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Introduction

A longitudinal analysis of growth of public revenue and public expenditure will help
us to assess the growth rate of public expenditure and public revenue over a decade of
planning Tamil Nadu. Tamil Nadu is among the most industrialized states in India.
The state ranks second in terms of manufacturing sectors contribution to GSDP. A
study of growth of public revenue and expenditure in Tamil Nadu over the periods is
important because it helps to ascertain the following factors:

1. The development of functions of state in social matters, for example education,
public health, commercial and industrial undertakings such as Railways,
transport, irrigation and similar projects.

2. To examine the extent of flexibility of Government of Tamil Nadu in terms of
public expenditure and public revenue over the plan periods.

3. A study of public expenditure and public revenue helps us to find out whether
the state is performing certain activities in an efficient manner such as:

(a) Activities to secure a reallocation of resources

(b) Indulge in redistributive activities

(c) Taking active part in stabilizing activities

(d) Promote commercial activities

4. To assess the variation in the growth of public revenue over a decade of
planning.

There has been extensive development in the area of public expenditure, one of
the major causes being it takes into account both the demand and supply side variables
and only if more public expenditure is incurred, we will move from a developing to a
developed nation. For public expenditure to play a vital role in economic development,
it has to create climate for savings and investment with the principle of maximum
social welfare.
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The study is an attempt to find out causal effects and repercussions of public
expenditure and public revenue of Government of Tamil Nadu over the plan periods
starting from the ninth plan to the tenth plan and how far the state has been successful
in achieving the monitorable targets.

Period of Study

The period of study is ten years i.e. (1997-2007), the IX and X plan period.

Objectives of Study

1. To examine the trends of public expenditure and public revenue of Tamil Nadu
from the ninth plan to tenth plan period.

2. To determine the factors influencing the public expenditure and public revenue of
the state.

3. To capture the sector wise allocation of outlay and expenditure in primary,
secondary and tertiary sector of Tamil Nadu from the ninth plan to tenth plan
period.

4. To assess the monitorable targets of economic growth, fiscal growth, poverty
reduction, employment, education, health in relation with public expenditure and
revenue of the state of Tamil Nadu under the various plan period.

Hypotheses

The following hypothesis is framed to show the growth of public expenditure and
public revenue under a particular period.

(1) Larger public expenditure will positively influence economic development.

(2) Lower public revenue will negatively influence Tamil Nadu’s economic
development.

(3) There is a significant growth of public expenditure in Tamil Nadu over the
plan periods.

The crux of the hypothesis is to investigate that the state of Tamil Nadu is better
off in terms of all-round development with growing public expenditure and increasing
public revenue.

Data Source

Tamil Nadu is one of the most industrialized states in India. Tamil Nadu has a
population of 6.24 Crores as per 2001 census. The study is based on secondary data.
The public expenditure and public revenue of Tamil Nadu from the ninth plan period
to the tenth plan period is selected as the area for carrying out the study. The necessary
information pertaining to the study was collected through reviews/records of planning
commission and Economic Appraisal, Government of Tamil Nadu.
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Methodology

The main purpose of the study is to assess the growth of public expenditure and public
revenue from 1992-97 to 2002-07 and to explore the linkages between public expenditure
and public revenue of Tamil Nadu. The present study serves an answer to the following
questions:

1. How far the state has been successful in achieving its goals by increasing
expenditure?

2. To what extent public expenditure can exert an influence on economic
development?

3. The nexus between public expenditure and public revenue generally provides
far reaching conclusions on the state’s coffer.

Various statistical measures are used for the study. A trend analysis of growth
rates of public expenditure and public revenue is carried out. The equation fitted for
estimating the growth rates of public revenue and expenditure for the plan periods in
Tamil Nadu is based on semi-log exponential form.

Log Y = a + bt  (i)

Where Y = Public revenue/expenditure

t = year or time period

The co-efficient ‘b ‘in the equation (i) gives the growth rate.

The rest of the paper is organized as follows. Section II provides the significant
impact of VAT on Tamil Nadu’s revenue. Section III examines the sector-wise allocation
of outlays under IX and X plan periods. Section IV analyses the results and discussion
and section V underscores the summary and conclusion.

II

Sources of Revenue of Government of Tamil Nadu in Accordance to VAT

VAT is a multi stage tax on goods that is levied across various stages of production
and supply with credit given for tax paid at each stage of value addition. VAT is the
most progressive way of taxing consumption rather than business. The Tamil Nadu
state Government is implementing a large number of schemes for development of
infrastructures for economic growth and also implementing several welfare schemes
to uplift the standard of living of the people. The efforts of the Government to mobilize
financial resources are supported by commercial tax department which contribute
nearly 70 per cent of state’s revenue collection. The revenue collection of Government
of Tamil Nadu during 2005-06 was Rs 16,615 Crores registering a growth rate of 19.47
per cent.

The Tamil Nadu General Sales Tax Act came to an end on 31.12.2006 and the new
Tamil Nadu Value Added Tax was introduced on 1st Jan 2007. The transition from
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Tamilnadu General Sales Tax to Tamilnadu Value Added Tax has been smooth
and welcomed by traders in the Industry. If VAT had not been implemented in
Tamilnadu the manufacturers, exporters and traders were about to migrate to
neighbouring states to avail the benefits under VAT. Under VAT, low rates of tax at 0
per cent, 1 per cent on jewellery, 4 per cent on essential commodities, industrial inputs
and information technology products and 12.5 per cent on luxury goods have been
fixed.

Additional sales tax, resale tax and surcharge have been also been abolished under
VAT. The above positive measures are intended to benefit manufacturers and traders
and also to bring down the price of commodities for the consumers.

Revenue under VAT

The Government of Tamilnadu has been taking steps expeditiously to implement the
welfare programmes and welfare schemes. The total revenue collection up to the month
of February 2007 under all Acts is Rs 17601.49 Crores when compared with the revenue
collection of Rs 15001.46 Crores up to February 2006 (previous year). This accounts for
a growth rate of 17.33 per cent.

Under Value Added Tax, there are three slabs at the rate of 1 per cent, 4 per cent,
and 12.5 per cent. This will result in decrease in revenue in initial stages but due to
more tax compliance by manufacturers in view of input tax credit facility and low tax
rates, the revenue is likely to go up gradually. It is evident from the experience of the
state’s who have already introduced VAT, though there is a decline initially, the revenue
has considerably gone up in the forth-coming months.

Non tax revenue is derived from public undertakings called Prices and
Miscellaneous Receipts. Non- tax revenue consists of:

1. Currency coinage and mints

2. Interest receipts and dividends

3. Other non-tax revenues.

The grants-in-aid from the Central Government come in two ways – statutory grants
awarded by the Finance Commission and discretionary grants sanctioned by Planning
Commission to finance plan outlays.

The state’s own non-tax revenues include interest receipts, dividend from state
enterprises and income from general services, social, community and economic services.
In 1950-51, non-tax revenue amounted to Rs. 49 Crores but in 1970-71, it went up to
Rs. 890 Crores. The budget for 2006-07 places it at Rs. 76260 Crores.

The income of the Government through all sources is called Public Revenue. As
public expenditure is necessary for the Government to perform its various functions
for the welfare of the society, so it requires public revenue. Just as production is the
means of consumption, public revenue is the means for public expenditure.
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III

Tamilnadu aims to be the top ranking manufactured goods exporter in India
by the year 2008. With the aim of making the state the leading player in the field of
information technology in India, Tamilnadu is striving to be one of the major exporters
of software in India. A sound industrial base and infrastructure and world class health
care, top grade education/educational institutions and outstanding human resources
have made Tamilnadu as a highly favoured destination for information related
activities.

Table 1
Sectoral Contribution Under IX And X Plan Outlay

(Rs.in Crores)

IX Plan outlay X Plan outlay

Science & technology 70 160
Economic services 70 176
General services 221 289
Industries 1310 555
Irrigation 1390 2375
Agriculture 2603 3932
Rural Development 2201 4100
Transport 2509 6730
Energy 6020 8030
Social Services 8606 13654

Source: Economic Appraisal, Government of Tamilnadu, 2005-06.

Figure 1: Sectoral Contribution in Rs. Crores
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IV

Results and Discussion

Tamilnadu is one of the leaders amongst the states. As per the latest Annual Survey of
Industries results, the state continues to retain the first rank in terms of number
of factories, moved from second to first place in the total number of persons engaged
in industrial activity. With regard to fixed capital, productive capital, gross value of
output and net value added, the state retains the third position next to Maharashtra
and Gujarat. In terms of per capita income which is another measure to look at
the standard of living, the state stood fifth (2004-05) among the major states. According
to Human development index (2001), the state ranks third next only to Kerala and
Punjab. In terms of production, Tamilnadu is leading in industrial development,
especially in the sectors such as automobiles, IT, spinning textiles, leather and
pharmaceuticals.

The State known for its prudent fiscal management, pioneering development and
welfare schemes had to grapple between the pulls unleashed by imperatives of finding
the requisite fiscal space for welfare schemes and conforming to fiscal discipline
incumbent upon states in federal set up.

Fiscal policy is a critical component of the policy framework for achieving the goal
of sustained annual growth of 8-10 per cent with macro economic stability. High deficits,
unproductive expenditure and tax distribution have constrained the economy from
realizing its full growth potential.

Attainment of fiscal consolidation through revenue augmentation and expenditure
management is the main reform priority of the state of Tamilnadu. The government
budgetary transactions are concerned with macro-economic stabilization process to
minimize the incidence of unemployment, poverty and inflation and to accelerate the
process of economic growth and development. Government intervention in the
provision of social and economic services to the people is crucial for allocative
distributive and stabilization reasons.

The state, since the commencement of the planning process in 1951, has
implemented ten five year plan and currently implementing the eleventh five year
plan. The development measures aim to achieve sustained growth in per capita income,
improve standard of living, and enhance the aggregate social consumption and overall
development of the economy.

In order to assess the trends in public revenue and expenditure of Tamilnadu, a
ten year period is considered (1997-2007). An analysis of public revenue and
expenditure of Tamilnadu from the Ninth plan to the tenth plan (1997-2002, 2002-
2007) will help us assess the variations in trends of revenue and expenditure with
emphasis on the agriculture, industry, tertiary sector. It will also provide us the evidence
of how far public expenditure has been productively used for economic development
over the years.
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Table 2
Revenue Receipts and Revenue Expenditure of Tamil Nadu During 1997-2007.

(Rs in Crores)
Year Revenue Revenue Revenue

Receipts Expenditure Deficit
1997-98 13587 14951 -1364
1998-99 14261 17697 -3436
1999-00 16328 20728 -4400
2000-01 18317 21752 -3435
2001-02 18818 21557 -2739
2002-03 20837 25688 -4851
2003-04 23706 25271 -1565
2004-05 28452 29155 -703
2005-06 33960 32009 1951
2006-07 40461 40707 -246
Source: Budget Memorandum part I 2007-08.

The trends in revenue receipts and expenditure are shown in Figure 2 and trends
in revenue deficit is shown in Figure 3.
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It is evident from the above diagram, that the revenue deficit was highest in 2002-
03 and lowest in 2006-07. The year 2005-06, is the only year in the ten year period
which has witnessed surplus in the revenue account. For a sustained economic growth,
public revenue and public expenditure have to be in tandem and this has been achieved
in 2006-07.

Table 3
Growth in Total Revenue Receipts and Total Revenue

Expenditure of Tamil Nadu During 1997-2007

Year Growth in Total Growth in Total  Revenue
Revenue Receipts (%) expenditure (%)

1997-98 13.59 14.44
1998-99 4.96 18.37
1999-00 14.49 17.12
2000-01 12.18 4.94
2001-02 2.74 -0.90
2002-03 10.73 19.16
2003-04 13.77 -1.62
2004-05 20.02 15.37
2005-06 19.36 9.79
2006-07 19.14 27.18

Source: Budget Memorandum 2007-08.

The growth rate of revenue receipts went up to 19.14 per cent in 2006-07 from
13.59 per cent in 1997-98. The growth rate of public expenditure grew to 27.18 per cent
from 14.44 per cent in 1997-98. The lowest growth rate of receipts and expenditure
was in 2001-02 when the total revenue receipts were a mere 2.74 per cent and total
revenue expenditure was -0.90 per cent.

Figure 4: Trends in Revenue Receipts and Expenditure
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If the growth rate of receipts and expenditure is split into three successive years
starting from 1997-98, positive development were evident in pace of growth of revenue
and expenditure in 1999-2000, when public revenue and expenditure were higher when
compared to the previous years. There was a 7.5 per cent growth in GSDP and per
capital income grew by 6.2 per cent. Industrial sector, power sector, IT sector also
showed an impressive performance.

The consecutive three years witnessed a subdued performance when public
revenue and expenditure were at an all time low. As borne out in the table, there was
sharp deceleration in the growth of receipts and expenditure in 2001-02. Per
capita income which is an indicator of economic welfare decreased to 1.27 per cent in
2001-02 from 6.21 per cent in 1999-2000. The performance of secondary sector also
suffered during 2001-02. The decline in growth (-0.19) was a cause for concern when
compared to a growth rate on 5.88 per cent in 2000-01 and 10 per cent witnessed in
1999-2000.

There was a remarkable revival of economic growth during 2004-05. GSDP rose
by 8.73 per cent, per capita income rose by 7.88 per cent. All the three sectors performed
well during 2004-05. Primary sector registering 14.31 per cent growth, secondary sector
recovering from -0.19 per cent to 5.13 per cent and Tertiary sector, 9.4 per cent.

The growth process is sustained in 2006-07 where public revenue and public
expenditure are in concord to each other which is a panacea for development.

Lower public revenue and expenditure negatively influences economic
development and it is seen that the performance of Tamilnadu economy was subdued
in 2001-02. The highest growth rate of revenue receipts (20.02 per cent) was in 2004-05
when there was a revival of the economy. The highest growth of public expenditure
incurred in 2006-07 (27.18 per cent) when Tamilnadu is ahead of many other major
states in India in terms of development.

The public expenditure growth rate shows a negative sign in two year i.e. 2001-02
(-0.90 per cent) and 2003-04 (-1.62 per cent). The performance of Tamilnadu economy
was not satisfactory in the above stated two years proving our hypothesis that higher
expenditure has to be incurred for a sustained growth process.

A trend analysis is attempted for a ten year period starting from 1997 to estimate
the growth rate of receipts and expenditure during the ninth and tenth plan periods
using log y = a + bt. The results obtained are shown in the following tables.

The growth rate of revenue receipts of Tamilnadu for a ten year period 1997-2007
has been estimated at 5.14 per cent (Table 4). If the ten year period is split into two five
year periods, the growth rate of revenue receipts for ninth five year plan period 1997-
2002 is 3.92 per cent (Table 5 ) and the growth rate of revenue receipts for tenth five
year plan period is 7.33 per cent (Table 6) showing a vast improvement in receipts
during the tenth five year plan which augments the fact that Tamilnadu economy is
better off in terms of all round development during the tenth plan period.
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Table 4
Estimation of Growth Rate of Receipts From 1997-2007

Year Revenue Log y t t log y t²
account receipts

1997-98 13587 4.13 -4.50 -18.60 20.25
1998-99 14261 4.15 -3.50 -14.54 12.25
1999-00 16328 4.21 -2.50 -10.53 6.25
2000-01 18317 4.26 -1.50 -6.39 2.25
2001-02 18818 4.27 -0.50 -2.14 0.25
2002-03 20837 4.32 0.50 2.16 0.25
2003-04 23706 4.37 1.50 6.56 2.25
2004-05 28452 4.45 2.50 11.14 6.25
2005-06 33960 4.53 3.50 15.86 12.25
2006-07 40461 4.61 4.50 20.73 20.25

Total 43.32 0.00 4.24 82.50

a =��logY/N 4.33
b = Growth rate 5.14%

Table 5
Growth Rate of Revenue Receipts During Ninth Plan Period

Ninth Five Year Plan

Year Revenue log y t t log y t²
account receipts

1997-98 13587 4.13 -2.00 -8.27 4.00
1998-99 14261 4.15 -1.00 -4.15 1.00
1999-00 16328 4.21 0.00 0.00 0.00
2000-01 18317 4.26 1.00 4.26 1.00
2001-02 18818 4.27 2.00 8.55 4.00

Total 21.04 0.00 0.39 10.00

a = � logY/N 4.21
b = Growth rate 3.92%

Table 6
Growth Rate of Revenue Receipts During Tenth Plan Period

Tenth Five Year Plan

Year Revenue log y t t log y t²
account receipts

2002-03 20837 4.32 -2.00 -8.64 4.00
2003-04 23706 4.37 -1.00 -4.37 1.00
2004-05 28452 4.45 0.00 0.00 0.00
2005-06 33960 4.53 1.00 4.53 1.00
2006-07 40461 4.61 2.00 9.21 4.00

Total 22.29 0.00 0.73 10.00

a = � logY/N 4.46
b = Growth rate 7.33%
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The growth rate of revenue expenditure of Tamilnadu for a ten year period
1997-2007 has been estimated at 4.08 per cent (Table 7). If the ten year period is
split into two five year periods, the growth rate of revenue expenditure for ninth
five year plan period 1997-2002 is 4.07 per cent (Table 8) and the growth rate of
revenue expenditure for tenth five year plan period is 5.03 per cent (Table 9)
showing that higher expenditure is incurred during the tenth five year plan
period proving the fact that higher expenditure positively affects economic
development.

Table 7
Estimated of Growth Rate of Expenditure From 1997-2007

Year Revenue Log y t t log y t²
account

expenditure

1997-98 14951 4.17 -4.50 -18.79 20.25

1998-99 17697 4.25 -3.50 -14.87 12.25
1999-00 20728 4.32 -2.50 -10.79 6.25
2000-01 21752 4.34 -1.50 -6.51 2.25

2001-02 21557 4.33 -0.50 -2.17 0.25
2002-03 25688 4.41 0.50 2.20 0.25

2003-04 25271 4.40 1.50 6.60 2.25
2004-05 29155 4.46 2.50 11.16 6.25

2005-06 32009 4.51 3.50 15.77 12.25
2006-07 40707 4.61 4.50 20.74 20.25

Total 43.80 0.00 3.36 82.50

a = ��logY/N 4.38
b = Growth rate 4.08%

Table 8
Growth Rate of Revenue Expenditure During Ninth Plan Period

Ninth five year plan

Year Revenue log y t t log y t²
account

expenditure

1997-98 14951 4.17466588 -2.00 -8.35 4.00
1998-99 17697 4.24790947 -1.00 -4.25 1.00

1999-00 20728 4.31655384 0.00 0.00 0.00
2000-01 21752 4.33750798 1.00 4.34 1.00
2001-02 21557 4.33358772 2.00 8.67 4.00

Total 21.41 0.00 0.41 10.00

a = � logY/N 4.28
b = Growth rate 4.07%
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Table 9
Growth Rate of Revenue Expenditure During Tenth Plan Period

Tenth five year plan
Year Revenue log y t t log y t²

account expenditure
2002-03 25688 4.40972522 -2.00 -8.82 4.00
2003-04 25271 4.40262157 -1.00 -4.40 1.00
2004-05 29155 4.46471111 0.00 0.00 0.00
2005-06 32009 4.50527211 1.00 4.51 1.00
2006-07 40707 4.60967187 2.00 9.22 4.00

Total 22.39 0.00 0.50 10.00
a = � logY/N 4.48
b = Growth rate 5.03%

Table 10
Estimated Growth Rate of Capital Receipts From 1997-2007

Year Capital Log y t t log y t²
account receipts

1997-98 2133 3.33 -4.50 -14.98 20.25
1998-99 3421 3.53 -3.50 -12.37 12.25
1999-00 8546 3.93 -2.50 -9.83 6.25
2000-01 11596 4.06 -1.50 -6.10 2.25
2001-02 13487 4.13 -0.50 -2.06 0.25
2002-03 18803 4.27 0.50 2.14 0.25
2003-04 11433 4.06 1.50 6.09 2.25
2004-05 13473 4.13 2.50 10.32 6.25
2005-06 9012 3.95 3.50 13.84 12.25
2006-07 9668 3.99 4.50 17.93 20.25

39.39 0.00 4.98 82.50

a = � logY/N 3.94
b = Growth rate 6.04%

The major components of revenue receipts of Tamilnadu are given in table below.

Table 11
Revenue Receipts by Principal Heads

(Rs in Crores)

Year Share of State own State own non Grants Total Revenue
central taxes tax revenue tax revenue in aid receipts

1997-98 2728.30 8685.64 1121.87 1051.14 13586.95
1998-99 2408.98 9625.30 1156.7 1069.85 14260.83
1999-00 2667.00 10918.93 1356.85 1384.75 16327.53
2000-01 2783.75 12282.25 1710.78 1539.89 18316.67
2001-02 2797.42 13082.35 1556.72 1381.54 18818.03
2002-03 2951.07 14438.21 1860.62 1586.84 20836.74
2003-04 3397.00 16092.17 2093.79 2122.75 23075.71
2004-05 4013.62 19579.82 2208.35 2649.75 28451.54
2005-06 5012.75 23326.02 2600.75 3020.47 33959.99
2006-07 6390.00 28046.09 2900.57 3123.98 40460.64
Source: Budget Memorandum 2007-08.
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The Figure 5 depicts that states own tax revenue forms the highest percentage in
the ten year period (1997-2007).

Table 12
Revenue Expenditure by Principal Heads

(Rs in Crores)

Year Social Economic General Grants in aid Total Revenue
services services Services and contributions expenditure

1997-98 5613.45 3835.07 4672.05 830.27 14950.85

1998-99 7101.34 3681.32 5879.77 1034.98 17697.40

1999-00 7643.83 4290.79 7743.12 1025.07 20727.83

2000-01 7792.21 4628.02 8353.71 978.51 21752.45

2001-02 7677.06 4242.38 8920.96 716.57 21556.97

2002-03 7974.04 6261.63 9894.91 1557.12 25687.70

2003-04 8597.77 4607.40 10589.11 1476.67 25270.96

2004-05 9682.75 5454.07 12058.27 1959.77 29154.86

2005-06 11316.40 5772.50 12890.90 2028.86 32008.66

2006-07 14904.26 7964.35 15367.78 2470.87 40707.26

Source: Budget Memorandum 2007-08.

Figure 5: Revenue Receipts by Principal Heads
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The Figure 6 shows that social and general services constitute a major share of
expenditure in the ten year period (1997-2007).

Figure 6: Revenue Expenditure by Principal Heads

Performance of Revenue Receipts and Expenditure from 1997-2007

The budgetary transaction of 1997-98 had recorded an overall surplus of Rs. 12.44
Crores against a deficit of Rs. 498.38 Crores contemplated in the budget estimates for
the same year. The gross fiscal deficit for 1997-98 at Rs. 2121.73 Crores accounted for
2.03 per cent of GSDP. The ratio for this year at 2.03 per cent was marginally lower
than 2.66 per cent for the preceding year, indicating an improved financial performance.

The overall budget showed a deficit of Rs. 2738.94 Crores in 2001-02. The receipts
stood at Rs. 18818.03 Crores and disbursements at Rs. 21556.97 Crores leaving a deficit
of Rs. 2738.94 Crores. Capital account had a surplus of Rs. 1444.77 Crores in 2000-01.
The consolidated fund ended up with a negative sign of Rs. 1294.17 Crores while total
transactions (net) was at (–) Rs. 143.25 Crores.

The public expenditure has to be increased if the requisite is an economically
developed society. We see from the Table12 that highest public expenditure incurred
is during the tenth plan period (Rs. 40707.26 Crores) with an average growth rate of 22
per cent. It is during this period that Tamilnadu achieved peak in development. When
the expenditure was lesser than the previous year in 2001-02 (Rs. 21556.97 Crores)
compared to that of Rs. 21752.44 Crores, the performance was subdued.

In 2002-03, the state total revenue receipts stood at Rs. 20836.74 Crores against Rs.
18818.03 Crores in 2001-02. The state own tax revenue at Rs. 14341.71 Crores accounted
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for 69 per cent of total revenue receipts during 2002-03. Revenue expenditure was at
Rs 25687.70 Crores in 2002-03 compared to Rs 21556.97 Crores in 2001-02. Of the total
expenditure of Rs 25687.70 Crores, the development expenditure accounted for 55.42
per cent. Social services formed 56 per cent and economic services 44 per cent within
the development expenditure.

There was a remarkable revival of economic growth during 2004-05. DSDP at
constant (1993-94) prices rose by 8.73 per cent from Rs 94959 Crores in 2003-04 to Rs
103248 Crores in 2004-05 in the state. At current prices it exhibited a growth of 12.15
per cent. The per capita income rose by 7.88 per cent at constant prices and 11.16 per
cent at current prices during 2004-05. All the three sectors performed well during 2004-
05. Primary sector witnessed a growth of 14.31 per cent in real terms followed by
tertiary sector 9.4 per cent and secondary sector 5.13 per cent.

The overall growth process of the state economy was sustained in 2005-06. The
GSDP in 1999-2000 constant prices increased from Rs 163404 Crores in 2004-05 to Rs
176987 Crores in 2005-06 registering an 8.31 per cent increase over and above that of
8.95 per cent recorded in the previous year. At current prices GSDP rose from Rs 196680
Crores to Rs 219649 Crores with 11.68 per cent growth in corresponding period.

During 2005-06, the income originating in primary sector at constant prices
increased to Rs 24616 Crores from Rs 22374 Crores in 2004-05 (10.02 per cent growth),
that of secondary sector improved to Rs 50403 Crores from Rs 46645 Crores (8.06 per
cent growth) and tertiary sector to Rs 101968 Crores from Rs 94385 Crores (8.03 per
cent growth). The per capita income at constant prices increased to Rs 24135 Crores in
2005-06 from Rs 22480 Crores in 2004-05. In 2005-06, the per capita income at current
prices was Rs 29924 Crores. During the first four year of the tenth five year plan (2002-
06) period, the overall annual average of the state domestic product was 6.17 per cent
as against the targetted growth rate of 8 per cent.

Anatomy of Gross Fiscal Deficits

State finances have been under stress for a variety of reasons. The deteriorating fiscal
health of state finance has got mirrored in rising Gross fiscal deficit reflecting the
difference between aggregate disbursements of net debt repayments and recovery of
loans and revenue receipts and non-debt capital receipts. The Gross fiscal is a broad
measure of financial stringency faced by the Government and is a key parameter of
macro-economic policy.

With the ushering of functional finance, the role and functions of the annual budget
has got broad based. Budget discharges allocative, distributive and welfare functions
besides raising revenue to defray the expenditure of the Government. It is an effective
means through which the scarce resources of the Government are being allocated among
various competing demands with a view to securing the maximum social advantage
from the operations that the Government conducts. It serves as an instrument for
implementation of development plans. It is also an effective tool for securing legislative
control over Government expenditure.
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It can be concluded that the fiscal position of Tamilnadu is better placed than
many other states. It is one of the five states which first enacted the Fiscal Responsibility
Legislation.

Due to the better financial position, a number of comprehensive programmes were
implemented in 2005-06 viz. comprehensive road and infrastructure development
programme at Rs 1630 Crores, joint ventures with National Thermal Corporation,
Neyveli Lignite Corporation and Nuclear power plant. This would not have been
possible if the public expenditure would not have been increased.

Efforts were taken by the State to lead in the IT sector and become India’s eastern
gateway to the world by establishing knowledge Industry Township, establishment
of Techno Park and tiny enterprises in semi urban areas.

Areas of Concern of State Finances

Structural imbalances in the form of large revenue deficits, rising interest burden,
sluggish growth of non-tax revenue are some of the areas of concern. These problems
have been accentuated by factors like rising proportion of non-developmental
expenditure to total expenditure, increasing drain on account of higher interest and
debt servicing commitments of the Government.

More than fifty per cent of the gross fiscal deficit was accounted for by the revenue
deficit in 2001-02. Thus the quality of expenditure had deteriorated as revealed by the
proportion of revenue deficit to fiscal deficit.

It is one of the five states which first enacted the Fiscal Responsibility Legislation
which would provide the statutory framework for augmenting fiscal discipline and to

Figure 7: Fiscal Deficit over GSDP

(in percentage)
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carry out fiscal correction in a realized time bound manner in terms of ratio of Gross
Fiscal Deficit to GSDP and debt GSDR, Tamilnadu is well placed.

The growth of revenue receipts and expenditure were lowest in 2001-02, there was
a remarkable revival in 2004-05 leading to a sustained growth process in 2006-07. As
per the result of our analysis, growth of revenue receipts which were 3.92 per cent
during 1997-2002 increased to a mammoth 7.33 per cent during 2002-07. There was an
improvement in the state own tax revenue performance in 2004-05 as compared to
2001-04. On the expenditure, growth of revenue expenditure which was 4.07 per cent
during ninth plan period rose to 5.03 per cent in the tenth plan period.

The revenue receipts which were estimated at Rs 38731.59 Crores in the budget
estimate 2006-07. This has been estimated in the revised estimate at Rs 40460.64 with
4.46 per cent growth. The increase is due to the anticipation of higher receipts under
all four components of revenue receipts taking into account the present trend of revenue
receipts.

Revenue expenditure is estimated at Rs. 40707.26 Crores in the revised estimate
2006-07. This shows an increase of 2.12 per cent over budget estimate. Though there is
an increase in revenue expenditure, the revenue deficit is controlled at Rs. 246.62 Crores
consequent on the estimation on higher revenue receipts.

There was a severe financial crisis at the end of the ninth plan and during the
beginning of the tenth plan because of the huge revenue deficit which led to subdued
performance of the economy. The growth rate of revenue receipts were at an all time
low of 2.74 per cent and expenditure growth rate showing a negative trend. Primary,
secondary sectors also showed a negative growth rate of -2.80 per cent and -0.19 per
cent respectively, with only the tertiary sector putting up a study performance.When
both the revenue receipts and expenditure were high in 2005-06, the primary sector
recorded a growth rate of 10.02 per cent, secondary sector recorded 8.06 per cent and
tertiary sector recorded a growth rate of 8.03 per cent. Social infrastructure was
enhanced by 23.3 per cent. The state was ahead in most of the departments such as
agriculture, banking, industry etc. During this period the state accounted for 5.74 per
cent of the total industrial investment made at the national level.

During the tenth plan period, the annual survey of industries data depicts measure
of positive growth in all the value based principal industrial characters as against the
negative growth in all characters except in the value of output in the ninth plan period.
The tenth plan aimed at 100 per cent access to schools with in a kilometer by 2007. In
respect of primary schools, 100 per cent access with in one kilometer radius of habitation
has been achieved. In case of upper primary schools, 100 per cent within 3 kilometer of
habitation has also been achieved. Literacy rate is nearing 80 per cent and with the
efforts put in by the state, the targets are expected to be achieved.

Tamilnadu is the first state in India to announce an IT policy. Many schemes have
been implemented in the state to promote this sector. Software exports recorded a
growth rate of 31.55 per cent in 2005-06 over the previous year. The development
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process cannot be achieved without incurring quality expenditure. If we want an all-
round development to take place, we have to shell out money for which we need
revenue.

Just as production is the means for consumption, public revenue is means for public
expenditure. If both are high, economic development takes place smoothly, but if both
are low, development process does not assume any significance. In terms of
infrastructure, Tamilnadu is well placed. The state has a well knit road and multi
model connectivity. The state ranks third in overall literacy rates.

Investment in human infrastructure viz. education, health, medical care, nutrition,
housing, water supply is indispensable to develop human resources which in turn
accelerate economic development. As a result of well crafted fiscal management policy
backed by resolute administrative support, the state finances witnessed a remarkable
turn around which has come in for universal acclaim. In addition to reining in the
deficits, the much needed fiscal space for strengthening and deepening development
interventions have been created.

The prima facie motive of private individual on business transaction is profit but
contrary to this, the transaction of public bodies is motivated not by profit but by
public welfare. An individual generally believes in surplus budget i.e. spending less
than income and deficit budget is undesirable. To maintain a surplus budget for an
individual is a virtue but surplus budget of the Government means high level of taxation
or low level of public expenditure, both of which are not liked by the general public.

A balanced budget is considered good in normal condition where public revenue
and expenditure are in proportion to each other. Public expenditure is not only large
but increasing at a very rapid rate. This gradual expansion of public expenditure is
largely due to expansion in the functions of the modern Government. The methods of
public finance have certain effects on economic life and can therefore be used as
instruments for bringing about desired social and economic change.

Public expenditure is helpful in maintaining economic stability by increasing it
during depression and reducing it during inflation and hence can prevent fluctuations
in the economic life of the country. Increased public expenditure is desirable in order
to bring about the distribution of community’s resources between different uses which
will give the best results without a bias in the present and the future.

A tax policy at lessening inequalities through reducing incomes at the highest levels
is only one form which fiscal operations may assume in this sphere. An important
complementary aspect lies in the part that public expenditure for public development
may play in strengthening the position of weaker sections of the community. Budget
with the above framework is the fiscal tool in the armoury of the Government to achieve
the desired goals both in the economics and social front.

The measures of the Government besides mobilizing additional resources aim to
accelerate development process by creating necessary incentives and concessions. On
the other hand allocation of expenditure helps in the development of production sector
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of the economy and upliftment of target group of the society. Combined with other
direct intervention and policy measures, Government aims to achieve growth with
equity through budgetary transactions.

As per the Fiscal Responsibility Legislation Act of Tamilnadu enacted in 2003, and
amended in 2005, the Gross Fiscal Deficit should not be more than 3 per cent of GSDP
by March 2008 and thereafter. The ratio of revenue deficit to revenue receipts to be
below 5 per cent by March 2008 and eliminate revenue deficit by 2008-09 and thereafter.
The state has been progressing in the right way as the ratio of revenue deficit to revenue
receipts is at 0.61 per cent at present and is estimated at 0.23 per cent in Budget estimate
of 2007-08. From the foregoing analysis, it can be concluded that Tamilnadu is better
placed in Fiscal position than many other states.

V

Summary and Conclusion

Tamilnadu recognizes that quality of public expenditure and achieving increase in
public revenue without the burden on the people is the effective way of achieving
economic development. Adequate facility of good quality education, health, economic,
general and social services that are widely and equitably available are a critical
priority for both national and state budgets. The analysis of growth of public
revenue and expenditure has addressed the following basic issue. With increased
public expenditure and revenue available, how far the state has been successful in
achieving economic development. The results of the study show that increase in
public revenue and expenditure definitely leads to an economically developed society
where as lower public revenue and expenditure negatively influences economic
development.

Containment and management of fiscal deficit is a priority. With a view to ensuring
fiscal consolidation and correction, fiscal stability and sustainability and minimizing
the incidence of Gross fiscal deficit, pro-active measures are being taken both for the
short run as well as the long run. Performance of the commodity sector is to be geared
coupled with improved tax administration, rationalization measures, introduction of
e-governance at all levels of public administration, enhancement in productivity and
quality of public expenditure besides implementation of institutional reforms.

For the government, the priority areas which are at the top of the development
agenda are up scaling of technology, agriculture, water, education, health, employment,
urban renewal and infrastructure. The state is playing a pivotal role of a facilitator
providing an enabling environment instead of a direct provider of services. The state
has become a magnet for attracting new Foreign Direct Investment.
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