42 on the composition of the Tamil Nadu's out-
standing debt at the end of 1984-85 will show that loans
from the GOI have been 49.4 per cent of total debt and have
provided the main source of borrowings, GOI loans are
substantially general purpose or “block loans" for Plan
schemes which carry a maturi‘y of 15 yezars and an interest
rate of 7.5 per cent per annmum, The other major sources
are small savings loans (18.9 per ccnt of total debt) and
open market loans (16.4 per cant). Small savings loans
are extended for 25 years at an interest rate of 10 per cent
per annum, Market loans are currently raised with a maturity

of 15 years and carry an interest rate of 9 per cent per annum,
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Growth in Borrowings

4, The profile of borrowings during 1960-85 set out
in Table 43 will show that the growth in debt, both gross
and net, has been much slower than the growth in current
revenues., Gross borrowings having nearly doubled in 1965-70
over the previous quinguennium remained at about the same
level in 1970-75, Thereafter, there has been a steady growth
with the level in 1980-85 exceeding three times that in
1970-75., The corresponding growth in net borrowings has
becn much more rapid with the level in 1980-85 being about
6.5 times that in 1970-75,

5, Table 44 on the sources of borrowing will indicate
that in recent years Tamil Nadu has rclied relatively more
on small savings, institutional and internal sources {such
as providént funds) than on the GOI and the open-market to
meect its Yorrowing needs. '
RelatiVe Indebtedness of Tamil Nadu

6. There is evidence that the level of the govermment's
indebtedness in Tamil Nadu is relatively low when compared
to the position in other major States. Table 45 will show
that outstanding debt per capita in Tamil Nadu (1983-84)
was the lowest for all major States. Debt to SDP in Tamil
Nadu was also lower than the corresponding ratio in most
other magjor States. A variety of reasons may explain the
low level of Tamil Nadu's public debt: the lack of major
capital projacts which could have absorbed Central loans,
the relatively low levels of Plan outlay and Central Plan
assistance, and the relative absence of major natural calami-

ties which would have entitled non-plan loans from the Centrec.
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7. While these factors have a bearing on Central loans,
which constitute the major source of borrowings, it is also
rglevant that Tamil Nadu has not been allowcd adequate access
to market borrowings consistent with her eminently credit-
worthy position. This is brought out in Table 46 which shows
that Tamil Nadu ranked 10th out of 15 major States in net
per copita market borrowings during 1973-83 with the level
of such borrowing being only 43.4 per cent of that in the
most favoured State (Haryana).

Assgts and Liabilitics

8. Net borrowings can be needed or used for a variety
of purposes: (a) to meet deficits in the current account
i.a@., shortfalls in current revenues with reference to
current expenditures (b) for direct capital expenditures
€.dJ., ONn irrigation projects or share capital investments
{(c) for loans " -+  for capital fomation (c.g. power
projects) or fcr working capital or consumption (e.g.
agricultural loans for inputs or mecting losses in PSCs).
Throughout 1960-85, Tamil Nadu has had a current account
surplus and has not neceded to cover current deficits with
borrowing, Accordingly, debt has becn wholly deployed for
capital expenditures and for relending to cnterprises and
others for capital and consumption purposes., At the end of
1984~85, such "gssets" in terms cf cumulative capital expen-
ditures, loans advanced by government, and other investments
totalled to Rse3720 creres which was well in excess of the

"liabilities", in terms of cutstanding debt, cf Rs, 2304 crotes.;/

9. This comparison could give a mislecadingly comfortable
impression for two reasons. Firstly, not all loans have
resulted in productive assets in as much as lcans have been

1/ Appendix XIT to Tamil Nacdu Budget Memorandum 1986/87,
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extended for consumption purposes and fcr covering losses
(as in the case of the TNEB)., Secondly, the "assets" of
govermuent whether power prdojects or investments on irri-
gation or share capital in PSCs have not generated cash
to amortise the capital sunk in them, As we have seen,
receipts from "commercial" irrigation projects are not
adequate to cover maintenance costs let alone yield any
return on investment; the TNEB, over, the years, has accumu-
lated a huge loss; and the same is the situation with other
public enterprises as a whele, accordingly, "assets" have
not generated internal surpluses to retire "liabilities"
incurred by the governmment for creating them. On the cther
hand, liabilities have resulted to a large extent in creating
further liabilities! In this situation, apart from not
borrowings, the levels of current savings have been of
crucial importance in determining the cxtent of capital’
formation as will be evident from the discussion in the
paragraphs that follow.
Capital formation and its financing

10, The legvels of capital formaticn and its pattern of
financing in diffcrent periods provide a summatory framavork
that brings out tht scurces and uses of resources. Capital
formaticn (viz., capital expenditures and loans fcr capital
formation) is finagnced from (a) current savings and (b) capital
rescurces (viz., net borrcwings, loan repayments, capital
receipts and drawals from cash balances). Current savings
arc the oxcess of current revenues over current outlays
(viz., current expenditures and loans for ccecnsumption). Major
variations in the level of current revenues have occurred from
one period to another from (a) increases in the share of
Central taxes and (b) fluctuations in State excise revenues
dependent on prohibition policy. It will be useful to
separately identify their impact in examining the levels of

current revenues and of current savings.
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11, The analysis of capital formation and its financing
'is given in Tables 47 and 48.. Table 47 gives the sources
of financing while Table 48 brings out the incremental use
of resources in the four quinquennia during 1965-85 over
the previous five-year period in each case. Table 47 will
show that current revenues excluding tax transfers and
excise revenues have throughout been inadequate to finance
current outlays. The deficit on this account (row 3) signi-
ficantly increasced in 1970-75 with reference to the position
in the 1960s and was stabilised in 1975-80 only to increase
very sharply in 1980-85. Tax transfers from the Centre
(row 4) have steadily increased; in each period they have
been twice or more than the level in the previous one.
Excise revenues, while insignificant in the 1960s and early
1970s, (row 5), have been an important sourcc of revenue in
1970-75 and have very sharply increased in 1980-85. Capital
resources (row 7) slightly declined in 1970-75 over 1965-70
but rose significantly in the subseguent periods.

12, Table 48 traces'the pattern from ong period to
another in the incremental availability and use of resources.
In 1965-70, the increase in current deficit was contained
and, despite prohibition, increases in tax shares and capital
resources helped to achicve a good step up in capital forma-
tion, 1970-75 represented a down turn, The current-deficit
increased sharply and cagpital resources declined; despite
the increasc in tax sharcs and the availability of excise
revenues, the increment to capital formation was significantly
less than. in 1965-70, A number of factors helped to improve
the situation in 1975-80. The increase in the current deficit
was negligible; both cgpital resources and tax shares increased
significantly, the latter largely because of the doubling in
excise shares from 1979-80 (Seventh Finance Commission); and

despite the loss of Statec excise revenues, it was possible
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to realigec a large increase in capital formation. In 1980-85,
the current deficit widenced considerably but the deterioration
was more than offset by increases in tax shares, the re-
appearance to a sizable extent of excise revecnuaes and larger
capital resources. In the result, capital formation went

up but proportionately only to the level (about 32 to 33 per
cent of total outlay) in 1975-80 which was a "“dry" period for
excise revenues,

13. Table 47 also shows the ratio of current savings
(net of excise revenues) to current revenues (net of excise)
and the contribution from such current savings to outlays
on cagpital fomation in different pcriods. The effect of
excise revenues has been deducted in these comparisons not
only because their policy~-induced fluctuations confound
comparability but also because they may not be available
in fufure if, as announced, prohibition is re=introduced.
The ratio of current savings to current revenues steadily
increased in the 1960s; it sharply dropped in 1970=75 and
sharply rose again in 1975-80 but declined in 1980-85 to
less than the level in 1965-70, The contribution from
current savings to outlays on cagpital formation reached a
peak of 32.6 per cent in 1975-80 but was nearly halved in
1980-85 despite the large increase in tax shares. This was
mainly because of the considerable increase in current
outlays in this period.

14, In the longer term, capital formation is likely to
depend to a greater extent than in the past on the level of
current savings because, as repayment burdens accumulate, the
rate of growth in net borrowings will decelerate. Revenue
transfers from the Centre are not likely to increase as fast
as thoy have in the past; revenus deficits have escalated in
the Central budgets and the overall share to States from
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Union excise duties would appear to have reached some sort
of a plateau.—l/ The loss in State excise revenues will be
substantial if prohibition is reintroduced. In these cir-
cumstances, the task of enlarging current savings will

have to address itself mainly to incrcasing the State's own
tax and non-tax revenues and to the contaimment of current
outlays. In the alternative, the prospect will be a decline

in real capital formation.,

- s M g TR 4t gan Y S s

1/ While the Seventh Finance Commission (1979-84)
doubled States' share in Union excise duties
from 20 to 40 per cent, the Eighth Finance
Commission (1984-89) has further increased the
sharc only to 45 per cent with the increment
being allocated entirely to States in need of
gap grants. On the size and growth in Central
revenue deficits in 1975-85 and the extent to
which revenue transfers to States have contri-
buted to them - sec S.Guhan, ‘'Fiscal Policy,
Projections and Performance' in Economic and
Political Weekly, Bombay, april 12, 1986.
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Table 42: Composition of Government debt in Tamil Nadu:
As on 31.3.1986

- o wm em e e P e wm ek me e Y aw em e en e we e we e em e s e wm  m = wm

Source of debt ' Outstanding debt Per cent to total
on 31.3.85 '

(Rsecrores)

l.Government of India 1139.11 49.4
2.Market Loans 376.81 16.4
3.Small Savings Loans 434.69 18.9
4.Provident Funds etc. 175.28 7.6
5.Institutional sources 84.30 3.6
6.Ways and means advances 92.21 4.0
7.0thers 1.90 0.1
Total 2304.30 100.0

. e e e e mm e Em e e e e TR e M ek ae e wm em e me me s @ s ma e em T e e

Source: Appendix IX to Tamil Nadu Budget Memorandum 1986-87,
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Table 43: Growth in Government borrowings in Tamil Nadus:
1960~-85
(Rs.crores)
1960-65 1965-70 1970-75 1975-80 1980-85
1.Gross Borrowings 283 555 584 905 1761
(100) (196) (189) (320) (622)
2.Net Borrowings 185 270 187 582 1215
(100) (146) (101) (315) (657)
3.Current Revenues 544 1019 1836 3235 8001
(100) (187) (337) (5957 (1471)

M T e em ew e e e e e we wm KA O aw  Aa e me e e e e e e e e Y e mm  Ae e we em e

Source: Annex Table 1.
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Quinguennium GOI Market Other
1960-65 66,7 _ 17.5 15.8
1965-70 51.4 16.2 32.4
1970-75 69.2 19.6 11.2
1975-80 70.7 15.5 13.8
1980-85 60.8 12.8 26.4

-~ s e am e . - e e e e me ee %% mm sem e me ms G me et e b s mw e v e am e

Source: Annex Table 1.
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Table 45: Relative Indebtedness State-wise: 1983/84

State Outstanding Debt to SDP
debt per capita
(Rs.) (per cent)
l.Andhra Pradesh 480 52.0
2.Assam 751 86.6
3.Bihar 468 67.3
4.,Gujarat 603 41.7
5.Haryana 755 43.9
¢c.-Karnataka 435 39.8
T.Kerala 565 51.0
8.Madhya Pradesh 481 57.1
9.Maharashtra 565 36.7
10.0rissa 641 73.3
11.Punjab N 691 33,7
12.Rajasthan 781 77.1
13.Tamil Nadu 396 36.0
l14.Uttar Pradesh 450 57.0
15.West Bengal 645 54,7
All major States | 538

Source: Report of the Eighth Finance Commission 1984.
Annexure XIV-3, p.264.
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Table 46s Relative access_of major States to market borrowings
(net) in 1973-83.

a e mm em  ee ma e e e e me s e e b - e e M s e WY e ew  w me L

State Net market Nct pe.c. market
borrowing borrowing
(1973-83) (1973-83)
(Rsecrores) (Rs.)

1.Andhra Pradesh 214 40.0
2.Assam 63 31.6
3.Bihar 141 20.2
4.Gujarat 135 39.7
5.Haryana 94 73.2
6 .Karnataka 140 37.8
7.Kerala 119 46.8
8.Madhya Pradesh 68 13.0
9.Maharashtra 153 24.3
10.0rissa 106 40.0
l11.Punjab Y] 36.1
12.Rajasthan 235 68.4
13.Tamil Nadu 154 31.8
14.Uttar Pradesh 424 ' 38.3
15.West Bengal 97 18.7
All major States 2204 33.4

- e wm ew em mm mm me me mm e M e e T am A s an e A s e e e we M e o

Data Sourcc: Government of Tamil Nadu: Memorandum to the
Commission on Centre-State Relations 1985,
Table 6, pp.66-67.




Table 47: Financing of Capital Formation 1960-85
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l.Current Revenues
net of tex shares
and excise
1/

2.Current outlays=
3.Deficit(1-2)
4.Tax share
5.Excise revenues

6.Current surplus after
taking into account
tax shares and excise
revenue (3+4+5)

2
7.Capital resources=/
8.0utlays on capital
formation3
(6+47)

Memo

A.Current savings
t0o current re-
venues (net of
excise) :
per cent

B.Contribution to
current savings
(net of excise)
to capital for-

(Rs. crores)

1960-65 1965-70 1970-75 1975-80 1980-85
459.88 848.98 1297.32 2419.78 5495.54
516.26 929.61 1632.63 2766.41 6785.42
-56.38 ~-80.63 =335.,31 -346.63 ~1279,88

82,12 166,09 394,47 794,80 1808.73
1.77 3.77 144,46 20,46 696.30
27.51 89.23 203.62 468.63 1215.15
239.94 354,63 350.51 905.70 2015.47
267.45 443.86 554,13 1374.33 3230.62
4.7 8,4 3.5 13.9 7.1
9.6 19.3 10.7 32.6 16.1

mation: per cent

1/Current expenditures

2/Net borrowings, loan
from cash balance.,

3/Capital expenditures

Source: Processed from

and loans for consumption

v e e me Mw e e e e e A e e A e e e e

repayments, capital receipts and drawals

oand loans for capital formation.

Annex Tables 1,2 and 3.
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Table 48: Incremental financing of capital formation 1965-85

- @ e R am ewm e M e e mn ae em o s e e W em Ak e ew e e am  wE we M mm me e

(Increasc over previous quingquennium in
Rs.crores)

1965-70 1970-75 1975-80 1980-85

l.Current Revenucs
net of tax shares
and excise

revenues 389.10 448,34 1122,46 3075.76
2.Current outlays 413.35 703.02 1133.78 4019.01
3.Deficit(1-2) ~24.25 -254.68 ~11.32 -943.25
4.Tax shares 83.97 228.38 400.33 1013.93
5.Excile revenues 2.00 140.69 <=124.00 675.84

6.5urplus available
for capital for-
mation (344 +5) 61.72 114.39 265.01 746.52

7.Capital rcsources 114.69 -4,12 555.19 1109.77

8.0utlays on capital : .
formation (6+7) 176.41 110.27 820.20 1856,29

o ar mw mr = em e am A e e mm an am am we e me s m T am e e me em N7 ma wm e e

Sourcec: Decrived from Table 47.
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VIII: Major Issugs of Folicy

The review of budgetary trends during 1960-85 has shown
that this period of a quarter century has witnessed a very
significant growth in the size of government fiscal operations
in Tamil Nadu. In money terms there has been a phenomenal
increase from about Rs, 100 crores in 1960-61 to nearly Rs. 2400
crores by 1984-85 in net final outlays as well as in the
receipts which have financed them., While the resource mobi-
lisation effort on the part of govermment, elasticity of
revenues to growth in State income, and inflation have all
contributed to the increase in the nominal size of the
budget, it is clear that Govermments in Tamil Nadu have made
a consistent gffort at mokilising resources for enlarging
and diversifying their activities., This is evident from the
fact that overall resources have risen from about 12 per cent
of NSDP in 1960-65 to over 20 per cent in 1980-85 with the
increase in the ratio being particularly pronounced during
1970-85 owing in part to increased revenue transfers from
the Centre and the relaxation of prohibition in the early
1970s and since the eariy 1980s.

2, Long-term deficit financing being ruled out, the
resources available to the State govermment have to consist
of current (tax and non-tax) revenues and of borrowings.

Of these, current revenuves have grown much faster than
borrowings; and, most of the growth in current revenues has
come from continual incrcases tO tax revenues, Among the

major States in India, Tamil Nadu has shown an outstanding
performance in terms of the growth and level of tax revenue

and in its tax effort considered in relation to per capita
income, The other side of the picture is that the tax
structure is highly skewved in favour of indirect taxes to which
sales taxes and the excise revenue from liquor currently con-
tribute about 78 per cent. The ratio of direct to inditect
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taxes has steadily declined; the contribution of direct
taxes to total tax revenue is at present insignificant;
and the proportion of direct taxes on agriculture to

NSDP in the sector has declined over time from a level
which was even initially low. 1In contrast to the striking
growth in tax rcvenues, non-tax revenues have been sluggish.
The main reason for this are (a) significant indirect sub-
sidies which are refleccted in low proportions of cost
recovery from investments (c.g. irrigation), interest on
loans (mainly to the Tamil Nadu Electricity Board) and
economic and welfare services provided by the State (e.g.
education, health, agriculturgl inputs) and (b) low or
negative returns from public sector enterprises including
notably the Electricity Board.

3. Looking to the future, the continued need to mobilise

and conserve finamcial resources for investment and welfare

at the State lcvel does not require much emphasis in a context
of high poverty and a multitude of unmet social wants. 1In
this effort, as we have shown, current own revenues have
plaved, and will be required to play, the dominant role
because they are needed not only for financing current outlays
but also for substantially supplementing net borrowings for
capital formation (vide Section VIII), It is in this context
that we will have to take stock of past fiscal performance

and, on that baSiS, identify issues for the future.

4, Turning to taxes, continued and significant additional
taxation via sales taxes may be neither possible nor desirable.
High levels of central excise duties limit the scope for
increcasing sales taxcs which cascade on them; s further cons-
traint arises from the need to harmonise the rates.in Tamil
Nadu with those in other States in order to avoid trade
diversion; and any significant widening of the tax base (c.g.

by extending sales taxes to foodgrains or edible commodities
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at present exempted) can only worsen the already regressive
impact of the tax., The second.majoF tax source, which con-
sists of excise revenues, depends on the consumption of
alcohol, particularly arrack which is generally consumed

by the relatively poor. among other things, drink worsens
poverty and inequality and is a source of political corruption.
In the Indian context, there is a strong case for prohibition;
successive outstanding Chief Ministers and political leaders
of the State viz., Rajaji, Kamaraj and Anna were unswerving
in their commitment to it; and the present govermment have
themselves announced their intention to prohibit the sale of
arrack and toddy from 1987, Ways and means will therefore
have to be found to compensate for the loss of revenue on
account of prohibition,

5. Indirect taxes, other than sales and excise taxes,
have grown at a relatively slow pace. It should be possible
to increase the yield from them; in particular, by finding
ways and means to check the considerable evasion that takes
pPlace in stamp duties and registration because of the under-
. reporting of property values during sales. Undoubtedly also,
there is scope for increasing direct taxes on agriculture
and on rural and urban wealth. The political cost involved in this
will however be high while the ecconomic pay-off may be low
because rates and execmptions in the State's direct taxes
would have to be in tune with Central direct taxes on non-
agricultural incomes; and the latter have been significantly
softened in the 1980s, Morcover, well=known and welle-esta-
blished methods of evasion, such as legal and informal par-
titions of land and property, are likely to frustrate any
attempt to achiaeve progression in the levy of direct .taxes
as the State level,

6. In these circumstancCes, the long term policy thrust
will have to be on improving non-tax sources {(a) by reducing
indirect subsidies and improving cost recovery and (b) increas-

ing efficiency and returns from the public sector. Section IV
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of the paper has indicated that there is much scope on both
fzonts, The criticism of subsidies rests not on the prin-
ciple but on its Practice. Subsidies as a negative-tax
mechanism for transferring incomes or reducing costs to

the economically weaker sections of the people are undoubtedly
justified in a poor and unequal society. However, in as much
as each of thc subsidies extended directly or indirectly by

the state is explicitly or implicitly meant for some target
group, several legitimate concerns arise and canvnot be ignored.
Does the subsidy reach gll those in the target group? Does it
reach only those in the target group or is it diverted outside
of it? If general taxation which has to finance the cost of
subsidies is, by and large, regressive what is the combined
cffect on welfare of taxes-cum-subsidies? In a situatiorn
where the quality of subsidised services in education, health,
water supply and sanitation (viz., the major sectors in which
cost recovery is low) is poor, would it not be desirable to
approptiately incresse cost recovery in these sectors in

order to raise resources for wpgrading the quality of public

services?

7. In the absence of detailed studies, it is not possible
to attompt definitive answers to these issues but there is
enough indicative evidence to suggest that a significant
proportion of the numerous and varied subsidies in the State
budget may very largely represent transfers to the non-poor
instead of to the péor, agricultural subsidies, which consti-
tute the bulk of subsidies, relating to water charges, the
agricultural power tarify¥, procurement price premia and the
pricing of agriculturalvinputs have an in-built tendency to
benefit more afflucnt farmers who are the ones wilth access
to land, water, pumpsets, the potential to use -and-benefit
from inputs..to a relatiVely larger degree, and larger marketable
surpluses bdfsclln; Besides, they are the ones whe largely

enefit from ﬁhe fertiliser subsidy extended by the Centre.
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Evaluations indicate that 15 to 25 per cent of beneficiaries
from subsidies provided under the IRDP are the 'non-poor'
with the proportion being as high as 40 to 50 per cent in
certain areas. In the industrial sector, major subsidies

are accounted for by "incentives® for investments in backward
areas and by the handloom rebate. The former tends to benefit
large and medium rather than small entrepreneursl/ and the
latter gets diverted to traders and master-wcavers rather
than benefiting producers or consumers., Similarly, free
educational, medical, health, water supply and sanitation
servicaes have been provided widely without reference to the
ability~to-pay: increased cost-recovery in these sectors
should be possible and will enable the upgradation and exten-
sion of such basic needs. 1In all, there would appear to be
considerable scope to restructure the gquantum and targeting

of subsidies.

8. The sccond major area for improving non-tax resources
lies in increasing returns from the public sector. Here again
subgidies (such as the agricultural power tariff) have made a
significant contribution to losses. PSCs have proliferated
in Tamil Nadu since 1970 and are to be found in many areas in
which there would appear to be ro rationale for the presence
of the public scctor. Detailed analysis is necessary to
identify the extent to which losses in PSCs have arisen from
initial uneconomic decisions relating to location, product,
scale and technology and from politlcisaticn, mismanagement,
ovaer-staffing, under-pricing and poor marketing in actual
operations. A two-pronged effort to improve cfficiency and
to reduce subsidies will be necessary if the State is to get
a fair return from the large investments it has made on the

public sector,

1/ See in this connection K,Bharathan Development
through Industrialisation: aAn Analysis and Case
Study of Backward Arza Development, Madras Insti-
tute of Deveclopment Studies Working Paper No, 24,
October 1981,
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9. Turning to expenditure priorities, the review brings
out that there has been a clear shift in recent vears from
capital outlays, notably on irrigation and power, to current
cutlays largely on agriculture and sccial services. Larger
resources davoted to current outlays crowd out mcnies avail-
able for investment not only at a single point of allocation
in the Plan or in a budget but also in the long term because
prograumes relating to social and welfare services once begun
have to be continued and maintained, with allocations needed
for the purpose becoming the first claim on current resouces,
We have shown in Section VI that such continual accretions
to non-Plan expenditures have been a major reason for Tamil
Nadu having a relatively low per capita Plan outlay in com-
parison with other major States. Each Plan represents the
funds available for completion cof capital projects that have
spilled-over from the previous one and for new o©or incremental
projects and programmes to be taken up as fresh starts.
Accordingly, lesser funds available for the Plan have the
effect of restricting funds for project completion (thus
increasing their costs and delaying their benefits), for
initiating new projects and programmes, and for ecnlarging

worthwhile existing programnmes.

10. The scope for further investm-nts in irrigation will
lie mainly in the modernisation of the old canal agystems
(particularly in the Cauvery basin) and in improvements to
tank irrigation., While inter-State water disputes ha&e
delayed the modernisation of the Cauvery system, neglect has
been largely responsible for under-investment in improving
tank irrigation. Inadaquéte investments on power generation
‘as well as on transmission and distribution, in addition to
droughts and efficiency factors, have resulted in frequent
and scvere power cuts affecting both industry and agriculture.

Tamil Nadu has had to pay a high price for the under-investment
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in power in terms of fore-gone industrial investment and
production. With the exhaustion of hydro-potential, Tamil
Nadu will have to depend in the future on thermal projects
which have relatively high cgpital and operating costs.

This will entail considerably increased resource allocations

to this sector, cost reductions through bettcr project
implementation and efficiency improvements, and a tariff policy
that is continually adjusted to changes in the cost structure
and designed to improve capacity utilisation through pricing
policies.

11, Within the current outlays of govermment, education,
medical, health and water supply, and agricultural services
have claimed a major share. In all these sectors, the pro-
gress achieved in Tamil Nadu, although relatively high, is by
no means outstanding., The overall literacy level in Tamil
Nadu (45.8 per cent in 1981) is far behind that of Kerala
(69,2 per cent) and therec are significant differentials in
literacy levels within the State: rural-urban, male-female
and SC/ST vs othecrs, The crude death rate and the infant
mortality rate in Tamil Nadu are also much higher than in
Kerala. Medical and health facilitics in Tamil Nadu are
highly concentrated in urban areas. Since the mid-1970s,
there has becn no clear growth in the productivity of rice
which is the main crop. These illustrative facts will
indicate that while more resources will have to be devoted
to thesc basic sectors of development, greater cost-effective-

ness needs to be achieved in their gpplication.

12, Local bodies viz., Corporations, Municipalitices,
Panchayat Unions and Panchayats can play a major role in
the economic and efficient provision of basic needs such
as school education, primary health care, water supply and
sanitation, nutrition ctc. In the process, they could also

raise hitherto untagpped resources at a local level for capital
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and recurring expenses involved in the provision of such
basic services. Unfortunately, since 1970 govermments in
Tamil Nadu have retrogressed on decentralisation towards
which a major impetus was given in the late 1950s.

13. Apart from social services, a significant component
of current outlays consists of welfare outlays the most
Important of which is the Chicef Minister's Noon-Meals Scheame
(OMNS), As discussed in Section VI, this scheme with a
current annual outlay of about ks, 170 crores has a very high
opportunity cost. At one level, exceptionally large recurring
allocations to a single scheme raises issues as to the
relative priority to be given to long-term investments vs.
current consumption., At another level, without questioning
the justification in the asggregate for sizable welfare allo-
cations, it may be legitimate to point out that it is a dis-
tortion of priorities to spend so much on nutrition if such
expenditures have the effect of denying much needed resources
for complementary purposes such as primary health care,
elementary education and water supply and sanitation without
which nutrition alone can produce no lasting benefits for
the very children and adolescents covered in the scheme.
Besides, thg claims that other vulnerable groups have on the
welfare budget, such as pregnait and feeding mothers, the
handicagpped, the widowed and the old, can not be overlooked.
Thus the QMNS is an illustration of an unbalanced approach
to social expenditures even if one doaes not question it

Vis-a~vis investment.

14, Given the need to conserve resources and to put theam
to the best use, every effort will clearly have to be made to
check evasion in rcvenues, leakages from government programmes
and projects, wasteful and ostentatious expenditures, and
inefficiencies in invaestment, mainbtenance and operations
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which reduce the ratio of benefits to costs in govermment
projects and programwmes. One underlying cause behind many
of these ills is political and bureaucratic corruwtion which
have aemerged as a major factor in Tamil Nadu in the last
decade.;/

15. The review indicates (vide Section VII) that employ-
ment lcvels under government and the PSCs in Tamil Nadu is
relatively high and wages and salaries are a significant and
increasing component in current outlays. At the same time, .
emoluments to public a@nployees in Tamil Nadu are relatively
low vis-a-vis those in many other major States and certainly
with reference to the employees of the Central government,
Continual pressures can therefore be expected for upgrading
emoluments in Tamil Nadu; in turn, this will increase the
salaries component in govermmaent expenditures. Among various
gconomy measures, the strictest control will have to be main-
tained on the growth of staff with every effort being made to
increase the productivity of government employees.

16. We have so far commented on the key problem areas
to which attention needs to be given in mobilising, conscrving
and using rcsourcaes for development at the level of the State
government, In the matter of Central resource flows to the
State, Tamil Nadu has had some legitimate grievances. The

gap-£filling gpproach of successive Finance Commissions has

. Vg T . W

1/ The IMK govermment was formally dismissed in January
1976 on charges of corruption and an Enquiry Commis-
sion found evidence to support several of the charges.
Similarly, charges of corruption have been made, and
are pending enquiry in some cases, in respect of the
ATAIMK goverment and of individual members of the
Cabinet, Many observers would agree that the level
of burcaucratic corruption in Tamil Nadu is also high.
Academic students of corruption in South India will
find of interest Robert Wade 'The System of Adminis-
trative and Political Corruption: Canal Irrigation
in South India' in Journal of Development Siudies
18 No.3 1982 and Robert Wade *'The Market for Public
Office: Why the Indian State Is Not Better at Deve-
lopment! in World Development 13 No,4 1985,
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prejudiced States which have shown greater fiscal discipline,
like Tamil Nadu, while bencfiting States which have incurred
large non-Plan deficits, As explained in Section VII, the
Gadgil formula which regulates Central assistance for the
Plan has worked in ways that have been less than just to
Tamil Nadu. Taomil Nadu has also not been provided the
access to market borrowings which its eminently credit-
worthy pcsition deserves. In all these matters, the State
will have to efféctiVGly press its objective and legitimate
claims on the Centre, Having said this it is necessary to
point out that the large increase in the transfers which
occurred with the Seventh Finance Commission (1979-84)
doubling States' shares in Union excise duties from 20 to 40
‘per cent is not likely to be repeated. 1In the long-term,
incremental resources for capital formation will therefore
have to be found increasingly from current savings related
to the State's own revenues and the restriction of current
outlays.

17, Our analysis and critique of fiscal policies has
been in terms of their deviation from a broad concept of
economic rationality and of what may be done to return to
it. The discussion will have to be concluded with some
comments on politics as it has unfolded in Tamil Nadu during
this period: on one hand, it explains fiscal performance and
on the other, it is a constraint on prospective reform.
During 1960-85, which is the period of this survey, Tamil
Nadu has been successivVely governed by three political
parties viz., the Congress (upto 1967), the DMK (1967 ~early
1976) and the AIADMK (mid 1977 owwards) except for two
interludes of President's rule (early 1976-mid 1977 and part
of 1980). Under all these dispensations what could be
referred to as the 'agriculturists lobby' has been consis-
tently successful in perpetuating or obtaining low taxes,

low water charges, highly concessional power tariffs, subsidies



123

on agricultural inputs, loan write-offs and in edging up
paddy procurement prices, The broad difference has been
that while historically the rural elite had influenced

the Congress from within, they have had to adopt confronta-
tionary tactics vis-a-vis the regional parties who, by and
large, have not degpended on their direct political support.l/
The rapid growth of pumpset irrigation from about the mid
1960s, enabled by the impeétus given to rural electrification
in the Congress period, has added economic strength to
affluent paddy and cash-crop farmers who were already socially
and politically powerful in their local areas. For large,
medium and small farmers alike, demands for low tariffs,

low taxes and higher subsidies have provided a rallying
platform. The accommodation of such demands has in turn
Provided the motivation and wherewithal to press further
claims, At the same time, the regional parties have sought
to undermine the rural elite by downgrading rural local
institutions (Co-operatives, Panchayat Unions and Panchayats)
which had provided the traditional power basce for the Congress
party. This has centralised the bureaucracy and resulted

in its politicisation from above and through ruling party
cadres in local arcas; the absencz of local level accounta-
bility conceivably has also been a factor in increasing
burcaucratic corruption at the grass-roots level., Morcover,
the disestablishment of local level institutions has had the
cffect of re~channelling the political energies of the rural
elite from participatory into agitational forms for making
their influence felt,

1/ An increase of 2 paise in the power tariff for
pumpsets in 1971, for instance, led to violent
agitation in Coimbatore which was widely believed
to have had support from the Congress patty.
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18, While alicnating the rural elite in some ways and
appeasing them in others, the regional parties have also
sought to source their strength in mass politics and leadet-
ship~-charisma over the heads as it werzs of the rural elite.
The fiscal reflection of this process is the enlargement
and extension of subsidised economic and welfare services
of which the CMNS and the free supply of electricity to
small farmers are the most striking examples. Needed resour-
ces for such purposes have had to be found partly by relaxing
prohibition and partly by the shift from investment to current
outlays in annual budgets and in the Plan., The latter trend
has been facilitated by the fact that Tamil Nadu in the post-
1960s has not had unutiliscd irrigation and hydro-electric
potentials to be exploited to any significant extent in the
public sector. In the absence of a long-term vision there
has been no advancCe planning and project preparation in the
energy sector and for the modernisation of irrigation.
Objective conditions as well as political, administrative
and technical factors have thus created an investment vacuum,
This has enabled, and has been filled by, a significant growth

in current expenditures.

19, With the split in the IMK in 1972 and the ascendancy

to power of the ATAIMK in 1977, partisan politics between

the two formations has become extremely intense leading to

a situation of competitive populism.l/ The ruling party has
had to improve upon subsidies and welfarist programmes
initiated by its predccessor-in-power, and subsequently

its main opposition, with the latter using, or being usecd

by various pressure groups - farmers, government employees,

1/ A striking illustration of this was the government
announcement of free electricity to small farmers
prior to the State Assembly elections in December
1984 and the retaliatory compaign promise from the
MK, its main contender, of free electricity supply
to all farmers!
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teachers, traders, bus and cinema operators, the urban
middle class atc. - to advanCe claims and concessions
from time to time. In this competitive and insecure
enviromment, the political time-horizon has shrunk at
each stage to the on-coming clection, Inevitably, long-
term planning, a long-term fiscal policy based on equity,
cfficiency and cconomy, and fiscal discipline in general
have become the casualties. In this respect, the experience
in Tamil Nadu is not peculiar. all over India, politics
has been in command;/ but only perhaps more so in Tamil
Nadu because of its unique threewparty history and

situation,

1/ For perceptions of the politics of public
expenditure at an all-India level J.F.J.Toye
Public Expenditure and Indian Development
Policy 1960-70 Cambridge University Press
1981, R.Wade, Reviaw of Toye (1981) in Economic
Development and Cultural Change 1984, and
P.X.Bardhan The Political Economy of Development
in India Basil Blackwell 1984 will be of interest.
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Annex Table 1: Sources of Rcceipts 1960-65

(Rs. Crores)
1960/ 1961/ 1962/63 1963/64 1964/65
61(RE) 62(BE)

s e mm em own me e s em e e e e ama 6w mm we ame oes e e e e s MM em atr e e e T me e

J.Current Revenucs 83.10 81.37 109.48 126.51 143.31
1.0 Tax Revenues 54.93 55.67 63.783 81.21 92,10
1.1 Share of

Central Taxes 13.72 13.90 16.53 19.12 18.85
1.2 State direct

taxes 6.32 6.41 5.57 7.40 6.94
1.3 State indirect

taxes 34.89 35.36 46,68 54,69 66.31

2.0 Non-tax Reve-
nues 28.17 25.70 40.70 45.30 51.21

2.1 Profits and
dividends from

departmental

and other

enterprises _ 0.50 0.31 -0.21 -0.40 ~0.04
2.2 Interest

Recelpts 7.05 Ted2 3. 39 7.61 8.37
2.3 Other non- :

tax revenue 20.62 17.97 32.52 38.09 - 42.88
II.Capital Recceipts 2034 2.36 2.82 2.54 2.73

3.0 Internal resour-
ces of degpart-
mental under

takings 0.71 0.61 0.87 0.95 1.11
4.0 Capital trans-

fers 1.63 1.75 1.95 1.59 1.62

III.Borrowings (net) 17.69 30.72 36.34 46.79 52.63

5.0 Market 1l-ans

(net) 8.48 3.03 10.23 -9.60 5.07
6.0 Loans from

GOI(net) 8.36 19,11 21.36 38.37 28.86
7.0 Other loans(net) 0.85 3.58 5.25 18.02 14.70

IV.Drawals from cash
balance ~-0.71 4,35 2,27 -1.58 -5.52

V.Total Receipts 102.42 118.80 151.41 174.26 193.15
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Annex Table 1: Sources of Receipts 1965-70

_(gs._Crores)

1965/66 1966/ 1967/68 1968/69 1969/70

67 (RE)
I.Current Revenues 160.64 178,70 201.94 239.01 238.55
1.0 Tax Revenues 130.28 121.71 141,93 154,29 177.89
1.1 Share of
Central taxes 20.07 28.99 32.39 38.30 46,34
1.2 State direct
taxes 7.99 6,60 6.90 5.17 5.18
1.3 State indirect
taxes 75.22 86,12 102.%4 110.82 126.37
2.0 Non-tax Revenues 57.36 56.99 60.01 84,72 60.66
2.1 Profits and
dividends from
departmental
and other
enterprises 0.11 0.26 -6,.35 -6,05 -7.95
2.2 Interest
receipts 9.09 10,56 14.89 25.03 12.48
2.3 Other non-tax
revenue 48.16 46,17 51.47 65,74 56.13
II.Capital Receipts 3.17 3.07 4.05 3.70 3.98
3.0 Internal re-
sources of de-
partmental
undertakings 1.33 1.36 1.73 2.03 2.14
4,0 Capital trans-
fers 1.84 1.71 2.32 1.67 1.84
III.Borrowings (net) 69.27 46,89 49.08 55,22 49,47
5.0 Market loans
(net) 13.94 12.99 8.37 6.46 10.87
6.0 Loans from GOI
(net) 35.95 26.74 23.29 1.10 13.11
7.0 Other loans
(net) 12.38 7.16 17.42 47,66 25.49
IV.Drawals from

V.Total Receipts 233.08 235.61 253.16 296,10 295.35




Annex Table 1: Sources of Receipts 1970--75
e e . .. _ L. Crores) _
1970/71 1971/72 1972/ 1973/74 1974/75
73 (RE)
I. . Current Revenues 268.80 329.48 381.31 410.42 446, 24
1.0 Tax Revenues 205,25 261.70 296,07 356.46 446,24
1.1 Share of Central
taxes 56.70 71.42 85.07 84.72 96.56
1.2 State direct
taxes 5.98 6.29 5.19 10.02 5.65
1.3 State indirect
taxes 142.57 183.99 205.81 261.72 300.02
2.0 Non-tax Revenues 63.55 67.78 85.24  53.96 44.00
2.1 Profits and
dividends from
departmental
and other
enterprises -10.11 -12.44 -13.92 ~15.35 «~12,05
2.2 Interest
Receipts 11.87 23.41 33.58 7.87 9.48
2.3 Other non-tax
revenue 61.79 56.81 65.58 61.44 46,57
II. Capital Receipts 4,60 3.80 3.41 12,25 6.90
3.0 Internal resour-
ces of departmen-
tal undertakings 2.17 2.09 1.58 1.62 1,19
4.0 Cagpital transfers 2.43 1.71 1.83 10.63 5.71
III.Borrowings(net) 26.82 40.37 38.27 24,12 57.06
5.0 Market loans
(net) 12.46 13.06 10.23 13.64 14.61
6.0 Loans from GOI
(net) 19.60 -11.78 74,54 10.90 31.21
7.0 Other loans
(net) ~-5.24 39.09 ~46,50 -0.42 11.24
IV. Drawals from
~ cash_balances 0.56 -8.38 13.66 9.13 12.68
V. Total Receipts 300.78 355,27 436.65 455,92 522.88
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Sources of Receipts 1975-80

{rs. Crores)

P T

1975/76 1976/77 1977/78 1978/79 1979/80

I. Current Revenues 491.83 559.56 607.68 720.53 855,44
1.0 Tax Revenues 439.44 472 .66 498,98 592.54 745,58
1.1 Share of

Central taxes 121.72 127.72 135.88 147.72 261.76
1.2 State direct N

taxes 15.27 8,93 10.86 17.22 15.43
1.3 State indircct

taxes 302.4% 336.01 352.24 427.60 468.39
2.0 Non~tax Revenues 52.39 86.90 108.70 127.99 109.86
2.1 Profits and

dividends from

departmental and -~

other enter-

priscs -17.58 ~-12.12 -17.29 -17.16 -24.86
2.2 Interest

receipts 9.61 14.05 15.39 20.55 20.85
2.3 Other non-tax

revenue 60,36 84,97 110.60 124.60 113.69
II. Capital Receipts 3,11 4,85 6,16 1.80 8.74
3.0 Internal resour-

ces of depart-

mental under-

takings 0.38 0.02 O.34 0.02 0.02:
4,0 Capital transfers 2.73 4,83 5,92 1.78 8.72
III.Borrowings(net) 92.18 84.72 155.50 139.10 110.00
5.0 Market loans

(net) 26,05 12.58 13,85 13.20 13.31
6.0 Loans from GOI

(net) 27.95 67.67 103.82 122.03 91.76
7.0 Other loans(net) 38.18 4,47 37.83 3.87 4.93
IV. Drawals from

cash balance ~16.69 1.55 9.15 ~3,66 6.08
V. Total Receipts 570.43 650,68 778.49 857.77 980.26
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Annex Table 1: Sources of Receipts 1980-85

—

(rs. Crores)

. ey

1980/81 1981/82 1982/83 1983/84 1984/85(RE)

. el e aar e i me e @w e wem -

e e e b s omm e e

P

I. Current Revenucs 1192.68 1339.39 1563.30 1819.80 2080.40
1.0 Tax Revenues 529,07 1166,96 1363.65 1544,16 1782.64
1.1 Share of
Central taxes 291.42 327.33 355.05 401.00 433.93
1.2 State direct
taxes 3.02 14.75 13.91 12.16 28.35
1.3 State indirect
taxes 634,63 824.88 994,69 1131.00 1320.36
2.0 Non=tax Revenues 263.61 172.43 204.65 275.64 297,76
2.1 Profits and di-
vidends from de--
partmental and
other enterprises 23.93 ~24.14 -31.31 -32.83 -38.83
2.2 Interest receipts 15,68 30.19 27.75 28.84 30.57
2.3 Other non-tax
revenue 71.96 166,38 208.21 279.63 305.52
II.Capital Receipts 1.74 4.21 9.75 5.11 5.68
3.0 Internal resour-
ces of depart-
mental under-
takings 0.03 0,03 0.05 0.04 0.05
4.0 Capital transfers 1.71 4.18 9,70 5.07 5.63
III.Borrowings (net) 183.80 202.33 297,21 339.20 192.88
5.0 Market l¢ans
(net) 14.72 15.09 17.62 20.35 23.75
6.0 Loans from GOI
(net) ‘ 14.41 107.05 120.72 192.49 152.53
7.0 Other loans(net) 54 .67 -80.19 158.87 126.36 16.60
IV.Drawals from cash
balance 1.77 ~12.84 7.27 ~-3.26 84.10
V. Total Receipts 570.43 650,68 778,49 857.77 930.26
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Tax Revenues 1960-85

1.Land Revenue

2.Agricultural Income
Tax

3.Urban Land Tax
4.Sales Taxes

5.8tate Excise
Duties

6.Stamps

7.Registration
fees

8.,Motor Vehicle
Tax

9.Entertainment
Taxes

10.0Other taxes
L1,.Total

aw  ws W e b, e e e v ew

— R e e

1960/61

0025
6.20

1.07

6.05

1961 /62

2.28
0.29
45,68

1962/63

10.19

2.68
1.89
58.22

[

(rRse Crores)

. —n e e e

1963/64 1964/65
9.06 9.03
1.35 1.43

- 0.0l
27.01 35.30
O. 0.40
9.4 10.39
1.51 1.62
12.34 13.00
3.89 4.41
2.84 3.82
67.86 79.41

Note: Land Revenue is net of irrigation component but
includes local cess and local cess surcharge.
Stamps and Entertainment taxes are gross ircluding
local body shares.

Data Source: Budget documents of the Tamil Nadu Government

{various issues)
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Tax Rcvenucs 1965-70

o s et me em e mes MR o e TR am me e eme  eme e s

1565/66

. e uem s e ke s WD am e e Ew em wa

1.Land Revenuc

2.Agricultural
Income Tax

3.Urban Land Tax
4,Sales Taxes

5.5tate Excise
Duties

6.Stamps
7.Registration Fees

8.Motor Vehicle
Tax

9.Entertainment
-Taxes

10,0ther Taxes

Total

1.23
0.41
40.95

0.49
12.11
1.81

13.31

5.12
4.98

97,24

1966/67

7.98
1.46
0.01
483.77
0.51

13.76
2.03

14.96

5.81
6.64

101.93

- e e -~

1967/686

9.72

1.62
0.42
56.47

0.76
15.58
2.30

16.83

6.70
8.10

118,50

1968/69

1969 /70

ar  em em  me e am e e we

8.46

1.88
0.01
61.12

0.84
16.13
2.60

18.65

7.58
9.11

1.26.38

8.51

1.97
0.40
72.16

1.17
17.78
2.76

19.47

Ta77
9.87

141.86

- e e e

Note: Land Revenue is nct of irrigation component but

includcs local cess and local cess surcharge.

Stamps and Entertainment taxcs are gross including
local body sharcs.

Data Sourcc: Budget documents of thc Tamil Nadu Government.

(various issues) .
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Annex Table 2: Tax Revenues 1970-75

{(r;s.Crores)

- e @3 s S e me em MR ES e am W B i e MY em me R me  We ey Y e e e s e ew em e oo

1970/71 1971/72 1972/73 1973/74 1974/75

- em em fe s b ed ae M e e e ey me me me ve ek e mwm er see e me s s me e ems e eme e

1.Land Revenue 11,29 11.15 15.88 17,24 9.57
2.Agricultural
Income Tax 1.83 2.01 2.18 2.17 2.11
3.Urban Land Tax 1.09 0.89 1.25 1.24 2.26
4.Sales Taxes - 81.86 98.97 114.02 132.25 187.88
5.5tate Excise Duties 1.40 22.23 39.15 56.46 25,22
6.Stamps 18.68 21.10 23.01 28.79 30.54
7.Registration Feecs 3.36 3.37 3.46 3.99 4,24
E.Motor Vehicle '
Tax 21.854 22.99 26.15 27.63 3%.08
9.Entcrtainm9nt
Tax 5.63 9.82 10.92 12,94 15.93
10.0ther Taxes 10.97 11.30 5.90 3.70 5.72
11.Total 160.95 203.83 241.92 206,41 322.55

T T S o S T I . T T - et e e wr en ws en s mw me "= oa TP W oam e ms e e

Note: Land Revenue is net of irrigation component but
includes local cess and local cess surcharge.
Stamps and Entertainment taxes are gross including
local body shares.

Data Source: Budget documcnts of the Tamil Nadu Government.
(various issues)
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Annex Table 2: Tax Revenues 1975-80

1975/76

1976/77

1977/78

- e G e Sl e G mu e am e A ws @m e me e e as R mg  md Fe e e mms  nc me me e S e

1.Land Revenuc

2.Agricultural
Income Tax

3.Urban Land Tax
4.Sales Taxes

5.8tate Excise
Duties

6.Stamps
7.Registration Fees

8.Motor Vehicle
Tax

9 .Entortainment
Taxes
.0.0ther Taxes

l1.Total

3.10
28.56
4.01

44.01

18.59
4.49

326.82

2.44
2.69
229,34

4.66
26,62
3.19

438,59

21.33
9.99

359.11

5.17
1.55
241.86

20.85
5.17

374.44

(Rs. Crores)
1978/79 1979/80
13.08 11.24
10.32 6.32
2.00 1.99
293.51  324.77
3.33 5.18
41.17 44,95
5.44 6.08
57.11 68.57
23.80 25.01
15.56 6.02
465,32  501.43

e e e em emd es e e

Note: Land Revenue is net of irrigation component but

includes local cess and local cess surcharge.

Stamps and Entertainment taxes are gress including

local bcedy shares.

Data Source: Budget documents of the Tamil Nadu Government

(various issues) .
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Annex Table 2 : Tax Revenues 1980-85

(rs.Crores)

1980/81 1981/82 1982/33 1983/84 1984/85

RE
1.Land Revenue 6.84 12.43 12.49 12.75 15.08
2.Agricultural
Income Tax 5.68 4,435 2.73 2.78 2.34
3.Urban Land Tax 2.75 2.44 2.96 3.50 3.60
4.Sales Taxes 456,89 543.57 633.78 687.42 816,00
5,38tate Excise
Duties 12.57 110.39 152,13 218.00 203.21
6.Stamps 53.06 64,01 73.33 78.99 85.10
7.Registration Fees 6.84 9.12 9.85 10.72 11.28
8.Motor Vehicle
Tax 81.33 73.28 77.93 93.53 91.61
9.Entertainment ’
Tax 29.28 31.53 36.73 37.46 38.21
10.0ther Taxes 10.03 12.89 32.37 12.39 12.92
11.Total 665,27 864.01 1034.30 1157.54 1279.85

Note: Land Revenue is net of irrigation component but
includes local cess and local cess surcharge.
Stamps and Entertasinment taxes are gross including
local body shares.

Data Source: Budget documents of the Tamil Nadu Government
(various issues) .
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Outlays 1960-65

[ - me

£%.C:ores)_

- e — am e -—

1960/61 1961/62 1962/63 1963/64 1964/65
(RE) (BE)
I.Current Expendi- 75,27 81,19 107.69 109.95 124 .80
ture '
1.0 Consumption
Expenditure 47.69 51,32 60,16 60.44 68.41
1.1 Compensation
of employees 27.40 29.50 34.99 35.32 39.10
1.2 Purchase of
goods and
services(net) 20.29 21.82 25.17 25.12 29.31
2,0 Transfer Pay
ments 27.58 29.87 47,53 49.51 56.39
2.1 Interest- 4.09 4.76 9.16 11.26 12.74
2.2 Grants 20.49 22.30 31.49 29.26 33.89
2.3 Subsidies 1.02 0.96 1.11 0.96 1.04
2.4 Other transfers 1.98 1,85 5.77 8.03 8.72
II Capital Expendi-
ture 19.65 22.81 28.52 40.53 43.99
3.0 Net Capitall/ :
Formation = 18.07 21.48 26.54 38.73 42439
4.0 Renewals and
Replaccments 0.10 0.13 0.86 0.80 0.88
5.0 Other Capital
Transfers 1.48 1.20 1.12 1.00 0.72
IITI Loans & Advances
(net) 7. 50 14 .80 15.20 23.78 24.36
6.0 Loans & Advances
(gross) 22.06 21.37 22.99 31.28 31.61
6.1 For capital
formation 18.59 18.09 17.62 27.04 30.61
6.2 For current
consumption 3.47 3.28 5.37 4,24 1.00
7.0 Deduct Repay-
ments -14.56 «6.57 ~7.79 ~7.50 ~7.25
IV Final Outlay(net) 102.42 118.80 151.41 174.26 193.15

oy e wm  me L, %= oma —

- . e e was

1/ 1Includes new outlay, nct increase in stocks,
investment in shares and debenturecs and capital

grants.

- - ma e



Annex: Table:

137

Cutlays 1965-70

(. crores) _

1965/66 1966/67 1967/68 1968/69 1969/70
I.Current Expendi- 147.11 161.77 174,18 197.19 219.49
ture
1.0 Consumption
Expcnditure 81.22 82.67 90,53 103.43 112.07
l.1 Compensation
of cmployees 48.93 54.36 58.31 66.54 69.76
1.2 Purchasc of
goods and
services(net) 32.29 28.31 32.22 36.89 42.31
2.0 Transfer
Payments 65,839 79.10 83.65 93.76 107.42
2.1 Interest 15.52 20.28 17.24 18.46 22.10
2.2 Grants 39.81 45,54 49,35 53.69 61.08
2.3 Subsidies 0.87 1.21 6.68 9.03 10.57
2.4 Other transfers 9.69 12.07 10.38 12.58 13.67
II.Capital Expendi-
ture 55.70 47.58 53.24 62.00 52.93
3.0 Net Capital '
Formation 1/ 54.30 46,29 45,03 54.07 44.18
4.0 Renewals &
Replacements 0.83 0.66 . 7.865 7.40 8.42
5.0 Other Capital
Transfers - 0.57 0.63 0.56 0.53 0.33
III.Loans And -
Advances (net) 30.27 26.26 25.74 36.91 22.93
6.0 Loans and
Advances(gross) 41,35 35.80 38.39 51.38 35.36
6.1 For capital
Fonnation_ 37.37 30.68 34.27 46,38 23.71
6.2 For Current
Consumption 3.98 5.12 4,12 5.00 11.65
7.0 Deduct Re-
payments -11.08 -9.54 -12.65 -14,47 -12.43
IV.Final Cutlay(net) 233,08 235,61 253,16 296,10 295.35

1/ Includbs new outlays, nct increase in sxocks, 1nve=tment
in shares and dcbentures and capital grants.

’
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Annex Table 3 : Outlays 1970-75
' (Rs. Crores)

_— e e e e es e e e e -
- - — e e aa e e T T S R

1970/71 1971/72 1972/73 1973/74 1974,/75

(RE)
I.Current Expendi-
ture 239.04 282.45 326.87 345,27 366,46
1.0 Consumption
Expenditure 129.34 137.50 155,99 182.74 212.23
1.2 Compensation
of employees 77.94 99.95 109.07 133.70 149.83
1.2 Purchase of '
goods and
serviccs (net) 51.40 37.55 46.92 49.04 62,40
2.0 Transfer 4
Payments 108.70 144,95 170.88 162,53 154,23
2.1 Interecst 20.61 31.25 34.30 28.81 24.48
2.2 Grants 67.16 79.85 89.49 101.37 105.65
2.3 Subsidies 6.60 14.46 20.74 11.28 1.26
2.4 Other transfers 15.33 - 19.39 26,35 21.07 22.84
II.Capital Expenditure 43,12 67.57 93.08 85.27 118,25
3.0 Net Capital
Formation 1/ 32.65 56.68 81.07 69.98 98.88
4.0 Renewals and
Replacements 10.15 10. 26 10.33 14,22 17.22
5.0 Other Capital
Tronsfers 0.31 0.63 1.68 1.07 2.15
ITI.Loans and- ‘
2dvances (net) 18.62 15,25 16.70 25.38 38.17
6.0 Loans and
Advances(gross) 34.64 32.06 38.44 47.28 66.96
6.1 For Capital )
formation 21.33 19.56 29.04 28.31 48.60
6.2 For Current
Consumption 13.31 12.50 9.40 18.97  18.36
7.0 Deduct Re- |
payments -16.,02 ~16.81 -21.74 -21.90  -28.79

IV.Final Outlay(nct) 300.78 365,27 436,65 455.92 522.88

®a mn e e ews ™ A e em e mm me WS am  em  Sm @m e e @8 mm e we  ms  an Wy Y em R @ a2 am e

l/ Includes ncw outlays, net increase in stocks,
investment in shares and debenturces and capitalgrants.
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e 3 : Outlays 1975-80

(Rs.

Crores)

1976/77 1977/78 1978/79 1979/80

1975/76
I.Current Expendi- o
ture 404,14 462,39 493.80 556, 20 606,63
1.0 Consumption o
Expenditure 231,46 259.47 265,86 321,24 342.25
1.1 Compensation o
of employees 169,10 191.44 205.75 264.37 259.58
1.2 Purchase of
goods and
services(net) 62.36 63,03 60.11 56.87 82,67
2.0 Transfer o
Payments 172.68 202.92 227.94 234.96 264,38
2.1 Interest 34.77 39.60 40.03 46,13 41.38
2.2 Grants 108.20 125,10 147.02 143.03 169.76
2.3 Subsidies 5.02 5.80 11.30 13.30 18.99
2.4 Otker transfers 24.69 32.42 29.59 32.50 34.25
IT.Capital Expendi- :
ture 134.44 131.29 162.56 179.84 2Q01.46
3.0 Net Capital :
Formation l/ 120.68 115.50 135.29 150.07 167.25
4.0 Rencwals and
Replacements 13,37 13.69 24.71 28.85 33.67
5.0 Other Capital
Transfers 0.39 2.10 2.56 0.92 0.54
IIT.Loans and
Advances (net) 31.85 57.00 122.13 121.73 172.17
6.0 Loans and
Advances(gross) 178.15 105.39 173.34 198.60 252.51
6.1 For Capitel
formation 50.08 79.61 131.31 180.51 123.23
6.2 For Currcnt
Consumption 28.07 25.78 42.03 18.09 129.28
7.0 Deduct Recpay-
ments 246,30 ~48.,39 -51,21 -76.87 -80.34
650.68 . 778.49 857.77 980.26

IV.Final Outlay(net) 70.43

v wa w3 am am  wm em me  aB me s mn A

- mma wn

1/ Includes ncw outlay, net increase in
in sharcs and debentures and capital

Data Sourcc: Economic Classification of

stocks, investment

grants.
the Tamil Nadu

Budget (various issues).
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Outlays 1980-85

(s« Crores)
1980/81 1981/82 1982/83 1983/84 1984/85
(RE)
I.Current Expendi- '
ture 891.18 1009.17 1164.43 1356.59 1573.26
1.1 Compensation of
employees 298.06 122.28 521.83 597.68 711.03
1.2 Purchasc of
goods and
scrvices (net) 149,22 196.47 277.51 283.64 318.14
2.0 Transfer
Payments 143,90 390.42 365,59 475.27 544,09
2.1 Interest 72.31 73.80 80.75 104.08 126.16
2 Grants 305.22 152.45 182.82 205.46 243,02
3 Subsidies 24.43 114.27 44,75 103.18 100.90
2.4 Other transfers 41.94 49,90 57.27 62.55 74.01
ITI.Capital Expendi-
ture 235,45 373.29 240,27 571.49 499, 60
3.0 Net Capital
Formation 1/ 191.09 299. 30 378.93 503.79 451.57
4.0 Renewals and
Replacements 44.74 73.58 61.29 67.35 48,21
5.0 Cther Capital
Transfers -0.38 0.41 0.05 0.35 -0.18
III.Loans and
égyggggéTnet) 253.36 150.63 277.33 23277 290,20
6.0 Loans and
Advances (gross) 384.64 347.05 383.79 408.68 376.65
6.1 For Capital :
Formation 160.78 178.75 238.92 263.50 268,57
6.2 For Current
Consumption 223.86 168. 30 144.87 145.18 108.08
7.0 Deduct Re-
paymcnts - -131.28 =196.42 <=106.46 -=-175.91 -86.45
IV.Final Outlay(net) 1379.99 1533.09 1882.53 2160.85 2353.06

1/ Includes ncw outlay,
investment in shares

Data Sources

net increase in stocks,
and dcbentures and capital grants.

Economic Classification of the Tagmil Nadu

Budget (various issues).

« - = — - o wms
—_ e em  ms  we e < e -— - - = e
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Appendix I: Classification of Budgetary Receipts and

Expenditures

The Accounting Classification

The Annual Financial Statement (popularly known as the
Budget) basically classifies estimated actual receipts and
expenditures during the year in three broad divisions:

(a) revenue (b) capital including loans and advances and

(c) the public account. The first two are within the
"Consolidated Fund" while the public account covers transac-
tions in funds, deposits etc. where government acts in effect
as a banker. Broadly, the revenue account includes tax and
non-tax receipts and grants on the receipt side and expenditures
of a current or recurring nature on the disbursements side.

The latter are classified functionally according to categories
of services and the spending departments under each. Receipts
under the capital account include borrowings and repayments of
loans advanced by government. Capital disbursements include
direct investments (e.g. on irrigstion, industrial units, roads,
buildings), share capital investments, and loans and advances.
These again are classified according to categories of services.
The functional categories used are: (i) General Services such
as collection of taxes, debt servicdng, administrative and
other gencral services (ii) Social and community services such
as cducation, medical, family welfare, public health, sanita-
ticn, water supply, housing and urban develcpment, welfare of
scheduled castes and tribes and backward classes and (iii)
economic services such as agriculture and allied services,
irrigation, community development, industries, power, transport

and communications.
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Development and non-development

2. In the annual RBI surveys of State Finances, expenditures
are classified in three broad divisions: (i) Developmental

- which includes social and community services and economic
services (ii) Non-development which includes general services
such as those relating to organs of Stete, fiscal services,

debt services and administrative services and (iii) compensation

and assignment to local bodies and Panchayati Raj institutions.

Plan and non-plan

3. In general, developmental projects eand programmes which are
new starts or an expansion/extension of existing ones form part
of the Plan. The Plan also includes (a) spill-cver expenditures
dur.ing the particular planm perisd on unfinished capital projects
continuing from previcus plens and (b) maintenance expenditurcs
on new programmes (e.g. schools, hospitals) initiated during the
plan period. At the beginning of any plan period, expenditures
on the maintenance of projects/programmes started in the previous
plan period become "committed" expenditures which are "non-plan®
in theé (new) plan pericd concerned. Much of so-called noﬁ—plan
expenditures are developmental in nature as they are incurred

cn the maintenance of development projects/programmes. While
thus, by definition, plan expenditures are entirely developmental,

- . . . N RS

- e " .. developmental expenditures can be either
plan or non-plan depending on whether they pertain to new starts

or to maintenance.

The Ecconomic_ Classification

4, The Economic Classificaetion of the Tamilnadu Budget
(annually,. issued by the Derartment of Evaluation and Applicd
Research) contains 6 basic accounts the format of which ie

reproduced in the Annexure. Intra-budgetery transfers are
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eliminated in the classification and only final disbursements
and receipts are reflected. Each issue of the classification
gives detailed explanatory notes on the methodslcgy and recon-
ciles the tstals with those in the Annual Financial Statement.
In Annex Tables 1 and 3 of this paper, we have consolidated the
accounts in the Economic Classificaticn into two compact tables

on sources and uses of budgetary transactions.



144

Annexures Format of the Eccnomic Classification cf the Budget

Account N<.I: Current Acccunt of Government

Sources Uses

1l.Tax Revenue 1.Consumpticon Expenditure

2.Income from Property & 2.Transfer Payments
Entreprenceurship

3.Transfers from Housecholds 3.S8avings on current Account

4 .Revenue Grants, Contribu- - 4,.T>tal
ticns & Recoveries

5.Tctal

Account No.IT: Current Accocunt of Departmental Undertakings

Sources Uses

1.Gross Sale Proceeds 1.Wages & Salaries
2.Interest on DRF 2.Go0ods & Services
3.Tsctal 3.Repairs & Maintenance

4.Interest

S.Depreciaticn

6.Retained Profits

7.Prcfits trensferred to Govt.
8.Total

Account Nc.,III: Capital Amount of Govt. & Deptl. Undertakings

Sources Uscs

1.Gross Savings 1.Grcss Capital Formation
2.Capital Transfers 2.Capital Transfers
3.Balance on all transac- 3.Total

ticns in current &
capital account

4,T>tal
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Account No.IV: Changes in Financial Assets

Scurces Uses
l1.Repayment of loans 1. Investment in Shares &
Debentures
2.Net increcase in finan- 2.Loans & Advances
cial assets
3.T>tal 3.Total

Account No.V: Changes in Financial Liabilities

Sources g Uses

1.Public Debt 1.Repayment oSf Debt

2.8mall savings, Provident 2.Net increase in financial
Funds ctc.(nct) liabilities

3.Inter-State Settlements 3.Total
(net)

4,Cash Balance Investment
Accsunt (net)

5.0ther Debt (nct)
6.Totonl

Account No.VI: Cash and Capital Recconciliation Account

curces Uses

l1.Net increase in : l1.Deficit on all tyensactions in
financial liabilities current and capital account
(from Account V- (fr>m Account III)

2.Decrease in Cash 2.Net increase in financial
Balance assets (from Account IV)

3.Toctal 3.Increase in Cash Balances

4 ,.Total
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Appendix IT: Note on Deflators

It is necessary to choose a suitable price index (or
deflator) to convert the disbursements in current prices intoc
a constant price series. The Natisnal Acccunts Statistics
annually issued by the Central Statistical Organisation gives
current and constant prices series (in 1970/71 prices) for
(a) consumption expenditufes of State governments and (b) gross
capital formaticn in public administration. Implicit price
deflatcrs have been derived from these serices.  We have used
the consumption expenditure deflatosr for current sutlays and
loans for consumption (grsss) and the capital formation deflator
for capital sutlavs and 1lsans for capital formmation (gross) in
the Economic Classificaticnol/ Gross finmal cutlays in constant
prices have been arrived at by aggregating current and capital
outlays in constant prices. The current and constant series for

gross outlays gives an implicit deflatcor for gross scutlays,

2. The implicit cverall dcfletors for each year for grsss
cutlays has been used to convert receipts in the current price
series ints constant prices. The value of a rupee of receipts
being the outlays on which it is expended, it is lo2gical to use
the cutlays deflator to receipts as well.

3. The deflatcors uscd arc given in the Annexure for 1960/61

to 1979/8C. For convenience, they are given in the form of
their inverse viz., the conversion factors which when multiplied
with current prices yield ccrresponding ccnstant prices.

1/For a somewhat different choice of deflators sce K.N.Reddy,
J V M sSharma and Narain Sinha Central Government Expendi-
ture: Growth. Structure and Impact (1950-51 to 1977-78)
NIPFP, Ncw Delhi 1984.
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Annexure: Conversiocn Factcors for Converting current prices
tc constant prices of 1970/71

— ae e ma e @ e e te e s e e e e am e ews  we M he e e e e M e e e e eRe

For For Implicit conver-
Year Current Outlays Capital Outlays Siggsfgszig;sfgr
1960/61 1.54 1.69 1.59
1961/62 1.49 1.63 1.54
1962/63 1.47 1.58 1.50
1963/64 1.40 1.51 1.44
1964 /65 1.34 1.45 ' 1.38
1965/66 1.27 1.36 ‘ 1.30
1966/67 1.20 1.22 1.21
1967/68. 1.07 1.15 1.10
1968/69 1.02 1.13 1.06
1969/70 0.99 1.07 1.01
1970/71 1.00 1.00 1.00
1971/72 0.95 0.93 0.95
1972/73 0.90 0.86 ) 0.89
1973/74 0.84 ~ 0.76 0.82
1974/75 0.76 0.62 0.72
1975/76 0.72 0.57 0.68
1976/77 "0.68 0.55 0.64
1977/78 0.66 0.53 0.61
1978/79 0.66 0.48 0.59
1979/80 0.64 0.43 0.58

Socurce: Central Staetistical Organisation: National :Accounts
Statistics (varicus issues).
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Appendix III: Centre-State tax jurisdictions and fiscal
transfersl/

Tax Jurisdiction

1. The taxes that can be levied by the Union and the States
are laid down as part of their respective legislative jurisdic-
"ticns in Lists I (Union) and II (States) t2 the Seventh Schedule
tc the Constitytion 2f India. The major taxes included in the
Union List are: taxes on income other than agricultural inccme
(income-tax) ;3 duties of customs including export duties; duties
2f excise on manufactured goods except alccholic liquors, cpium
and cther narcotics; corporation tax; estate duty in respect of
property other than agricultural 1land; certain types of stamp
duties (vide entries 82 to 92A in List I).

2. The tax sources available t2 the States are (i) land

revenue (1ii) taxes on agricultural income (iii) duties in

respect -f succession to agricultural land (iv) estate duty in
respect of agricultural land (v) taxes 7n land and buildings

(vi) taxes on mineral rights (vii) duties of excise on alcohclic
ligqucrs, opium and sthcer narcotics (viii) taxes on the entry

of gocds ints a local arca (Octroi) (ix) taxces on the consumpticn
or sale of clectricity (x) taxes on the sale or purchase of

goods other than ncwspapers (xi) taxes on advertiscments cther
than those published in newspapers (xii) taxes on goods and
passengers carried by road or cn inland waterways (xiii) taxes

on vehicles used on rcads (xiv) taxes on animels and bcats.

(xv) tolls (xvi) taxes on prcfessicns, trades, cellings and
employments (xvii) capitation taxes (xviii) taxes on luxuries
including taxes on entertainments, amuscments, bctting and gambling
and (xix) stamp duties cther than those in List I (vide centries
45 to 63 in List II).

1/For further deteils see S.Guhan The Finance Commissions: A
Critigque and A Concept, Madras Institute 2f Development Studies,
Working Paper N<,30, November 1982 and S.Guhan 'Devslution
Criteria: From Gamble to Policy' in Economic and Pcolitical
Weekly, Bombay, Dccember 1, 1984,
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3.Tax _assignments and tax sharing

Stamp duties and dutics of excise on medicinal and toilet
preparations levied by the Union are collected and retained by
the State within their jurisdiction (Article 268 ~f the Consti-
tution).

4, Certain taxes lcvied and collected by the Government of
India, but assigned to the States, according to principles to

be formulated by Parliament by law, arc specified in Article 269.

5. Taxes levied and collected by the Union but which shall or
may be distributed amcng the States arc taxes on income, other
than Ccrporati~-n tax (Article 270) and Unicn excise duties
(Article 272). The principles of distribution are to be recom-
mended by the Finance Commissicns (Article 280).

6. The States have voluntarily agreed to allow the Union to

levy additiocnal excise duties in lieu of sales taxes on cotton
fabrics, wosollen fabrics, rayon or artificial silk fabrics,

sugar and tcbecco including manufactured tobaccc. The under-
standing is that the procceds will be wholly distributed back

t> them according to some appropriate formula that will correspond
as closely as possible to the rcvenues that each of them would

have derived if they had continued with sales taxes.

Finance Commissicns

7. Since the Constitution, c¢ight Finance Commissions have

becn established and have given their reccommendations in respect
of matters refeorred to thaem. The most important of these relate
tz (a) the extent of tax sharing under Articles 270 (income
taxes) and 272 (excise duties) and (b) the principles according
to which the quantum of taxes tc be transferred to the States

should be distributed amcng them.
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8. The extent of tax sharing under =ach Finance Commissicn
is given in Table A and the principles adopted for inter-

State distribution are summarised in Table B.
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Tablc A: Shares of taxes transferred under Finance Commissions

- M En m em e M e o e e R pn e am = me M W am e N e am  em M e v em e e e

Commission Income taxes Excise duties
(Award Period) per cent Coverage Per cent
First(1952-57) 55 _ Tobaccs,matches 40
and vegetable
products
Second (1957-62) 60 Above plus sugar 25

coffee, tea, paper
and vegetable non-
egssential <ils

Third (1962-66) 66.67 Al1l commodities 20
yielding Rs.50 lakhs
per year except
motor spirit

ourth(1966-69) 75 All itcmsl/ 20
Fifth(1969-74) 75 All items 20
Sixth(1974-79) 80 All itcms 20
Seventh(1979-84) 85 All itoms _ 40
Eighth(1984-89) 85 All itcms 45

S e em s G e we Em mr w4 em wr o we e em  an e e mm e s e e ee M ee e e me e e

1/Therc has becen some differences in the treatment of
rcgulatory duties, and special excisc from award to award
in the IV tc VIII commissions. Earmarked cesses arc excluded.
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Table B: Criteria for Tax-sharing Uscd By Finance Commissions

(cercentages)
sCocmmission - Income-tax Excise Bu;i;s _______
(Award Perizd)
P?Eula- ConFri- P?Eula- Spegific ' 1/
tion buticn tion Indica- Aggregate Indicators=
ors Inverse Distance Poverty
First(1952-57) 80 20 100 - - - -
Seccnd(1957-62) S0 10 90 10 - - -
Third(1962-66) 80 20 -%/ - - - -
Fourth(1966-69) 80 20 .. 80 20 - - -
Fifth(1969-74) 90 10 80 20 - - -
Sixth(1974-79) 90 10 75 - - 25 -
Seventh(1979-84) 90 10 25 - 25 252/ 25
,Eighth(1984-89)£/ - 10 25 - 25 50 -

- e v mw mm mr et mm mm me em S mm G e ew s e M e ee e e me e S e ma e am ew e % me em s M e e el e me ae e

Notes: 1/ 'Inverse' and 'Distance' orz with reference t° per capita ST .
2/ The Third Commission did nct specify its exact f~rmula beyonu saying that
*populaticon was the major factcor'.
3/ The revenue equalisation formula was in effect the distance critericn,
4/ The formula fcr cxcise-shering was alss used for 90 per cent of income taxes.
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1/

Appendix IV: Backgrzcund Information on State Taxes—

Land Rcvenue

1, The system of land rcvenue is based on the ryotwari
settlement introduced at the close of the 19th century in the
0ld Madras State. Non-ryctwari systems such as Zamindari and
Inam tenures have becn converted to rystwari since Independence.
Original land revenuc settlements were made towards the end of
the 19th and carly in the 20th centurics. Rescttlements were
made in 1930 and further resettlements were suspended as a matter
of policy in 1937. 1In principle, the land revenue was assessed
t> be equal to5 one half of the estimated net income from each
class, sort and taram of the land reflecting characteristics of
the s721l and location. For lands irrigable from government
sources, consclidated “wet assessments" were fixed including

the element of water charges.

2, The basic land rcvenue assessment on all land registered
as dry was waived in 1967. With effect from 1st July 1971, the
land rcvenue compcnent of the cons~lidcted wet asscessment was

waived for holdings of less than 5 acres.

Agricultural Income-tax

3. The Agricultural Incocme Tax (AIT) was first introduced in
1955 and was initially confined to plantation crcps viz.,
coffee, tea, rubber, cardamocm and cinchona. In 1958, the tax
was cxtended to all agricultural crops. The AIT tax structure
provides for (a) exemptions (b) provisions to compound the

tax and (¢) conversicon of land into standard acres for purpose
cf claiming exempticns and for compounding. Subject to these,

the tax rates are prcgressive in relation to assessed income.

1/ For more details and rates in forcec scee Statc Taxes - A
Compendium, Volumes I to III issued by the Department of
Evaluaticn and Applied Research, Government cf Tamilnadu
©1985.
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Urban Land Tax

4. The Urban Land Tax (ULT) was first introduced in 1963.
Initially it was confined to Modras City. Subsequently it

was extended to Salem, Coimbatore, Tiruchirapalli and Madurai
(1971), to areas lving within 16 kms. <f the outer limits of
Madras City (1975) and to peripheral areas cof the four district
towns and tc the urban aggloﬁeration in Tirunelveli (1981).

The tax is based on the market velue as on 1.7.1971 and is
progressive in relation to the extent cof land. A general exemp-
tion is availeaeble uptsc 2 grounds and specific ccncessions and
excmptiocns have been given t< owner-cccupied lands, cducational,

charitable and cultural institutions and cinema theatres.

Sales Taxes

5. The gcneral sales tax and the sales tex on motsr spirits

were intrcduced in 1939. Variosus changes in réspéCtN;f examptions,
coverage, point of incidence and rates have becn made from timc

to time. The trend has been towards single pcint taxation. At
the beginning <f 1983-84, 176 commcdities had been brcught under
single point levies ranging from <cne per cent (barley) to 30 per
cent (foreign liguor). ost rates range from 4 to 15 per cent

ad valorem. The multi-pcint rate which applies to other commo-
dities is currcntly 5 per cent. Exemptions are given to small
traders and in respect of certain commzdities such as fccdgrains, -
vegetables, fruits, meat and fish, flowcrs ctc.

6. An additicnal sales tax was levied in 1970 on larger
traders and currently applies to traders with an amnual turn-
over exceeding Rs.3 lakhs. A surcharge on sales tax was imposed
in 1971 in urban areas. It now extends tc Madras City and to
a number cf Corporaticns and Municipalities ine the State. The

proceeds from it are assigned to the local bodies,
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7 The Central Salcs Tax (CST) was intrsduced in 1957 and
applies t5 all commodities entering inter-State trade. It is
levied by the Centrc in the State of origin of the trade and
is ccllected and retained by the concerned State government.
The rate of CST is currently 5 per cent.

State Excise Dutics

8. The revenue from liguor arises from excise duties and
gallonage fees levied on foreign liquor, Indian~made foreign
liguor (IMFL), arrack and tsddy and from rental income on retail
shops for the sale of arrack and toddy the rights for which are
s21d in public'aucticn, The main income is from the rental on
arrack shops and from the excisd duty on arrack which is currently

Rs.6 per litre.

Stamp Duties and Registration Feoes

9. Stamp duties have bcen in force since 1899, The two broad
categories of stamp dutics are judicial (viz., court fees payable
on transactions in cocurts and public offices) and non-judicial
(cn instruments oxccuted in legal transactions relating to
property) . Stamp dutics are mdétly ad valoram felating t- the
value 2f the transaction and the nature 2f the instrument.

Under varicus local body legislaticons, surcharges on stamp duty
ére levicd in City, Corporation, Municipal and Panchayat arcas

and the proceeds transferred tc local bodies.

Registraticn Fces

10. Registration fees (in force from 1908) are ad valorem on
the am-unt of consideration invslved in each transaction which

is registered. "
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Moctor Vehicles Tax

11. The Motor Vehicles Tax was first intrsduced in 1931. It
is 2 specific tax based on a classification of vehicles type-
wise (cars,'motor cycles, scooters, goods vehicles and stage
carriages viz., buses) and according to charactcristics such
as laden weight, horsc power, seating capacity and area of

cperaticns.

Entertainment Taxes

12. _.Thc entertainment tax was first introduced in 1926. The
tax structurc includes the basic tax, surcharge and additional
surcharge and a show tax with & surcharge and additicnal sur-
charge. %0 pcr cent of the entertainment tax and 100 per cent
sf the surcharges on the entertainment tax and the show tax
are transferred to 1local bodies. The entertainment tax is ad
valorem on the price of the tickets while the show tax is a
specific levy on cach show. Since 1977, cinema.exhibitérs
have been allowed to compcund the entert-inment t-~x in speci-
fied categories of Municipalities and Panchayat towns and
Ponchayat villagecs on the basis ©f the seating capacity in

thentres.,

Other taxes

13. These include (i) betting taxecs (ii) taxes and duties on

clectricity and (iii) tax on hotels and lcdging houses.
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Appendix-=Vs Public Sectcr Corpcrations in Tamilnadu in 1983-84

I. INDUSTRIAL SECTOR

Promsticnal: (1) Tamilnadu Industrial Investment Ccrpsration

(TIIC) (2) Tamilnadu Industrial Development Corporation (TIDCO)
(3) State Industries Prom~ticn Corporation of Tamilnadu (SIPCOT)
(4) Tamilnadu Small Industries Development Corporation (SIDCO)

Manufacturings (5) Tamilnadu Small Industries Csrpbration
(TANSI) (6) Tamilnadu Leather Devel opment Corporation (7) Tamil-
nadu Minerals (8) Tamilnadu Magnesites (9) Tamilnadu Salt
Corporation (10) Tamilnadu Ceramics (TACEL) (11) Tamilnadu Sugar
Corporatiocn (12) Scuthern Structurals (13) Tamilnadu Cement
Ccrperation (TANCEM) (14) Tamilnadu Mopeds (15) Scuthern Brick
Wworks (16) Tamilnadu Handlcom Develospment Csrporation (18) Tamil-
nadu “andicrafts Development Corporation (19) Tamilnadu Textile

\erporation(ZO) Tamilnadu Zeri (21) Electronics Corporation
¢ Tamilnadu (ELCOT)
II. TRANSPORT SECTOR

Bus_Services: (1) Pallavan Transport (2) Pandyan Roadways
(3) Chclan Roadways (4) Cheran Transpcrt (5) Anna Transport
(6) Kattabomman Transport (7) Pattukottai Azhagiri Transport
(8) Thiruvalluvar Transport (9) Jeeva Transport (10) Nesamony

Transport (11) Maruthupandiyar Transport (12) Thanthai Periyar

Transport. v

Engineering Corporationss (13) Cheran (14) M~durai Pandiyan
«(15) Cholan (16) Pallavan (17) Anna

Others: (18) Tamilnadu Goocds Traonsport Corporation (19) Trans-
rort Develcpment Finance Corporation (20) Poompuhor Shipping
Corporation (21) Tamilnadu State Constructicn Corporation.
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III CIVIL SUPPLIES

(1) Tamilnadu tivil Supprlies Corporaticn

IV AGRICULTURE AND ALLIED SERVICES

(1) Tamilnadu P%altry Development Chrporation (TAPCO)
(2) Tamilnadu aAgro-Ifdustrics Corpsnration (3) Tamilnadu Meat
crporation (4) Tamilnadu State Ferms Corporation (wound up in
August 1982) (5) Tamilnadu Sugarcane Farm Csrporati-n (6) Tamil-
nadu Fisheries Development Corporation (7) Tamilnadu Forest
Plantaticn Corporatisn (8) Tamilnadu Tea Plantation Corporation

(9) Tamilnadu State Tube Wells Corporation.

v OTHERS

Welfare: (1) Tamilnadu Adi-Dravidar Hsousing Co rpuratldn
(2) Tamilnadu Corpsration £or Development of Women (3); Tamilnadu
Police Housing Corporation (4) Dharmapuri District Development

Corporatisn.

Others: (5) Tamilnadu Public Wcorks Enginecring Corporation
(6) Tamilnadu Tourism Develcpment Corporaticn (7) Tamilnadu
Theatre Corporation (8) Overseas Man Power Corporation
(9) Tamilnadu Warehousing Corporaticn (10) Tamilnadu State

Marketing Corporation.
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