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Tamil Nadu’s finances are precariously balanced

NANDINI VIJAYARAGHAVAN

          

Populism has hit it where it hurts — the sc. TN must balance development and capital
spends, and rationalise work force
The nances of Tamil Nadu, courtesy the populist schemes pursued by successive governments, are in a precarious position. The

gross scal de cit has trebled during the last decade to 3 per cent in 2016-17 (Budget Estimate, BE) from 1.1 per cent in 2007-08.

Interest payments have climbed to 13.8 per cent in 2016-17 (BE) from 12.8 per cent in 2007-08, and have almost doubled from 7.1 per

cent in 1980-81, the earliest year for which state nances are available in the public domain.

The share of TN’s outstanding liabilities to that of all States’ (including Delhi and Puducherry) has risen to 7.02 per cent in 2016-17

(BE) from 5.66 per cent in 1999-00. The higher liabilities incurred have not been utilised to build the State’s infrastructure. Capital

expenditure has declined to 2.5 per cent of gross state domestic product (GSDP) in 2016-17 (BE) from 3.6 per cent in 2007-08 and

from 6.6 per cent in 1980-81.

The 14th Finance Commission (FC-XIV) recommended that the scal de cit of all States will be anchored to an annual limit of 3 per

cent of GSDP for the award period (2015-16 to 2019-20). States with a zero revenue de cit and debt to GSDP of less than 25 per cent

and interest payments to RR of less than 10 per cent may clock a scal de cit of up to 3.5 per cent.

That the FC-XIV sanctions states with a modicum of scal responsibility to adopt lax practices is a separate issue. Figure 1 indicates

that TN’s nances are not compliant with even FC-XIV’s benign standards. Fiscal de cit is at the ceiling of 3 per cent of GSDP,

interest payments are well above FC-XIV’s ceiling of 10 per cent of revenue receipts, and the State’s ratio of outstanding liabilities to

GSDP was 20 per cent.

That Tamil Nadu has outperformed the nation on the social development front is no justi cation for its precarious scal positon.

Karnataka has achieved comparable social development while maintaining a stronger scal position (Figure 2).

Deficit woes
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Tamil Nadu’s scal pro le cuts a sorry picture, when benchmarked with States of comparable size and economic development,

namely Andhra Pradesh, Telangana, Karnataka, Maharashtra and Gujarat. Revenue and scal de cits, as percentages of GSDP, are

the highest among peer states and interest payments, as a proportion of revenue receipts, is second only to Gujarat.

 
The State’s 2016-17 development expenditure at 81 per cent of revenue receipts is comparable to its peers except Telangana. While

Tamil Nadu’s historically large development expenditure outlays have underpinned its superior social development vis-à-vis other

States, leakages from development expenditure outlays do occur. Moreover, development expenditure has crowded out capital

expenditure. The State’s capital expenditure is the second lowest among its peers, at 2.5 per cent of 2016-17 GSDP.

It is imperative for Tamil Nadu to explore the politically sensitive but critical measure of rationalising the State government work

force. The State’s wages and salaries, as a proportion of revenue expenditure, was 27.76 per cent in 2016-17 — 430 basis points

higher than the ratio of wages and salaries to revenue expenditure for all States (excluding Tamil Nadu and including Delhi and

Puducherry) of 23.47 per cent.

In 2014-15 and 2015-16, Tamil Nadu’s pensions as a percentage of revenue expenditure was the highest among its peer States, at

13.5 per cent and 12.8 per cent, respectively. In 2016-17, Andhra Pradesh’s pensions as a proportion of revenue expenditure sky

rocketed to 14.1 per cent from 10.3 per cent in 2015-16, followed by Tamil Nadu (12.7), Gujarat (9.5), Karnataka (9.3), Telengana (8.9)

and Maharashtra (8.5).
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Tamil Nadu’s salary and pension payouts do not include the gratuity, provident fund, pension and leave salary payments the

government has withheld from 65,000 pensioners of the State Transport Corporation (TNSTC), which was a contributory factor to

TNSTC employees calling for a strike and bringing the State to a standstill in January this year.

Apathetic governance
Populist and insular policies and the low focus on building human and physical infrastructure have resulted in the State’s diminished

attractiveness as an investment destination. In the World Bank’s ease of doing business ranking of 17 Indian cities, Chennai stands

at 15. Ludhiana, Hyderabad and Bhubaneshwar are the top three.

In 2016, the Centre’s Department of Industrial Policy & Promotion assessed the implementation of business reforms in States.

Though Tamil Nadu’s implementation score improved to 62.80 per cent in 2016 from 44.58 per cent in 2015, its ranking slipped to 18

in 2016 from 12 in 2015.

Tamil Nadu was ranked low on reform areas such as access to information, single-window system, land and property registrations,

construction permit enablers, ease of obtaining electricity connection, carrying out inspections and enforcing contracts. To be fair,

the score on environment and labour registrations was 100 per cent and 92.98 per cent, respectively.
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Tamil Nadu’s nances are clearly unsustainable and inadequate to meet the twin challenges of an agrarian crisis driven by water

scarcity and the State’s abysmal ranking as an investment destination. The in ghting in the ruling party seems to be diverting focus

from governance; indecision and leakages from government expenditures have to stop. The optimal allocation of funds between

development and capital expenditures, ensuring the maximum impact for expenditures incurred and rationalising the State work

force are key to achieving scal sustainability.

The writer is an analyst and co-author of ‘The Singapore Blue Chips’
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