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CHAPTER 1

INTRODUCTION

1.1 Introduction

In recent years the Government activities vis-a-vis public
expenditure have grown both relatively and absolutely in all the States
of the Indian Federation. This particular observation no doubt serves as
the starting point for any systematic treatment of the intricacies of
public expenditure growth, for the growth of governmental activities
lies in the heart of continued controversy over the increasing
importance of the public sector in the process of economic
development. This controversy 1is particularly acute in an
underdeveloped State where the public sector is growing more rapidly
than the private sector and where it often appears that this growth is at
the expense of, or contributes to a diminution in private economic
activities. Further, in such type of economic environment where public
sector is rated high, regardless of public and private activities, there
will be continuously difficult choices in selecting an appropriate
composition of government expenditure and in choosing among
alternative government programmes that are intended to accomplish

social goals.' In a welfare state where social goals evolve continually,



selection of appropriate composition of government expenditure
remains elusive and as a result the accomplishment of the new goals
pushes the public expenditure growth to fantastic heights. In recent
times, much of the theoretical as well as applied work has been
concentrated on finding out the factors accounted for the major
variations in the share of public expenditure in the aggregate
national/state income (henceforth referred to as the expenditure ratio)
and to identify and specify the nature of relationship between the
structure of public expenditure and the level of economic development.
In working out a developmental plan which implicitly takes into
account the public expenditure ratio, a major question that always
arises is: what is the limit to public expenditure growth and what are
the inherent economic factors that push the growth of public
expenditure to a higher plateau? No doubt, the fiscal philosophy of the
government to execute a certain level of public expenditure depends on
the societal needs, which are the culmination of societal value
judgments. What we intend to hammer at is the fact that public
expenditure policies do not emerge in a vacuum, but by and large, are
mainly influenced by the socio-economic environment that exists in a
State. So, the extent to which these socio-economic factors have been

responsible for determining the absolute level of public expenditure in



the States remains an open question. Therefore, by taking into account
these socio-economic dimensions, a systematic analysis of expenditure
determinants may be illuminating for identifying the factors
responsible for the explosive cycles of public expenditure growth. We
believe that a determinant study would enable us not only in
understanding the intricacies of public expenditure growth but also to
have a better understanding of the mechanism of changes that take

place in the pattern of public expenditure of the State.

1.2 Background of the Study

Most of the State governments in the Indian Union face severe
budgetary pressure of varying magnitude with rising demand for public
expenditure. In most cases, the failure of the State governments either
to compress public expenditure growth or to mobilize adequate internal
resources to meet the ever increasing public expenditure has led to a
situation of large fiscal deficits accompanied by an explosive growth of
expenditure. Compressing public expenditure entails foregone public
utilities, which are much desired in a developing, and welfare
characterized state. On the other hand, mobilization of adequate
domestic resources for meeting the growing need of the society
depends on the capacity of the economy to withstand the pressure of it.

Given the economically backward characteristics of the North-eastern



States, it is observed that public expenditures in these States have
increased tremendously over the years which might have been due to
the adoption of economic planning with a view to achieving a higher
rate of economic growth or due to the failure of these States to bring
progressivity to their resource mobilization front. As a result, in most
of the States in the North-eastern Region, this has led to a spurt in the
growth of public expenditure. This has led to a situation of financial
dependence of these States on the Union Government over the years.”
In the face of fiscal crisis, most of the State governments are directed
to improve their fiscal position either by compressing public
expenditure or by increasing their level of resource mobilization. Since
most of the States in the North-eastern Region are in the developing
stage, the government share in the state domestic product is supposed
to increase. Given the level of economic activities, which determine
the poor base of tax structure, mobilization of desirable level of
resources remains a Herculean task. That is why it is felt that the
government should take steps to compress public expenditures going to
the unproductive uses and entering into the consumption expenditure
streams of the general public. We believe that proper channelisation of
public expenditure into productive uses can be judged by ascertaining

the factors which play a decisive role in shaping its pattern, growth and



size. We intend to accomplish this by analyzing the growth, pattern and
determinants of public expenditure in Meghalaya in order to ascertain
the factors, which have been responsible for its explosive cycles of

growth over the years.

Most of the empirical studies carried out so far on public
expenditure growth, pattern and determinants remain inconclusive, in
the sense that these types of studies are more interested in examining
why public expenditure has reached a certain absolute level but they do
not seek to find out whether that absolute level is compatible with the
pursuit of various policy objectives.

The present study is concerned with a description and analysis of
the growth, pattern and determinants of public expenditures of the
Government of Meghalaya during the thirty-years (1972-73 to 2001-
02) of full-fledged statehood. The expenditures of the Government of
Meghalaya deserve a greater and more critical scrutiny because
Meghalaya’s revenue potential, in so far as it has been tapped, has been
very nominal compared to the developmental needs of the State. Some
of the variables used in the studies carried out at the international level
as well as at the national level cannot be used in Meghalaya to achieve

economic logic due to the unique economic, political and social



characteristics prevailing in the State. Therefore to fill in this lacuna,
the present study has been undertaken.

The wvariables, economic and non-economic, are highly
interrelated, making the relationship between them and public
expenditure very complex.” Moreover, the characteristics of non-
economic variables are often State specific. This is particularly true of
Meghalaya which is a unique State as it is one of the eleven States in
the country enjoying a special status category. The State has peculiar
social arrangements and the typical land system which is one of the
most complicated systems found anywhere.* The economy of
Meghalya is a less accessible economy. From the view-point of
ownership of resources, investment, etc., it is a protected economy.
Hence, the influence of these factors on public expenditure will be
unique in each situation, and may as well result in the State having its
own pattern of evaluation on public expenditure, even if their major
economic characteristics are similar. The intricacies in the relationship
between the economic and non-economic variables and public
expenditure on the one hand and the State specificness in the character
of non-economic variables on the other have prompted this study on
the growth, pattern and determinants of public expenditure in

Meghalaya.



Meghalaya is comparatively a backward State, where agriculture
is the predominant sector providing means of livelihood to more than
65 percent of the population. Although certain significant
developments have taken place in some spheres in the State since
Independence, the access to opportunities for a ‘reasonably minimum’
standard of living is one of the lowest in the country. The
developmental efforts of the State have resulted in a paradoxical
growth, where the exponential growth rate of the State income stays at
12.61 per cent level and that of public expenditure at 14.68 per cent.
The high exponential growth rate of public expenditure has not
provided enough stimuli to the state income to grow at a steady desired
level. This, we believe might have been due to the failure of the public
expenditure programmes to address themselves to the right set of
objectives that fiscal policy accords. The fiscal health of the State
provides a gloomy picture where the public expenditure constitutes
more than 51 percent of State income and State’s own tax revenue
contributes hardly 35 percent to the total tax revenue and no more than
3.65 per cent of the State income. Further, looking at the problem of
fiscal anomalies from the point of view of State’s contribution of own
taxes and total taxes to the total public expenditure, then, in a State,

where its own tax contributes hardly 7.05 percent to the total public



expenditure and total taxes contribution to public expenditure remains
at 26.37 per cent, provides inescapable emphasis on the close scrutiny
of public expenditure growth, pattern and its determinant on the one
hand and on the resource mobilization front on the other hand. The
resultant fiscal disorder has resulted in an explosive growth of public
expenditure in the State. The problem is further compounded by the
fact that the State has not been able to generate adequate resources
from various sources at its command in order to counterbalance the
mounting pressure of public expenditure. The expenditures of the
Government of Meghalaya deserve a greater and more critical scrutiny
because Meghalaya’s revenue potential, in so far as it has been tapped,
has been very nominal compared to the developmental needs of the
State. It is therefore worthwhile to study the various aspects of the
effects of public expenditures on equity, revenue and efficiency in
production and distribution. However, our study has not gone into
some of these aspects of fiscal policy, as its primary aim is specific to
the analysis of the determinants of the growth and pattern of public

expenditures.

1.3 Problem Formulation
Thus, it is observed that phenomenal growth of public

expenditure in the State of Meghalaya without a corresponding growth



in State revenue and income has brought about an explosive growth of
public expenditure in the State. A closer scrutiny of Meghalaya’s fiscal
scenario exhibits a rising trend of public expenditure on the service
sector followed by the primary and manufacturing sectors. The
resultant pattern of public expenditure has brought about a lop-sided
allocation of scarce resources. The neglect of the manufacturing sector
over the years has resulted in backwardness manifested in the form of
social tensions and unrests. Further, an unabated growth of revenue
expenditure in relation to capital expenditure in the State exhibits the
fact that the State could not build up all these years the capital base
considered necessary for maximising long term growth and
development objectives. In other words, the State has been guided
more by the notion of maximising present consumption rather than by
the long-term perspective of higher economic growth, higher level of
income and employment. In this context, the relevant question that
arises, what are the main motivating factors which have forced the
State government to opt for a policy of lopsided growth of public
expenditure? Thus, the present study is an attempt to answer the
question posed above in terms of undertaking an analysis of growth,
pattern and determinant of public expenditure. Ultimately, we believe,

it is the size of public expenditures that the community looks to. No
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doubt, public passions about the level of public expenditures run high.
But underneath the policy controversies, a vital question about the
actual behaviours of the quantum of public expenditures awaits

dispassionate analysis.” This is what has been set out in this study.

All the points cited above provide a solid ground for the
necessity and the desirability of undertaking an anatomy of the growth,
pattern and determinants of public expenditure for the State of
Meghalaya. Since there is a close nexus between public expenditure
and taxation, therefore any attempt to study public expenditure in
1solation from the level of taxation would not give the complete picture
of the intricate problems of public expenditure. This, besides being
essential for arriving at a proper assessment of the overall impact of the
factors particularly economic factors on the level of public
expenditures, it would also enable us to ascertain whether these factors
have played any role in shaping and reshaping the trends and quantum
of public expenditures over a period of time in the State. The present
study is an attempt in this direction. The two major research questions
that we have touched upon in this context are:

(1)To find out the trend of public expenditure growth taking place in

the State of Meghalaya for the last thirty years.
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(2)To study the changing compositional pattern of public expenditure
over the years and find out the factors responsible for the changing
compositional pattern of public expenditure.

1.4 Scope and Objectives

The study covers a period of thirty years from 1972-73 to 2001-

02. This is a period during which the State economy has witnessed
substantial changes in expenditure policies due to both upswing and
downswing in its agricultural sector. Further, during this time period,
there were some recurrent social tensions, which we believe might
have led to substantial changes in its public expenditure policies. Of
course, we have not examined in detail the social tension aspect of the
public expenditure problem due to the limited scope and objective of
our study. However, keeping these general problems in view, an
attempt has been made in this work to study in detail the following
aspects of State’s public expenditure:

(1)To analyze the growth and pattern of public expenditure
consequent on the growth of net state domestic product in order
to ascertain the intricacies of the public expenditure growth.

(2) To explain the public expenditure growth in terms of resource

constraint and prospects of internal resource mobilization.
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(3)To find out the factors responsible for determining the level and
size of public expenditure.

(4)To suggest some policy implications to rationalize public
expenditure in the face of volatile fiscal scenario of the state.
However the main focus of our study as mentioned earlier will

be the analysis of the determinants of public expenditure in relation to

its growth and pattern.

1.5 Sources and Limitation of Data

The present study is based primarily on the secondary sources of
data. The relevant statistical data for the thirty consecutive years from
1972 to 2001-02 are collected from the annual budgets of the
Meghalaya State Government, including their Memoranda to various
Finance Commissions and other Government Publications. The other
sources of information, which have been utilized in this study, include
the budget speeches of the Finance Ministers for the years 1972-73 to
2001-02. These are also published along with the respective budgets
and their memoranda by the Government of Meghalaya. The figures on
net state domestic product were obtained from the Eestimates of State
Domestic Product as published by the Directorate of Economics and
Statistics, Government of Meghalaya. Only a very few statistical data

could not be made available and as a result, we have used the Revised
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Estimate and the Budget Estimate. Whenever possible, the budgetary
data relating to India published in CMIE and RBI annual reports on
Currency and Finance are used and consulted by us. We have used the
actual figures from the above sources for the thirty-year period covered
by our study. The actual figures have been further compared and
verified by us from the corresponding data available in the statistical
abstract of the North- Eastern region and the Economic Survey for the
above mentioned period published by North Eastern Council. Finally,
some data necessary to estimate the different components were not
available in the exact form in which they were desired. In such cases,

the data-base was prepared with the help of arithmetic adjustments.

1.6 Hypotheses
The study intends to test the following hypotheses:

1) The level of public expenditure responds freely to the rise in
the level of net state domestic product.

11) The level of public expenditure in the state of Meghalaya
depends much more heavily on the tax system prevailing in
the State so as to place the required revenues at the disposal
of the government.

i) Changes in consumer price index tend to bring about a

change in the level and quantum of public expenditure.
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iv) In Meghalaya, there exists a functional relationship between
the growth of the State’s public expenditure and the changes

in the quantity of public services provided.

1.7 Methodology

The relevant statistical data for thirty consecutive years i.e.,
1972-73 to 2001-02, collected from various official documents has
been analyzed with the help of suitable statistical techniques and the
results obtained have been subjected to relevant economic logic.

Simple linear regression equations are fitted to the data (by the
method of least squares) to estimate the trends and fluctuations in
expenditures of the Government of Meghalaya for the said period. The
different items or broad heads of expenditures having thus regressed on
time, the variations explained by the time factor have been found out.
The other factors responsible for residual or unexplained variations
have been inquired into as far as possible. The analysis is so made as to
find out the trends and fluctuation patterns in the expenditures of the
Government of Meghalaya during the thirty-year period. Not only the
aggregative picture of the Meghalaya Government budgets for this
period has been described and analyzed, the detailed constituent heads
of expenditure have also been analyzed in detail. The head-wise

expenditures have been interpreted in per capita terms to enable us to
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find out the trend of expenditures of the Government of Meghalaya on
different items. To analyze the relative growth of expenditure,
compound growth rates are calculated by using the formula:

Y = ae"
where Y is the public expenditure, ‘t’ is the time period and ‘r’ is the
rate of growth. The least squares estimate of the above formula has
been worked out to arrive at the figures of growth rate.

As the main focus of this study is on the analysis of the
determinants of growth and pattern of public expenditure in
Meghalaya, the proposed method has been geared to that purpose. This
study suggests the use of an alternative to the conventional method.
The methodology developed in this study is shown in detail in Chapter

I1I.

1.8 Chapter Plan
The topical analysis of the thesis is as follows. For the purpose
of expositional covering and systematic analysis, the thesis has been

divided into seven chapters.

Chapter I is introductory in nature. In this chapter, we have
addressed ourselves to the problems and issues involved in the public
expenditure situation of the State. Besides, this chapter incorporates a

description and the limitations of the data.
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Chapter 1II is devoted to the review of some important works done
on the subject. An attempt has been made in this chapter to give the
major conceptual and empirical issues relating to the determinants of
public expenditure. This chapter is divided into two sections. Section I
of this chapter concentrates on a brief assessment of the major studies
undertaken at the international level on the growth, pattern and
determinants of public expenditure. In Section II, an attempt has been
made to give a comprehensive survey of the major works carried out in
India by various researchers relating to the analysis of the growth,
pattern and determinants of public expenditure, and the problems that

are encountered with in the analysis.

Chapter III is an attempt made to develop an alternative model
of estimating public expenditure in order to ascertain the factors
influencing the growth and pattern of public expenditure. This chapter
is divided into two main sections. In Section I, an attempt is made to
develop an alternative econometric model by taking into account the
inherent difficulties encountered with in the earlier studies. Section II
of this chapter is an attempt to present the theoretical underpinnings of

the model to justify the determinant variables used in the model.

Chapter IV is concerned with the critical analysis of the growth

and pattern of public expenditure during the thirty years covered by our
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study. We have carried out a detailed analysis of the growth of public
expenditure consequent upon the growth of net state domestic product
in order to ascertain the extent to which public expenditure is
responsive to State income. Further, an attempt was made to carry out
a detailed analysis about the changes in the compositional pattern of

public expenditure that have occurred during the period under study.

Chapter V is an attempt to examine the problems and
prospects of internal resource mobilization of the State. The purpose of
this exercise is to present an over view of the State finance in order to
determine the degree of financial dependency of the State on the Union
government in order to finance explosive growth of public expenditure.
An attempt has also been made in this chapter to determine the extent
to which Meghalaya is financially self-reliant in mobilizing adequate
resources from sources within its own jurisdiction. This chapter thus
covers the following issues: constraints of internal revenue
mobilization, tax effort in terms of State income, composition of tax
revenue, compositional pattern of tax revenue, ratio of individual taxes
to State income and the role of federal transfers in State finance in
order to ascertain their relative contribution to the total public

expenditure.



18

Chapter VI is concerned with the empirical analysis of the
determinants of public expenditure in Meghalaya. Given the nexus
between the level of public expenditure and the level of taxation, we
thought it imperative to touch on the aspect of tax determinant in order
to determine the factors that are responsible for the explosive cyclical
growth of public expenditure in the State. Hence, in this chapter an
attempt is also made to analyze the determinants of revenue of the
State so as to have a better perspective of the intricate problems
connected with public expenditure. An attempt is made in this chapter
to apply the theoretical model as developed in chapter-III to the

empirical data that we have collected for the purpose.

Chapter VII gives the summary of our study and the conclusions
following from it. We have also made an evaluation of the impact of
the explanatory variables on public expenditure and their implications

in the light of our study.
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CHAPTER 11

REVIEW OF LITERATURE

2.1 Introduction

In the previous chapter we have noted that in the wake of fiscal
crisis in recent years, many of the state Governments have increasingly
began to restructure their tax system to seek higher revenue or to
compress their level of expenditures by re-defining their economic
goals or/and objectives in order to curb the growing budgetary deficits.
In a welfare state, adhering to both the propositions becomes a
Herculean task on the part of the government due to the obvious nexus
between the level of public expenditure and the level of taxation. We
would like to make it clear that since the main emphasis of our study is
to carry out an analysis of the growth, pattern and determinants of
public expenditure, we have not made any attempt to study in detail the
obvious nexus between the level of public expenditure and the level of
taxation. It may be noted at this juncture that the causes of the growth
of public expenditure are multi-dimensional. These multi-dimensional
forces range from a rise in the level of income to urbanization, and
from a rise in population to market failures. While some studies in their
analysis of the secular growth of public expenditure, have concentrated

only on economic dimensions of the problem, others have focused on
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its political dimensions. The inferences to be drawn from these two
different schools of thought, are that the government operates either in
a political or an economic vacuum. Further this economic and political
vacuum in its turn is determined by the prevailing socio-political and
economic structures. Much of the theoretical as well as applied work
has been concentrated on finding out the factors accounted for the
major variations in the share of public expenditure in the aggregate
National/State income (henceforth referred to as expenditure ratio) and
to identify and specify the nature of relationship between the
compositional patterns of public expenditure and the level of economic
development. In working out a developmental plan which implicitly
takes into account public expenditure, a major question that always
arises is what should be the absolute level of public expenditure and
whether that absolute level is compatible with the pursuits of various
policy objectives given its level of taxation. No doubt, this calls forth
for a systematic analysis and understanding of the growth, pattern and
determinants of public expenditure. Since the determinants of public
expenditure implicitly take into account the other two dimensions of
the problem, i.e., the growth and pattern of public expenditure, an
attempt is made in this chapter to review in brief the various studies on

the growth and pattern of public expenditure and in detail the various
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studies on public expenditure determinants. This is what has been set
out in the following paragraphs.

In the light of the above arguments an attempt is made in this
chapter to review some of the important studies undertaken in India
and abroad on the important aspect of the present study, namely, the
growth, pattern and determinants of public expenditure in Meghalaya.
This chapter is divided into two sections. Section I of this chapter
concentrates on a brief assessment of the major studies undertaken at
the international level on the growth, pattern and determinants of
public expenditure. In Section II, an attempt has been made to give a
comprehensive survey of the major works in India by various
researchers relating to the analysis of the growth, pattern and
determinants of public expenditure, and the problems that are
encountered with in the analysis.

2.2 International studies on the growth, pattern and determinants
of public expenditure

The Classicists viewed the massive growth of public expenditure

with a disfavor. The classical economists developed ambiguous

arguments to justify the role of public expenditure. The arguments of

the classical economists were aimed at restraining government

interference in the private sector because the government was viewed
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with apprehension and fear. They advocated that the government
should restrict its activities to ‘justice, police and arms’ which clearly
indicates that the duty of the government is to protect the citizens from
foreign aggression and internal disorder. Hence, the government
expenditure was treated as waste, and that the money transferred from
the people to the government could be of far greater utility for the
people than for the government. Similarly, the tax that imposed the
least burden on its payer was considered to be the best one. The
position of the classical economists can be epitomized as ‘the less
government, the better.” This ideology exploded under the impact of
the Great Depression of the 1930s, calling for greater state
intervention. Ever since, public expenditure has been growing in its
structure and size, particularly to meet the objectives of price stability,
full employment, equity and economic growth. The rise in public
expenditure has added to the fiscal responsibilities of the government
of raising additional revenue from various sources to meet the
mounting pressure of public expenditure. Therefore, we shall trace out
the process of the growth and pattern of public expenditure as well as
the factors that determine such growth.

Adolph Wagner (1883)' the famous German economist was

among the earliest scholars who studied a long-run relationship
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between the level of economic development and the size and structure
of public expenditure. Wagner elaborated on his law of increasing
expansion of public expenditure and particularly state activities, after
studying the public expenditure records of several advanced countries
in the nineteenth century. He tried to base his “Law” on the “pressure
for social progress and resulting changes in the relative spheres of
private and public economy, especially compulsory public economy.”
Historical facts on public expenditure have certainly substantiated his
law, although war and its aftermath have pushed up public expenditure
more than social progress. Today, the view that there is a long-run
tendency for public expenditure to grow relative to national /state
income has become widely accepted as a stylized fact in public finance
which needs a thorough empirical scrutiny.

Adolph Wagner perhaps anticipated the rise in public
expenditure as a result of the development of modern industrial society
which would give rise to increasing political pressure for social
progress, and the increased allowance for social consideration would
lead to a continual expansion of public expenditure.

Wagner was basically interested in explaining the share of
public expenditure in the GNP. That might be the reason why he did

not state his ideas in the form of a law. The statistics of public
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expenditures throughout modern times demonstrate such persistent
increase as to justify Wagner’s statement of this fact as a “law”. It is
not clear whether Wagner was referring to the growth of public
expenditure in terms of the ratio of public expenditure to GNP, i.e. the
relative growth in public expenditure, or to the absolute size of public
expenditure. Based on the empirical analysis of the growth of public
expenditure for a number of European countries during the nineteenth
century, Wagner concluded that for growing economies, the share of
all major government expenditure increases. There are two reasons that
the study offers for such a massive increase in public expenditure.
Firstly, the demand for services provided by the government such as
education and health are highly income elastic. Secondly, in the
process of economic development taking place in the economy, the
public sector assumes greater role in checking the monopoly
tendencies of the private sector.

To sum up, it can be argued that to Wagner, the prevailing
level of public expenditures reflect the requirement of a given
historical situation and the changes in public expenditures reflect the
underlying changes in economic structure and development. Further
the justification for increased public expenditure was no doubt

conceived in terms of objective criteria such as population growth or
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social overhead needs. It can be argued that Wagner’s model derived
its strength from the organic theory of the state and the proof of the
existence of the law is historical evidence in between countries.
Wagner’s model, while containing many insights to the problem,
suffers from several inconsistencies and contradictions.

First, the organic theory of the state asserts that state is
assumed to behave as if it were an individual existing and making
decisions independently of the members of the society. This
assumption of the model no doubt forces the problems of social
choices to recede to the background. In a modern welfare state, the
decision as regards to a desirable level of public expenditure is bound
to be dependent on the problems of social choice. Further it can be
argued that the assumption of organic theory of state may not be
applicable in the same manner to different societies. Second, the
historical evidence, which Wagner had chosen to substantiate his law,
1s inadequate. To that extent, it can be claimed that Wagner’s law is
deficient as it concerns itself only with the secular trend of public
expenditure. It does not take into account the other aspects of public
expenditure, such as the time pattern of expenditure growth. Third,
Wagner’s ideas are evolutionary in nature without specifying the

government share at different levels of development or the time needed
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for the attainment of this government share in the economic
development. Last, Wagner concentrated on the demand side of public
expenditure and played down the importance of revenue as a constraint
of public spending. If the growth of public expenditure will be viewed
in isolation from the revenue generating capacity of the state then, the
assumed role of the public expenditure as a ‘stabilizer’ remains
questionable.

In order to overcome some of the deficiencies of Wagner’s
study, Keynes (1936)” in his ‘General Theory’, tried to provide a
theoretical basis for the growth of public expenditure programmes in
the short run. He considered public expenditure as a tool for altering
the degree of utilization of all resources in the economy. The great
contribution of the General Theory was to restore the economics of
public expenditure to the mainstream economics. This restoration was
accomplished, not by drawing attention to the problems of resource
allocation and the general equilibrium aspects of the public sector, but
by attention to the role of public expenditure in stabilizing the
economy. Keynes, of course, was not much concerned with the
efficient allocation of resources in the public sector. His concern was
with the employment of resources, and with the role of public

expenditure in influencing the level of aggregate demand. No doubt
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this approach was a great contribution, both to theory and practice, but
it had the effect of pushing the problems of the size and composition of
public expenditure to a subsidiary position. Unlike, Wagner analysis,
Keynesian analysis of public expenditure suffers from certain
drawbacks. Firstly, Keynesian analysis had demonstrated little concern
for the determinants of public expenditure. Secondly, it has neglected
the long run tendencies of public expenditure whose behaviour in the
macroeconomic context is no longer judged in isolation but always in
conjunction with the pursuit of the several policy objectives. And
lastly, it has failed to explain the observed pattern and level of public
expenditure and changes in those expenditures overtime.

Strayer (1949) in his study of public expenditure policy in the
United States tried to relate the relative growth and patterns of public
expenditure to the needs for government services, technological
development and the rise of urban concentration of population. By
relating the level of public expenditure to the above-mentioned three
variables, the study concluded that there exists a direct and
proportional relationship between them. By using the empirical data
for United States in post war period, the study tried to substantiate the

above functional relationship.
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Fabricant (1952)* is considered to be the forerunner in the
empirical work on growth, pattern and determinants of public
expenditure. His analysis was mainly concerned with state and local
level public expenditure of the United States. In analyzing the inter-
state differentials in the level of public expenditure, he suggested three
independent variables (commonly known as troika) namely, per capita
income, population density and per cent of population living in urban
places (i.e. urbanization). By using these three variables in a multiple
regression model, he tried to establish the functional relationship
between them. The regression model used by him runs in terms of the
following equation:

Y = a + b;X; +bX, + bsX;3
where,

Y = per capita expenditure

X, = state per capita personal income

X, = density of population

X3 = degree of urbanization

With the help of the above regression model, Fabricant
succeeded in explaining 72 percent variation in the inter-state per
capita operating expenditures and 29 to 85 per cent of the variation in

expenditure for the various expenditure functions.
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This model assumes that the relationship among the variables is
additive. That is, the impact of the predictor variables upon per capita
expenditures is found by adding the separate effects of the individual
factors. An additive model implies that the change in per capita
expenditure resulting from a unit change in one of the predictor
variables 1s the same, no matter what the level of the two other
predictors might be. For example, the model assumes that a state with a
high level of per capita personal income would incur the same increase
in per capita expenditures as urbanization increases by a given amount
as would a state at a much lower level of per capita income. The
validity of such an assumption is open to question. The state with the
higher per capita income would most likely incur a larger increase in
per capita expenditure. What is needed in such a situation is a joint
regression model that determines the change in per capita expenditure
for any combination of predictor variables rather than the separate
effect of each one. Fabricant obtained an R* of .72 1.e., the model
explained 72 per cent of the variability in state per capita expenditure.
The model could have improved its predictive ability had it taken into
consideration additional predictor variables.

The study by Samuelson (1954)° on the growth of public

expenditure took to a higher level the normative orientation of public
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expenditure. His model concerns with the determination of the optimal
level of public expenditure that implicitly takes into consideration the
growth and pattern of public expenditure. The model in determining
the optimal level of public expenditure accepts inter personal
comparison of utility based on value judgement and concludes that, it
is the society’s intensities of desire for pure public goods that will have
a positive impact on the level and the size of public expenditure.
Though the model provides an insight into the growth and pattern of
public expenditure, it suffers from serious limitations. First, the social
welfare function (intensities of desire for social goods) based on value
judgement may not reveal a true ordering of preferences for various
public expenditure programmes through economic analysis because in
that case, it becomes a political decision and the economist has no say
to the problem. Secondly, the allocative efficiency of public
expenditure programmes may not be compatible with the welfare
objectives, the moment we assume an ethical judgement that will
dictate the level of public expenditure to be undertaken in an economy.
Lastly, the model is based on a theoretical underpinnings and its
application to the empirical world remains questionable.

In an attempt to study the growth, pattern and particularly the

determinants of state and local level public expenditure and their inter-
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state variations in the United States, Fisher (1961)° adopted a multiple
regression model. By following a procedure similar to that used by
Fabricant, Fisher tried to establish a functional relationship between
the absolute level of public expenditure and the absolute level of a
number of other variables such as per capita expenditure, state per
capita personal income, population density and the degree of
urbanization. The study made use of the following multiple regression
model:

Y=a + b X, + b,X, + b3X;

where, Y = per capita expenditure

X = State per capita personal income

X, = population density

X3 = degree of urbanization

Based on the derived coefficients from the above estimating

equation the study asserts the existence of an inverse correlation
between the level of public expenditure and population density (X,)
and the existence of a positive correlation between public expenditure
and the degree of urbanization (X3) and per capita income (X;). The
study states that the amount of variation explained by these three
factors is less for the year 1957 than it was for the year 1942, the year

for which Fabricant had performed a similar analysis. Further, it states
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that variations in population density, degree of urbanization and per
capita income explain a considerable amount of the variation in per
capita state and local governmental expenditure among the states and
the degree to which these variables explain differences in expenditure
for particular functions varies considerably. Lastly, the study explains a
high proportion of the variations in expenditure for police and fire
protection but a very low proportion of the variations in expenditure
for public welfare. Although the study relies on a multiple regression
model to get a better picture of the importance of population density
and the degree of urbanization, the importance of these factors no
doubt, can sometimes be overlooked because of the greater importance
of the per capita income variable. The analysis of course tells us
nothing about the desirable levels of expenditures.

The study by Peacock and Wiseman (1961)” was an attempt to
cover the deficiencies of the Wagner’s law regarding trends and
patterns of public expenditure. They did not fully accept the analysis of
Wagner as it concerns with the secular growth of public expenditure
only. They believe that apart from the secular trend of public
expenditures there are other aspects of the development of public
expenditure, which are equally significant such as the time pattern of

public expenditure growth. Their displacement hypothesis regards
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public expenditure as being clearly determined by revenue. On the
other hand, Wagner concentrates on the demand side of public
expenditure and plays down the importance of revenue as a constraint
of public spending. While discarding Wagner’s organic theory of the
state, they make the following assumptions about the nature of the
state: (1) decisions about public expenditure are taken politically, and
so can be influenced through the ballot box (2) political choices about
the use of resources differ from choices made through the market
system, and (3) citizens can have ideas about desirable public
expenditure, which are quite different from and perhaps incompatible
with their ideas about tolerable burdens of taxation.

On the basis of these assumptions, Peacock and Wiseman
developed a hypothesis using time series data on public expenditure for
the British economy, which is generally called the ‘displacement
effect’. They put forward the notion that during the period of social
upheavals like war the public expenditure is displaced from the old
level and never returns to the pre-war level. According to them, social
upheavals like war displace public expenditure through two effects.
The first is the ‘inspection effect’, which means that at the time of
crisis, methods of raising revenue formerly, though intolerable, become

possible, and acceptance of new tax levels remains even when the
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disturbance has disappeared. At the same time, social upheavals bring
about an increased number of obligations on the part of the government
both as the result of functions assumed in war times and as a result of
social ideas. Wars often force the attention of government and people
to the problems of which they were formerly less conscious. The
second is the ‘concentration process’, which means that public
expenditure particularly on transportation, and communication is
centralised through government’s larger involvement.

From their explanation, it appears that displacement effect
occurs due to the outcome of the interplay of three factors, viz., (a) of a
persistent disequilibrium in the public sectors, (b) of a limit to taxation,
and (c) of public expenditures determined by tax revenues.

Peacock and Wiseman hypothesis, while containing many
insights suffers from several drawbacks. First, although it throws some
light on the growth of public expenditure at various levels of crises and
thereafter, the experiences of most of the countries negate the
hypothesis. Secondly, their hypothesis could not explain satisfactorily
why the level of taxation is more influential in determining the growth
and patterns of public expenditure. Thirdly, the increases in public
expenditure of the 1960’s and 1970’s do not fit at all easily into their

hypothesis of social disturbance. Fourthly, their theory is unrealistic as
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it ignores the special characteristics of public expenditure by treating
the government as if it were an individual. Lastly, some studies have
interpreted their findings as a contradiction to the displacement thesis,
since it is found that after some postwar adjustments civilian public
expenditure in many instances return to the pre-war trend determined
by the underlying developmental situation.

Oman (1962)° tried to overcome the weaknesses of the earlier
studies by using a relatively improved model with higher explanatory
power for explaining the determinants of the State and local
government expenditures in the United States for the year 1960. The
model takes into account per capita income, percentage of urban
population, population density, rate of population growth and federal
aid to the function (if applicable) and all other federal aid as
independent variables and growth of public expenditure as the
dependent variable. The coefficient of multiple determinants R’
indicates the proportion of the variance of the dependent variable
explained by the independent variables. The study states that three
variables, per capita income, total federal aid, and the percent increase
in population accounts for 68 percent of the variance in general
expenditure growth and the rest three variables explain 63 percent of

the variance in the public expenditure. In order to assess the relative
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importance of the independent variables as determinants of
expenditures, he computed the -coefficients where, per capita income
ranked first in six functions and federal aid ranked first in three cases
out of nine functions listed in the analysis. The analysis shows that
federal aid has the effect of stimulating those functions to which it has
been directed. It is also found that expenditure on some functions
would increase through federal aid to other functions.

Kurnow (1963)° in his study of the determinants of state and
local expenditures in United States, made an attempt to improve the
explanatory power of the equations by selecting better regression
models. He preferred an exponential model to the simple linear model
used by Fabricant and Fisher, in order to capture the interaction among
the independent variables. By applying his exponential model to the
same set of database, as was used by Fabricant and Fisher, Kurnow
tried to prove the superiority of the model over that of Fabricant and
Fisher. The study claims that the exponential model as regards to the
determinant analysis is more adequate on a priori grounds as it is able
to account for more of the variability in per capita state and local
expenditures than the results shown either by Fabricant or by Fisher.
The study of Kurnow relies on a model that determines the change in

per capita expenditure for any combination of predicator variables



38

rather than the separate effects of each one of them. Such a joint
regression model is given by the equation:
Y = aX,* X2 X,
where,

Y = per capita expenditure

X, = state per capita personal income
X, = density of population
X3 = degree of urbanization

He proved the superiority of the joint regression model by a
comparison of the coefficients of determination (R?) resulting from the
use of the two models (Exponential Model and Simple Regression
Model). Fabricant obtained an R? of .72 for the additive model while
the joint regression model of this study resulted in a significantly R* of
.88. Based on the result of the estimating equations the study states
that for every 10 percent increase in the respective predicator variables,
there is an increase in per capita expenditure at the rate of 5.6 per cent,
2.2 percent and 2.6 percent respectively. We must point out here that
such a joint regression model may give rise to severe inter-correlations
among the predicator variables. Therefore, conceivably a multi-
equation model might yield results superior to the ones attained in this

study.
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Sacks and Harris (1964)"° made an attempt to study the
determinants of state and local expenditure in the United States for the
year 1960. The main purpose of their study was to compare Fabricant’s
and Fisher’s results with a similar analysis by using additional
variables of federal and state aids in the estimating equation and to
provide higher explanatory power to the analysis on the determinants
of public expenditure. In order to assess the impact of these two
additional variables, their study made use of regression and correlation
techniques in a stepwise fashion. The first step in their analysis
included only the three basic factors, viz., population density,
percentage of urban population and per capita income. Then in the
second step, per capita federal aid for the particular public expenditure
function was included in each regression. As a third step, per capita
state aid for each function was included with each expenditure
variable. And, lastly, the equations were fitted including both state and
federal aid. Their analysis shows that when federal aid is taken into
account, the negative and non-significant relationship between income
and public welfare spending as reported by the earlier studies becomes
positive and significant. They claim it as an improvement upon the
original analysis. Further the study claims that population density,

percentage of urban population and state aid are not so spectacular in
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explaining the determinants of public expenditure, they are
nevertheless very considerable. Based on their statistical results, the
study asserts that the federal aid and the state aid remain the major
determining factors of public expenditure. Although the addition of
these two variables has enhanced the explanatory power of the
equation in the model, the statistical procedures used in the analysis is
questionable as it overstates the importance of the aid variable as a
major determining factor of public expenditure.

Using a some what different functional classification of public
expenditure, Fisher (1964)'', made an attempt to study the inter-state
variation in State and local government expenditure in United States.
His study takes in to account seven sets of both economic and socio-
political variables for the purpose. The economic variables that the
study takes in to account are (i) percent of families below $2000 level
of income for the year 1959; (i1) the yield of representative tax system
for the year 1960 as per cent of United States National Income
Average; (i1i1) population per square kilometre for the year 1960; (iv)
per cent of population in urban places for the year 1960; (v) per cent
increase in population over the years 1950-1960. The socio-political
variables that the study includes are (i) two party competition and (ii)

per cent of population over the age of 25 with less than 5 years



41

schooling for the year 1960. The most important finding of the analysis
is the high degree of negative relation between the levels of
expenditure and per cent of low-income families in the state. The
finding suggests that political resistance to increased government
expenditure and the accompanying higher taxes is greater among low-
income persons. Further, by using the multiple-partial coefficients of
the estimated equation the study finds the demographic factor to be
more important than would be expected by looking at the beta
coefficients alone. The study concludes that the yield of a

representative tax system is a useful measure of state fiscal capacity.

Although Fisher has reported the results of the standard tests of
statistical significance, it may be mentioned here that there are
problems involved in taking the fifty States as a sample from a normal
universe. It is doubtful that the results explaining the pattern of

governmental expenditure can be extended to other parts of the world.

In an attempt to identify the determinants of local government
expenditures in the central cities and municipalities, Kee (1965)"* used
the method of multiple regression analysis to describe the relationship
between each dependent variable and a set of selected independent
variables for the year 1960. The study reveals that per capita local

expenditures in the central cities are highly associated with the
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variables reflecting the allocation of functional responsibilities among
the different layers of State and local governments. Among these
structural variables the ratio of local expenditures to total State and
local expenditures are of main importance in explaining total per capita
expenditures. The subsequent analysis reveals that two sets of dummy
variables indicating different layers of government in providing public
education and/or public welfare are of great significance in
determining the variations in the levels of total per capita municipal
expenditure. Further the study states that the second major variable
influencing the central city’s expenditure variation is the State
payments to local governments, especially the State grants-in-aid. The
two variables, i.e., the expenditure allocation variable and State aid,
taken together explain 70.6 per cent of the variations in the total
municipal expenditure. In the case of 29 central cities, the same two
variables account for 85.2 per cent of the total municipal expenditure
variations. To conclude, the study stresses on the fact that expenditure
analysis of central cities, for that matter of any local community,
cannot be adequately undertaken without considering the distribution

of responsibilities among the various governmental units.

Adam (1965)" made an attempt to study the determinants of

public expenditure in the United States by establishing a functional
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relationship between the selected per capita aggregate expenditures of
all local governments and the quantity of public services consumed.
By taking into account the available data for the year 1957, he carried
out a multi-variate analysis to substantiate the above functional
relationship. The study preferred to use the following explanatory
variables viz., (1) population density per square mile; (ii) per cent of the
urban population; (iii) per capita hotel; (iv) motel and camping receipts
(socio-economic environment); (v) geographical region; (vi) percent of
the houses built (physical environment); (vii) level and distribution of
income (income and wealth); (viii) per cent of the foreign-born
population; (ix) percentage of the population which is non-white
(individual characteristics); (x) number of political/economic
jurisdictions, and (xi) percentage of the population which is
“Ummigrant” (political or institutional).

The study claims to have a reasonable success in explaining the
variation in per capita expenditure by using a multi-variate analysis to
the above sets of variables. The result of the analysis states that socio-
economic environment is the predominant factor in explaining the
variations in all the expenditure function except two expenditure
functions, 1i.e., street maintenance and general control. The study

further reveals that the second important variable that affects the level
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of per capita expenditure is the percentage of immigrant population
(political or institutional factor). Based on the above findings, the study
concludes: (1) that the continuing changes in the social and economic
environment as measured by density and urbanization might have
given rise to continued and predictable pressure for more public
services and (i1) that the changing demographic composition of most
American communities brings with it changing preferences for public
services. Lastly, the study suggests the desirability of introducing age
distribution and religious background as the expenditure determinant
variables in future research.

The studies reviewed above emphasize the relationship between
the absolute level of government expenditures and the absolute level of
a number of other variables, the most common of which are per capita
income, population density and degree of urbanization. Such cross-
sectional analyses no doubt have gone far in the direction of pointing
out significant relationships, which might have helped in explaining
some of the variation among states in the magnitude of per capita
government expenditure and/or aggregate public expenditure. But, the
problem that seems to have been overlooked in these cross-sectional
analyses involves the determination of those factors influencing

changes in the level of state and local governmental expenditures. To
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put it differently, what portion of the variation in changes in
governmental expenditures can be explained by changes in the level of
selected independent variables.

In order to overcome some of the deficiencies of the earlier
studies, Bahl and Saunders (1965)'* made an attempt to study the
determinants of changes in state and local government expenditure in
the United States for the years 1957 to 1960. With the help of multiple
correlations technique the study makes an attempt to explain the inter-
state variations in the changes in both per capita general expenditures
and per capita expenditures by function. The study tries to relate per
capita governmental expenditure being the dependent variable to a set
of five independent variables. The independent variables selected by
the study are: changes in per capita personal income (X;), changes in
population density (X;), changes in urban population (X3), changes in
per capita federal grants to states (X;) and changes in public school
enrolment (Xs). Using these variables, the correlation analysis carried
out by them exhibits that only the federal aid variable is a significant
factor in explaining inter-state variation when 48 coterminous states
are taken into consideration. But the same factor is found to be
inconsequential when a similar analysis is undertaken for 15 high-

income high-density states. Although this study manages to explain a



46

lesser proportion of the variation in expenditure changes than other
studies have explained of expenditure levels, the study maintains that
the incremental analysis, i.e., the analysis of change, raises some
questions as to the validity of the conclusions drawn from cross-
sectional and non-longitudinal techniques. Further, the conclusions of

the study suggest a fruitful area for further research.

In order to improve upon the model of Bahl and Saunders, the
study of Morss (1966)" takes into consideration per capita State and
local taxes as an additional variable to analyze the determinants of
public expenditure in the United States. By using a similar technique as
used by Bahl and Saunders, the study of Morss concludes that this
particular variable alone explains 72 per cent of the inter-state variation
in total per capita State and local expenditures. Further, the study
maintains that for the purpose of prediction, certain variables like tax
receipts, aid payments, budget deficits and lagged values of the
dependent variable may be used as predictor variables in order to

ascertain the determinants of public expenditure.

The study of Booms (1966)'°, employs the multiple regression
analysis to ascertain the socio-economic determinants of per capita
public expenditures for Ohio and Michigan cities in the United States

for the years 1962 and 1963. His study is based on a hypothesis that the
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form of city government (manager or mayor) has an important effect
on the levels of per capita public expenditure for the common functions
of local government. Further, the study assumes that the city-manager
form of government is more efficient than the mayor-council form of
government. The independent variables that the study makes use of
are: (i) percentage of families earning below $3,000; (ii) percentage of
families earning over $10,000; (iii) per capita inter-governmental
transfers (state aid) and (iv) the form of government (for which the
study uses a dummy variable). The study has provided some evidences
for the acceptance of the hypothesis that expenditure levels per capita
for local public goods vary according to the form of government under
which the city operates. The study further shows that per capita public
expenditures in manager operated cities appear to be lower in relation
to mayor directed cities. Although the statistical results provided by the
study are suggestive, it exhibits the limitations of not separating
precisely the demand and supply side forces in the determination of

expenditure levels under various forms of government.

In an attempt to refine his earlier study, Morss (1967)17, carried
out an analysis of the determinants of public expenditure in the
United States by including the level of taxation as an additional

explanatory variable, where he argues that generalizations regarding
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the relative advantages of the two models cannot be made and the
explanatory power of the two models should be the criterion to prefer
one model to the other. In order to find the statistical significance of
this additional variable on the level of public expenditure, he carried
out a simple linear regression analysis. His results show that this
additional variable has contributed substantially to the explanation of
inter-state differences in state and local government expenditures,
where the reported variation in the level of public expenditure is stated
to be 72 percent by this particular variable alone. In a welfare state, the
usefulness of this variable in the empirical analyses on determinants of
government expenditures is questionable because the level of taxation
1s determined by the level of public expenditure and not vice-versa.
Baumol (1967)"® tried to explain the growth of public
expenditure with the help of the ‘productivity lag’ hypothesis where he
maintains that productivity of the public sector always lags behind the
productivity of the private sector. And it is the productivity lag that
explains the growth of public expenditure in recent years. The
underlying hypothesis according to the study is that labour productivity
tends to grow less in the public sector than in the private sector, yet
wage costs rise at a similar pace to those in the private sector. As a

result, overall productivity rises less rapidly in the public sector than in
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the private sector as per capita income growth continues. Public sector
expansion takes place at the expense of the private sector. It follows
that there will be inherently greater labour intensity in the public sector
compared with private sector. It is this causal effect relationship that
pushes up the level of public expenditure. This hypothesis has its own
drawbacks as in reality it is difficult to find out whether technical
barriers opposing innovation in the public sector are higher than in the
private sector. Moreover, the underlying working forces within the
public sector are so numerous that it is hardly possible to obtain a
precise index of quantifying the existence of productivity lag with
empirical precision. As a result, the application of the productivity lag
hypothesis to determine the level and quantum of public expenditure in

the empirical analysis remains questionable.

In order to over come some of the lacunae of the existing
literature, Sharkansky (1967)", made an attempt to study the
determinants of public expenditure in the United States by adding
previous year’s public expenditure and state’s role as the explanatory
variables to a sets of other variables which are generally being used by
the earlier studies. The study relies on five sets of independent
variables for explaining the variations in the level of public

expenditure. The independent variables that the study uses are: per
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capita personal income, federal grants as a percentage of state
government revenue (federal aid), state and local government taxes as
a percentage of personal income (tax efforts), the percentage of state
and local expenditures spent by state agencies (state role) and previous
year’s per capita expenditures. By comparing the coefficients of simple
correlation the study indicates a positive relationships between a
measure of the state role and state spending per capita. Further, the
study states that when the measure of state role is included in multiple
regression and partial correlation analyses with a measure of previous
expenditures, the importance of state role for current expenditures
diminishes. Lastly, the study indicates that the other variables such as,
federal aid and tax efforts show a positive relationship with each
measure of spending, but the relationships are not strong enough to
establish the importance of these factors in influencing the total public
expenditure. On the basis of the analysis carried out, the study
concludes that the incorporation of previous expenditures in analyzing
the determinant of current expenditures provides a brilliant

demonstration of the stability of government’s expenditures.

Horowitz (1968)* relied upon a simultaneous equations model
to explain the inter-state differences in the per capita state and local

government expenditures. The model takes into account the amount of
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public services provided and the number of state and local government
employees for explaining the inter state differences in per capita state
and local level expenditure. The analysis indicates that these two
variables taken together explain near about 73 percent of variation in
the total public expenditure. Further, when the effects of the other
variables are held constant, federal aid emerges as the major

determinant of public expenditure.

In an attempt to heighten the explanatory power of the equations
by better specification of the regression model, Henderson (1968)*'
included in his analysis, quantities of pure public goods in order to
make a useful study on the determinants of public expenditure. In his
analysis, he uses a formal model maximizing social welfare (W)
subject to constraints set by revenue and achieves in providing a
greater insight into the determination of public expenditure. He
defines community’s social welfare function as:
W=(a,+aY+a,R+a,P)logG+ X

where Y,R,G and X are income, revenue from other
governments, local government expenditure and income after local
taxes respectively, each measured in per capita terms. P is the
community’s population. The community budget constraint is

T =(G-R) where T is its per capita local taxes and charges. Thus,
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G="24+"LY+2R+2P
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By using two-stage least squares method, he estimated the
parameters for these equations from cross-section country data for the
year 1957. The analysis shows that the mean metropolitan county
finances a larger portion of their expenditures through debt than the
mean non-metropolitan county. The study further reveals that the non-
metropolitan county spends a much higher percentage of its marginal
income on local government expenditures and the expenditures of the
metropolitan county are more responsive to increase in inter-
governmental revenues. Further, it states that the coefficients for the
population variable are positive for the metropolitan counties and
negative for the non-metropolitan counties in determining the level of
public expenditure. This only hints that it is possible for the local
government services to have a U-shaped average cost curve.

Pryor (1968)** made an attempt to examine the determinants of
public expenditure in communist and capitalist countries during the last
few decades. The broad determinants of public expenditure spelled out
by him are: the economic system, the level of economic development
and other influences that include what Musgrave calls ‘conditioning

factors’. In fact, the study takes into account the economic system as
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an independent variable but in view of lack of institutional or
theoretical evidence, the study pursues an inductive approach instead
of testing certain a priori hypotheses. The study compares the seven
market economies with the seven centralized economies roughly paired
for per capita GNP. He takes the ratio of public expenditures to GNP
as a dependent variable. These ratios are compared cross-sectionally
and the ratio-income elasticities are estimated for cross-sections and
time-series data. For the level of economic development Pryor’s time-
series analysis of the fourteen countries from 1950 to 1962 shows
eleven countries with statistically significant ratio-income elasticities
for total public consumption expenditures, excluding the military.
From the findings of his analysis he concludes that there is a clear
connection between per capita incomes and the share of public
consumption expenditure as the economy passes through the transition
from agricultural-rural to industrial-urban and that per capita incomes
rise from around $200 to $600. That is to put it more precisely, the
growth of public expenditure is bound to be linked up with the growth
of per capita income i.e. the level of economic development. Further,
the study states that once this transition is attained in the economy, the
relation of public expenditures and incomes ‘appears more random.’

As regards to the economic system variable, Pryor finds that public
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expenditure is relatively higher in centrally planned economies for
education, research and development, and non-military security,
excluding traffic control. The economic system is not significant for
defence, welfare, and health; nor does the elasticity of the ratio of
expenditures to incomes for any type of expenditure; vary
systematically with the economic system between 1950 and 1962. In
fact, in many cases, the variation among countries within the same
economic system exceeds that between the two systems as the study
repots. Pryor concludes that (1) the problem of policy making with
regard to public consumption expenditures are quite similar in all
nations regardless of economic system and (2) public finance
institutions which appear different in countries may actually act in very
similar ways. Although the study of Pryor provides an insight into the
intricacies of public expenditure, it suffers from certain limitations.
First, it can be argued that the sets of economic and non-economic
variables that the study takes in to consideration are highly inter related
making a relationship between them and public expenditure very
complex. Second, it may be mentioned here that the influential factors
of public expenditure are often country specific and as such their
influence on public expenditure may be unique in each situation and

may result in each country having its own pattern of evolution of
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public expenditure. As a result the model remains elusive in its
universal application.

Musgrave’s (1969)*, study on the determinants of public
expenditure in three major countries namely, the United Kingdom, the
United States and Germany makes use of three categories of variables
pertaining to economic, conditioning and social forces. His study
exhibits the existence of a strong positive relationship between the
growth of public expenditure and the above mentioned three categories
of variables which made him to conclude that per capita income,
changes in technology, demographic change, social and cultural values
and political structure positively affect the level of public expenditure.
The main limitations of the study is that neither it draws the clear-cut
dividing lines between these categories of economic, conditioning and
social forces nor are they completely independent of each other. In
such type of study, there is a problem of severe multi-collinearity that

one may find in the analysis of a time series data.

Lall (1969)**, in his effort to study the determinants of public
expenditures of 46 developing countries relied mainly on simple
regression analysis by taking the data for the years 1962-64. The study
divides the countries into three income groups: (i) per capita GNP of

up to $124; (ii) per capita GNP of $125 to $249 and (iii) per capita
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GNP of $250 to $675. The study makes use of two sets of regressions
for each group of countries separately and in combination, the first
with total expenditure and various categories of expenditure expressed
as percentages of GDP, the second with various categories of
expenditure expressed as percentages of total expenditure. By using a
simple regression analysis, Lall tried to test the hypothesis that a
relationship exists between per capita income and the size and pattern
of government expenditures. The analysis shows that there does not
exist any significant relationship between per capita G.N.P. and total
government expenditure expressed as a percentage of G.D.P. for any
group or combination of groups of countries. Further, the study
exhibits that there is no significant relationship between per capita
G.N.P. and total current expenditure for any group or combination of
groups of countries. On the basis of these findings, the study concludes
that per capita income seems to influence government expenditure on
some items but on larger categories, it does not exert any influence at
all. Therefore, the study recommends that dummy variables for certain
non-economic factors along with other indices of development may be

used as explanatory variables for expenditure determinant analysis.

Weicher (1970)” made an attempt to improve upon the earlier

studies on the determinants of state and local government expenditures
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by taking into account demographic and socio-economic factors known
as tastes and service conditions. The study analyzes per capita
expenditure of 206 central cities of Standard Metropolitan Statistical
Areas in the United States for the year 1960. The study uses the
following independent variables for the purpose of expenditure
analysis: (1) size of population of the central city and the rate of growth
of population (ii) inter-governmental revenues (per capita revenue
received by the municipal government from other governments (iii)
fiscal capacity (median family income and percentage of persons
working 26 weeks) (iv) metropolitan political fragmentation (ratio of
central city population to population of the urbanized area), (v) tastes
and (vi) service conditions. The study claims that the inclusion of taste
and service condition variables has broadened the usual analysis of
local government expenditures to identify several variables, which
have important effects on individual local public services. In particular,
the study finds a significant effect of ethnic composition of the city on
most of the public expenditure programmes. Further the result of his
study shows that some variables while not generally significant, still
have larger effects in particular cases; for example, slum housing
requires substantially increased fire protection expenditures but has no

effect on other services where it might have thought to be important on
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a priori reasoning. Finally, his study suggests that for further fruitful
research into local government expenditures the approach should be
based on the investigation of particular service categories, by trying to
1solate variables, which might help to explain expenditures on a

number of services.

Booms and Teh-wei Hu (1971)*° made an attempt to study the
determinants of public expenditure on education. In their study they
tried to generalize the analysis for aggregative purposes by considering
both socio-economic and institutional variables. They consider two-
stage least squares regression techniques for analytical purposes. The
study is based on the data collected for the year 1960 for 50 States of
the United States. The study reveals that the price variable i.e., the
nominal tax rate has a negative impact on the demand for public
education expenditure whereas federal aid has a direct and positive
impact on the supply of public funds available for public education
expenditure. Further the study suggests an empirical analysis on a
disaggregated basis over the many government functions so as to get a
deeper knowledge and understanding of the total public expenditure
process.

Goffman and Mahar (1971)* in their detailed analysis of

expenditure determinants for six Caribbean countries demonstrated that
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although income, prices and population are found to be determining the
public expenditure level, there are a large unexplained variation in the
time pattern of public expenditure growth in these countries. Of course,
the study does not provide any statistical or economic explanation to
the observed large unexplained variation in the time pattern public
expenditure growth. Further, the study finds that in addition to the
above explanatory variables mentioned above, the displacement effect,
the impact of developed countries, domestic political philosophy and
demonstration effect play a crucial role in determining public
expenditure growth.

The study of G.H. Peters (1971)** on the growth of public
expenditure, assigns numerous factors for the growing share of
economic activity undertaken by the public sector. The study asserts
that as the general standard of living improves, public expenditure
tends to increase. This argument appears to have particular weight in
respect of education, health, housing, and road provision, which
display a high-income elasticity. The study further argues that there is
always a tendency on the part of the public activities to be concentrated
in a range of activities, the demand for which rises as the general

standard of living improves. The above study is largely based on a
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normative approach and therefore has got a limited application in the
real world.

After spelling out the major flaw of the earlier determinant
studies which tried to explain public expenditure in terms of factors
largely associated with demand side of the problem, Burkhead and
Miner (1971)* in their study of public expenditure made an attempt to
show theoretically that demand aspect alone is incapable of explaining
the determinants of public expenditure and as such argued that both
demand and supply (or costs) of public sector services jointly
determine the level and quantum of public expenditure. The study
argues that the standard approaches applied to the estimation of
industrial or sectoral production or cost functions can also be applied to
the public sector for estimating the cost function and/or supply
function of the public sector. According to them, if public sector
outputs are quantifiable it would be possible to relate, ex post,
observed measures of quantities of similar outputs by different
governmental units to observed measures of inputs used and, thereby,
to estimate production coefficients. Given these coefficients and prices
of inputs, cost curves could be derived. As an alternative, cost curves
could be estimated directly by cross-section or time-series analysis of

variations in expenditures in relation to variations in quantity of output,
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taking into account output quality and other determinants of cost such
as differential factor prices. The major drawback of this study is that it
has not been able to estimate a systematic functional relationship
between inputs and outputs or between expenditures and outputs. As
long as public service outputs are measured in terms of indicators of
performance and not in direct physical units the underlying production
functions will remain elusive.

A.R. Prest (1973)" in his study on public expenditure argues
that the growth of public expenditure is affected by three sets of
variables, viz. the growth of population, the emergence of strong local
opinions and the emergence of strong world opinions. He maintains
that a rapid rate of growth of population will set in motion a causal
chain process. As a result, the rate of growth of government
expenditure as a whole is likely to be faster than that of population. But
the experience of some countries of the world suggests that a
population growth around 3 percent per annum, by no means explains
the great increase in public expenditure in these countries. Further, the
study argues that the emergence of strong local opinion affects the
level of public expenditure to a very great extent. With the emergence
of strong local opinions, the study observes that there is always a

greater demand for improvements in living standards, which entail
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higher level of public expenditure. But the related question that arises
here is that, how far the growth of, say, education or health
expenditures in any given country is due to a government’s desire to
placate local opinion or to its wish to conform with or emulate
practices in other countries remains unanswered by the study. Lastly,
the study argues that world opinion positively affects the level of
public expenditure in a country through a demonstration effect. We
may be tempted to point out here that although the study tries to
substantiate its findings by taking the budgetary history of Sri Lanka,
India and Pakistan in the 1960’s, these cases may not be fully
representative as these countries share a common platform for their
various economic agenda and were at a formative stage of economic
development at that particular point of time. Further, the budgetary
history of some developed countries during the same time period
negates this proposition.

Ubogu (1983)’' made use of an econometric analysis in order to
study the political economy of government expenditure in Nigeria. The
main objective of the study was to ascertain the trend and variations in
the aggregate as well as their composition of government spending and
to determine the factors responsible for the growth of public

expenditure. An analysis of trend and composition of government
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spending indicates a continuous increase in government spending on
each function during the period covered by the study. The tremendous
increase in public expenditure on various functions has been attributed
by the study to increases in government revenue from the oil sector and
the number of states created in the nation which as a consequence have
to be provided with social, economic and welfare services in addition
to general administration. Further, the study contends that the factors
which influence public expenditure arise from political, social and
economic considerations. These factors are: changes in the level of
domestic revenue and foreign aid, changes in ideology, international
demonstration effect, changes in per capita income and wurban
population, rapid growth in dependent population (children) and
changes in the level of monetisation of the economy. The study uses a
simple trend and multiple regression analysis in order to examine the
changes that have occurred not only in total government spending but
also in the components. The results of the multiple regression analysis
establish an inverse relationship between educational spending and
either literacy rate or per capita income. The same relationship exists
between health expenditure and the above mentioned variables. As
regards economic services, the study finds that public expenditure on

this head is positively related to literacy rate and the degree of
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monetisation of the economy but inversely related to the degree of
urbanization and per capita income. On the other hand, the study finds
a positive and significant relationship between defence spending and
natural resource endowment. Finally, the study reports that in all the
regression equations, the expenditure function is found to be positive

and significantly related to total spending.

Most of the comparative studies on the determinants of public
expenditure that we have reviewed above stress on a functional
relationship between economic development and total national current
expenditure among high income and low income countries. The basic
premise of these studies is that citizen’s tastes and preferences as
inferred from economic and demographic variables, are the primary
factors that influence expenditure decision-making. Such a perspective,
however, ignores the institutional mechanism i.e., political structures,
processes and values as well as fiscal policies in representative
democracies that facilitate or interfere with the transformation of
individual and group wants into different types of government action.
Based on the above observations, Solano (1983)32 tried to study the
determinants of public expenditure by considering certain institutional
factors such as economic development, federal or unitary form of

government and tax centralization along with selected demographic
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variables. The study reveals that institutional variables are mainly
responsible for the wide variation in the public expenditure levels
among high-income democracies. Therefore the study suggests that in
order to assess more accurately the impact of political and fiscal
variables, expenditures should be so disaggregated as to correspond to
groupings, which are the basis of government decision-making.
Sandford (1984) maintains that a complex of economic,
political, psychological, sociological, institutional factors and even to
certain extent the statistical influences determines the growth of public
expenditure. By taking into account seven sets of variables which run
in terms of administrative rearrangements, technical factors, changes in
attitude to public spending, changes in the nature of publicly provided
goods, the growth of public sector employment, the inherent
characteristics of politicians and bureaucrats and institutional factors,
Sanford tried to study the public expenditure patterns of O.E.C.D.
countries. Based on the findings, the study concludes that all the
explanatory variables have got a positive impact in determining the
size, structure and patterns of public expenditure in these countries.
Lewis and Rice (1985)*, in their study on public expenditure
argue that it is the combined influence of elite preferences, demand of

the pressure groups and the preferences of the masses that determines
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the level of public expenditure. The study finds that the domestic
demand generated by the key socio-economic groups — the aged, the
young and the economically disadvantaged lead to significant increases
in the size of public expenditure. The study also finds that with regard
to the international arena, demand from diverse foreign and domestic
groups triggers a military build-up or a trade intervention, both of
which act to expand the public expenditure.

In order to identify and empirically assess the economic,
monetary, financial, and institutional/political factors associated with
the growth of public expenditure, Mann and Schulthess (1986)> made
an attempt to study the behaviour of Argentine public expenditures for
the period 1930-1977. Using multiple regression techniques and
functional and economic classifications of government spending,
explanations are sought regarding the constancy of the secular overall
expenditure to GDP ratio and with respect to the changing composition
of total outlays. The study uses the following regression equation:
log GE/Y =loga + bjlog Y/P + bylog M+Y)/Y + bslog T/Y

+ bylog Tp/T; + bslog MS/Y + bglog AIP
+ bD;+ U
where,

GE/Y =total or categorical government expenditure as a
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percentage of GDP
Y/P =real GDP per capita
(M+Y)/Y = foreign trade coefficient
TJ/Y = total tax revenues/GDP
Tp/T; = share of personal income taxes in total tax revenues
MS/Y = money supply/GDP; MS is defined as M, (currency
plus demand deposits)
AIP = inflation rate
D, = president elected by popular vote or not
Based on the findings, the study lands up with some interesting
results. The study finds that real per capita GDP and deficit financing
of spending are positively correlated with the expenditure/output ratio
whereas, the real financing (tax revenues), conservative and non
elected government have got a tendency to pull back the
expenditure/output ratio. The study admits that no variable emerges as
statistically significant for all categories of expenditure as the
importance of a variable depends a great deal on how expenditure is
disaggregated. Further, the study uses the consistently positive signs on
the real per capita GDP variable in the analysis to corroborate the
hypothesis that the demand for more and better quality public goods

and services grows as economic growth takes place thereby giving rise
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to an increasing pressure on the level of public expenditure. Lastly, the
study argues that the inability to channel greater tax resources into
public coffers has been one of the main limiting factors on public
expenditure growth in Argentina.

Abizadeh and Yousefi (1988)* examined empirically the secular
growth of federal government expenditure in Canada using both
political and economic variables. Their empirical model runs in terms
of the following equations:

ER, = o (OP)" (DR)” (U (PFY™ (Y..)” (LFGR)™ 1

Or

InER; = Ina + B{In(OP)) + B,In (DRy) + BsIn (Uy;) + B4In (PF))
+ Bsln (Y1) + PgIn (LFGR)) + €

where,

ER = government expenditure ratio

OP = openness, defined as the ratio of exports plus imports to
GNP

DR = dependency ratio

U =rate of unemployment

PF = political factor index

Y, =real GNP growth rate

LFGR = ratio of the civilian labour force employed by the

government to the total labour force
pand € = residuals
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Using a time series national data for Canada and employing the
ordinary least squares method (OLS), they tried to estimate the second
equation. The broad conclusions that emerge from their statistical
analysis are as follows: (a) Political and economic factors are found to
be significant in determining the growth of public expenditure in
Canada. (b) Among the economic variables, internationally induced
economic changes, dependency ratio, rate of unemployment and the
growth in real income are found to be poorly related to the growth of
public expenditure. And lastly, the political variables are reported to
be largely responsible for the tremendous growth in public expenditure
in Canada.

Joulfaian and Mookerjee (1990)” made an attempt to
empirically gauge the government revenue-expenditure nexus for a
state. The study is based on a hypothesis that the level of expenditure is
always a linear function of the level of taxation and to that extent, there
exists a causal relationship between state revenues and expenditures.
Using data for Massachusetts in the United States the study employs
vector auto-regressions (VARs) to investigate the directions of the
relationship between these two sets of variables. The findings of the
study indicate that revenues drive state government expenditures.

Moreover, the study finds little evidence of permanent causal effects of
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federal grants on state expenditures. Finally, federal grants are found to

have an insignificant effect on state expenditures.

The study of determinants of public expenditure by Odedokun
(1993)*® is based on flow-of-funds annual panel data from 15 less
developed countries for varying periods that fall between 1970’s and
the middle of the 1980’s. The study tries to identify the factors that
determine the various components of public expenditure account of the
flow-of-funds data viz., saving, investment and net lending (in relation
to the GDP). The study makes use of nine determining factors, viz.,
economic growth, real interest rate, domestic credit availability,
devaluation of exchange rate, openness of the economy, population
size, per capita income, share of the central revenue in the GDP and the
world economic growth. The study concludes that each of the
postulated factors has an economically and statically significant effect
on the level of public expenditure.

The study of Bosch and Pandiello ( 1995)39 on determinants of
public expenditure tried to test a number of hypotheses concerning the
political and fiscal behaviour of the local authorities in relation to
public expenditure. The main objective of their study is to measure the
extent to which local expenditure gets influenced by political and fiscal

behaviour of the local authorities. By taking a sample of 105 Spanish



71

municipalities with a population above 50,000, the study tries to
employ an ordinary least squares regression analysis. The study uses
the following regression model to establish a functional relationship
between a set of independent and dependent variables:

E = E (ID, VG, EP, FE, CD, RD, FC, VT)

where,
E = municipal per capita expenditure

ID = dummy variable of an ideological nature that took the
value ‘0’ when the party or coalition in municipal
government was of the right or centre and ‘1 if it
was the left

VG = percentage of votes obtained by the municipal
governing
party in the local elections

EP = percentage of electoral participation in the local
Elections held in the municipality

FE = municipal fiscal effort measured by the ratio of the
nominal rate that each municipality applies over the
maximum rate that could be applied according to the
size
of the municipality

CD = dummy variable that took the value ‘0’ when
ideological
Concordance exists between central and municipal
government and ‘1’ if the opposite was true

RD = dummy variable that took the value ‘0” when
1deological
Concordance exists between regional and municipal
government and ‘1’ if the opposite was true

FC = the financial liabilities by interest and mortgages of
outstanding debts that the municipal government
must service annually

VT = the percentage represented by the municipal
Individual taxes most visible or noticeable by the
contributors in the total resources of the municipality.
Concretely, the VT variable was measured as the
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percentage of total municipal resources coming from
Property Tax, Business Tax and Motor Vehicles Tax.

The results show that fiscal factors are more influential on
municipal expenditure than the political factors. The test supports three
of the several hypotheses, viz., a) municipalities financed to a greater
extent by visible individual taxes spend relatively less b) municipalities
with greater financial liabilities inherited from the past tend to spend
relatively more c¢) municipalities governed by political parties without
an absolute majority in the last elections spend relatively more.
Although the study makes use of a large number of explanatory
variables, it miserably fails to verify whether the municipal fiscal
effort, the ideological factor, the electoral participation, the political
concordance between the party in power at the municipal level and the
upper levels of government (regional and central) have got any
influence in determining the level of municipal expenditure.

The study on the size and structure of public expenditure by
Myles (1995)* shows that public expenditure still plays an important
role in the mixed economies of the major industrialized countries. The
study displays the pattern of public expenditure as a percentage of
nominal GNP over the period 1978-93 for seven of the major

industrialized countries of North America, Europe and Asia. Based on
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the analysis, Myles concludes that the size of the public sector is the
only major determining factor of the size of public expenditure in these
economies. The major implication of the study clearly justifies the
claim that the public expenditure is significant in the economies of the
industrialized countries and the mixed economies of these countries as
characterized by substantial government involvement. They are far
from being free market with minimal government intervention. The
size of public expenditure alone is justification for the study of how it
should best choose its means of revenue collection. The study further
shows that social security spending is the largest component of public
expenditure followed by purchases of goods and services. Interest on
public debt is also a significant item of public expenditure. A similar
breakdown of public expenditure and income for the United Kingdom
shows that the UK spends more on goods and services but less on
subsidies. The social security item in Japan is equivalent in relative
size to the transfers in the UK. In the United States the study reveals
that the major items of public expenditure for Federal Government are
income support and social security, and defence. In contrast, the major
item for State and Local Government is education followed by income

support and social security. Other than these, the most significant items
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are the net interest paid by the Federal Government and transportation
and civilian safety paid for by State and Local Government.

Ahmed, Javed and Lodhi (2001)*' in their study of the
determinants of public expenditure employed four explanatory
variables to ascertain the growth and pattern of public expenditure in
some selected developing countries. In order to establish a relationship
between these explanatory variables and the dependent variable they
used a simultaneous equation technique. Further, they used the same
technique to ascertain the trends of current expenditure and its
components (such as defence, education, health and general
administration) of these selected developing countries. The selected
explanatory variables in their study remained confined to (i) per capita
current revenue, (ii) per capita current expenditure, (iil) per capita
gross national product and (iv) per capita foreign grant. Their study
uses data of selected developing countries whose per capita income
ranges from 250 USA dollar to 1800 USA dollar. They give the reason
for keeping the range of per capita so wide so as to bring the maximum
number of developing countries under the purview of their study. The
study uses the following simultaneous equations technique:

PCCURE =0y + a; GNPPCP + 0, PCCUEX + ¢,
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PCCUEX =B, + i GNPPCP + B, PCCURE

+ B; PCGRAN + &,

where,

PCCURE = per capita current revenue

PCCUEX = per capita current expenditure

GNPPPCP = per capita gross national product

PCGRAN = per capita foreign grant

The results of these equations show that all variables are

significant at 99 per cent level of confidence. Further their results show
that both current revenue and current expenditure are determined by
each other i.e., expenditure is not only determined by revenue but
revenue is also influenced by expenditure. This particular result of the
study only supports the hypothesis of Peacock and Wiseman according
to which expenditure relates to revenue. Moreover the study finds that
grant from other countries influences the trend of public expenditure in
developing countries. Result of the study shows that this particular
variable has positive sign and significant at 99 per cent level of
confidence. This particular finding made them to assert that increase in
the flow of grant from other countries influence positively the public

expenditures of developing countries and may act as a displacement

effect in the public expenditure of developing countries. Lastly, their
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result suggests that in developing countries an increase in per capita
current revenue increases per capita current expenditure on health,
education, defence and other services. Although the study brings into
focus the new dimensions to the problem, the comparability of the
result of various expenditure categories for numerous countries
remains questionable.

In an attempt to reinstate Wagner’s hypothesis, Islam (2001)*
carried out an empirical analysis as regards to the growth of public
expenditure in the United States by using annual time series data for
the period 1929 to 1996. The study of Islam was an attempt to re-
examine Wagner’s hypothesis of an expanding government sector with
the progress of the economy by using advanced econometric
techniques such as co-integration and exogeneity tests. The study tries
to interpret Wagner’s Law as predicting an increasing relative share of
the public sector (g) in the total economy as per capita real income (y)
grows. The study argues that the two testable implications which arise
from this relationship are: (a) the growth in the share of the public
sector (g) in GDP has a long-run equilibrium relationship with the
progress of the economy as measured by real GDP per capita (y); and
(b) the causal linkage runs from y to g. Since (a) implies a long-run

equilibrium relationship, the hypothesis has to be tested preferably
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within the context of a particular country over a long time period. More
formally, the study attempts to present the relationship given in (b) in
the following mathematical form: g=1f(y) .o ()
Using a log-linear functional form and using t as the time
subscript and adding a random error term w, equation (1) runs in the
formof: g = aytbwt ....................... (2)
Taking logarithms on both sides and using In to indicate the
logarithmic transformation of the variables, equation (2) takes the
following form: Ingi=lna+blny,+Inw, ...l 3)
The study strongly argues that equation (3) is the empirically
testable form of the long-run relationship proposed by Wagner. This is
a constant elasticity formulation of the general equation given by
equation (1).
The long-run equilibrium relation is given by the following co-
integrating equation:
LSGTN = 0.369 + 0.418 LGNPRPC
where, LSGTN = In (SGTN) i.e., the relative size of the public
sector g in Equation (1) and In the natural
logarithm
and LGNPRPC = In (GNPRPC) i.e., the real GNP per capita and

1s used as a proxy for the progress of the
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economy over time as represented by y in
Equation (1) and In the natural logarithm.

On the basis of Johansen-Juselius co-integration and exogeneity
tests, the study claims to have found strong evidence of a long run
equilibrium relationship between per capita real income and the
relative size of government. The study finds the elasticity coefficient
associated with per capita real income to be greater than zero as
hypothesized by Wagner’s law. The study further claims to have got a
causal linkage flows from real income per capita to relative size of
government from the causality/exogeneity test. Since this study uses
different methodology, different definitions and measurements of the
variables, the empirical results are quite mixed, thus leaving the door

open for further empirical tests on this hypothesis.

2.3 Review of the studies on the growth, pattern and determinants
of Public expenditure undertaken at the national level
In this section, an attempt is made to review some of the major
studies carried out by various researchers on the growth, pattern and
determinants of public expenditure in India.
Dar (1964)* made an attempt to study the growth in government

expenditures in India for the year 1951-52 to 1958-59. The study of
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Dar was an attempt to relate the level of government expenditures to
two sets of independent variables, viz., changes in population growth
and changes in general price index. The study finds that these two
explanatory variables have got a positive impact on the level of
government expenditures. Further, the study observes that the rate of
growth of per capita expenditure becomes less rapid than the rate of
increase of total expenditures as the population multiplies in a
geometric mean.

By employing five sets of explanatory variables, Bhargava
(1967)* made an attempt to analyze the growth of public expenditure
in India. The explanatory variables that the study uses are: the rise in
price index, the increase in national income, the increase in defence
expenditure, provision of economic and social overheads and social
welfare objectives. The study finds a positive correlation between the
growth of public expenditure and the independent variables employed.
But the study does not provide any economic or statistical justification
to the selection of the explanatory variables used.

Gupta (1967)" in his study on the growth of public expenditure
tried to examine the displacement hypothesis. The study asserts that the
recognition of displacement of public expenditure can be arrived either

from the shift in constant or from slope coefficient or both. After
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testing the constant term and slope coefficients separately, Gupta
observes that once public expenditure is shifted to higher level, due to
whatever reasons, it never comes back to the previous level. And this
type of ratchet effect occurs due to habituation of people to new tax
levels and/or a changed favourable attitude toward public expenditure.
Although the study of Gupta is an attempt to testify displacement
effect, it does not provide an insight to the intricacies of public
expenditure growth in India.

The study of Venkataraman (1968)* and Reddy (1970)* on the
growth of public expenditure, was an attempt to relate the growth of
public expenditure to the welfare objectives of the state. Both the
studies conclude that it is the societal needs and aspiration, which is
alone responsible for the growth of public expenditure. Further, both
the studies assert that the removal of permanent influences like
population growth and price change from the empirical analysis does
not affect the secular growth of public expenditure. In essence, both the
studies are an attempt to substantiate Wagner’s hypothesis.

In another study, Reddy (1972)*® made an attempt to investigate
the growth of public expenditure in India between 1872 and 1968. The
study analyzes the growth of public expenditure in both types of

situations — peace-time as well as the times of major social
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disturbances like wars. The study finds that government expenditure
has grown at a faster rate than community output. Even after the
removal of permanent influences like population growth and price
changes, the secular growth of public expenditure is not affected at all.
By using the time pattern of expenditure growth, the study suggests
that increase or decrease in community output has no relevance
whatsoever on the growth of public expenditure. Moreover the study
contends that the displacement effect is found clearly in the case of
India. The displacement effect produced under the impact of the World
Wars disappeared after the War while the displacement effect produced
after Independence (particularly after 1951) is still in force. Finally, the
study shows that national income and developmental expenditure
exhibit a low positive correlation up to the commencement of World
War II and a very high positive correlation in the period after
Independence.

Zahir (1972)* made an attempt to study the growth and trends of
public expenditure of the Central and State Governments for the period
1951-52 to 1965-66. According to the study, the most important cause
of the rapid growth of public expenditure in India since 1950-51 is the
increasing expenses incurred in the execution of development and the

provision of social services. Other important causes are the increase in
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states’ expenditure on civil administration including security services,
hike in the salaries of government employees, debt servicing and
extravagant spending on the part of the government.

Sarma, Parekh and Singh (1974)° used a two-stage model to
study the determinants of urban-local expenditures in Gujarat for the
period 1968-69. In the first stage of their model, they tried to postulate
a functional relationship between the total expenditures of the
municipal bodies as dependent variable and population and the grants
as independent variables. They maintain that population represents the
demand for local services, while the availability of state government
grants influences the level of total expenditure of local bodies. In the
second stage of their analysis, they made an attempt to estimate the
expected expenditures. And, finally they tried to use the estimates of
the expected expenditure as an independent variable in addition to area
in square kilometres, density of population per square kilometre,
percentage of non-agriculture workers to the total workers, compound
growth rate of urban population over 1961-71 to explain the variations
in the expenditures on the specific items. Their study finds that
population and area are better explanatory variables than the other
variables used in the study. Further, between these two, population is

more important as its coefficient being reported to be significant at 1
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per cent level in all cases of specific items of expenditures. The study
further adds that expenditures on general administration, on public
health and conveniences, on public institutions and on others are

inversely though not significantly, related to area.

The study of Desai (1976)"' made an attempt to identify the
determinants of inter-state variations in state government expenditure
and to quantify their statistical significance. The study employs a
multiple regression model for establishing a possible functional
relationship between per capita state expenditures and per capita state
income, population density, urbanisation and federal aid. Based on the
data for the year 1960-61, the study finds that density as a factor
affecting per capita expenditures of the states is not at all significant as
the simple correlation coefficient between the two works out to be at
.07 and the corresponding F of .028 is extremely low. The study further
states that the relationship between per capita expenditures and per
capita state income and urbanisation are extremely significant.
According to the study, these two factors together account for a little
over 62 percent of the variance among States in per capita

expenditures.

Further, in the second stage of his analysis, by dropping the

variable of density of population from the basic model, Desai tried to



84

include another variable namely, ratio of per capita state expenditures
to per capita state income — as an index of state’s political philosophy.
The study concludes that per capita state income and political
philosophy of a state as measured by the ratio of per capita state
government expenditure to per capita state income are the major
determinants of inter-state government expenditure differentials in
India in 1960-61.

Rao and Rao (1977) in their study on public expenditure relied
on an econometric analysis to analyze inter-municipal expenditure
variations among seventeen major municipalities having population
over 50,000. Their analysis states that the basic variables such as
population density and population growth rates alone are not capable
of explaining the variations in municipal expenditures. And as such the
study makes use of these two variables along with some other well
defined physical factors to explain the inter-municipal expenditure
variations. The study finds that the population density and growth of
population have insignificant influences on the per capita total
expenditure, where as the physical factors have got significant
influences on per capita total expenditure. The study further reports

that with respect to per capita public health, sanitation and convenience
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expenditure the influence of growth rate of population and density of

population is insignificant.

Sharma (1977),” tried to analyse the determinants of per capita
revenue expenditure by size of cities in Rajasthan for the year 1968-69.
The study considers certain independent variables for the analyses.
They are health and sanitation, street lighting, public safety, recreation,
general administration, revenue collection and general repairs. The
study claims that all the seven independent variables mentioned above
explain 82 percent of variation in public expenditure at 0.05 level of
significance. Further, the author claims that a comparison of the results
with similar studies undertaken abroad shows that the result of this
study are fairly similar to the results obtained by the studies of Bahl
and Fabricant. Lastly, the study exhibits total per capita expenditure to

be higher in large and small urban centres than in medium size centres.

Murthy (1981)** in his study on public expenditure attempted to
test for validity of the Wagner’s law in the Indian economy for the
period 1960-1976 by employing the appropriate quantitative measure,
viz., the ratio income elasticity. Moreover, the study tried to examine
empirically whether the Wagner’s law is applicable in the Indian
economy for the same sample period, when the total government

expenditure is dis-aggregated into government consumption
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expenditure and non-resources absorbing expenditures. The study

makes use of the following functional relationship:
Giﬂ\I =qo; + BIY[N + W

where,

G; = real government expenditure of the i™ component
N = population

Y = gross domestic product in real terms

B; =income elasticity (estimate) of the i component
; = disturbance term

The findings of the study show that even after adjusting for
changes in prices and population, the percentage increase in
government expenditure has exceeded the percentage increase in gross
domestic product. Moreover the study contends that the estimates of
positive ratio-income elasticities for both the total government
expenditure and its components provide the statistical evidence
confirming the validity of the Wagner’s law of public expenditure in
India. Lastly the study observes that the growth of the public sector in
India during the period under observation is due to the growth of both
government consumption expenditure and non-resource absorbing

expenditure.

Pillai (1981),” undertook a study of the political economy of

taxation and public expenditure of the Indian States where he made an
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attempt to study the determinants of expenditure by taking into account
five political indices in addition to the other usual economic variables
of the previous studies. The political indices that he takes into
consideration are: political change in each State, number of
governments that rule the State in a span of 5 years, average longevity
of ministries, turnover of ministries, turnover of political parties or
coalition and turnover of parties excluding the one that stayed in power
less than six months. The study comes to the conclusion that the nature
of Indian political parties and processor, the over-riding influence of
the federal government and the paramount position of the bureaucracy
have weakened the effect of political change on the determinants of
public expenditure of most of the States.

Rao (1981),° in his study of the determinants of public
expenditure and taxation in the context of four Indian States, viz.,
Kerala, Karnatak, Orissa and West Bengal, made an attempt to analyse
the impact of ideological leanings and stability of political parties in
power on the level of public expenditure and taxation. The data used
by Rao ranged between 1951-52 to 1971-72 for Orissa and West
Bengal, and 1957-58 to 1971-72 for Kerala and Karnataka. The
independent variables included in his analysis are primary sector

contribution, per capita income, consumer price index and political
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parties in power. The effect of various explanatory variables mentioned
above on the States’ non-plan revenue expenditures was estimated by
the multivariate least squares regression method. To determine the
parameters, Rao employed the double log regression model of the
form:

logY = loga + b;log X; +bylog X, +bslog X5+ by, D +

where,

Y = non-plan revenue expenditure

X = per cent of primary sector income,

X, = per capita income at 1960-61 prices,

X3 = consumer price index for the working class,

D = deficit variable

W, to W; = dummy variables representing the political parties in
power; taking value one for observation in the ‘j’th form
of government and zero in others,
Z, to Z, = dummy variables representing the plan period, taking
value one for observation in ‘t’th plan and zero in others
log a, by to by, C; to Cj, d; to d, = parameters to be estimated, and
€ = stochastic error term.

His analysis shows that the ideological leanings of the parties in
power do not affect significantly the level of expenditures in the States
but intend to create imaginary ‘output differentiation’. Further, the
study finds that less stable governments have tended to increase
significantly higher levels of public expenditure particularly on social

and economic services. The finding further demonstrates that party’s
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ideological leanings do not have any significant influence on tax

revenue of the States.

Murthy (1982)°7, in another study attempted to examine
empirically the major determinants of government consumption
expenditures for the years 1960-76. His study is based on a Nerlove-
type partial-adjustment model. The independent variables that the
study considers are: gross domestic product, tax received and
population. After adjusting the changes in population, the study
specifies the following functional relationship in double logarithmic

form to facilitate empirical estimation:

log (G/N) = By + Bzlog (Y/N) + B3log (T/Y) + Pslog (G/N); + n
where,
G = Government consumption expenditure
Y = Gross Domestic Product
T = Tax received
N = Population

B2, B3, and B4 = Regression Coefficient Estimates
u = Stochastic error term.

The study finds that government expenditure is dynamic and is
always being affected by such economic variables as gross domestic
product and lagged government consumption expenditure. Further the

study states that the government consumption function in India is
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endogenous and is an increasing function of gross states domestic
product.

In his study of fiscal economics of Assam for a period of twenty
eight years from 1951-52 to 1978-79, Bhuyan (1984)* made an
attempt to analyze the growth of public expenditure sector-wise along
with major trends and fluctuations. The results of the study exhibit a
wide variation in per capita public expenditure among various
categories. Further, it states that the per capita expenditure on human
capital formation has increased in a massive way during the period
1951-52 to 1978-79, whereas the increase in the case of physical
capital formation was not so much impressive during the same period.
Based on the findings, the study concludes that Assam is having a lop-
sided development in so far as the fact that greater stress has been laid
on human capital formation and much lesser stress has been laid on
physical capital formation. Further it concludes that public expenditure
in Assam does not display any sense of policy direction; rather it
exhibits all patch-works undertaken to meet certain ends, which crop
up due to exigency of circumstances.

Dutta (1985)” conducted an empirical study on public
expenditure by attempting to trace the relationships between the theory

of public expenditure and the behaviour of a local government and also
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its relevance to the current expenditure policy of the Government of
West Bengal. The period covered is the Plan period spreading over a
period of twenty-three years from 1951-52 to 1973-74. In order to
measure the impact of some variables on public expenditure, the study

confined it self to the application of the following equations:

G=a+b Xy (1)

G=a+bX, (2)

G=a+bX;, +bX;, + b3X5 + by Xy +
bsXs + be Xe 3)

where G denotes public expenditure, X;, X;, X3, X4, X5 and X,
denote per capita income, degree of urbanization, financial transfers
from the Federal Government, debt services on Revenue Account, debt
services on both Accounts and per capita revenue on both accounts
respectively. The results of the regression analysis show that there is a
positive correlation between the level of public expenditure and per
capita income in West Bengal. This only strengthens Wagner’s law of
public expenditure. Moreover, the results of the regression analysis
show that the three determinants viz., per capita income, urbanization
and financial transfers from the Centre, influence positively the level
and the pattern of public expenditure. However, the results of the

analysis show that in some cases, clear-cut substantial relations are
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established while in others insignificant relations are observed and this
accounts for the lack of any firm pronouncement.

The study lists the broad trends that emerge from the regression
analysis as follows: (i) public revenue expenditure relies most on the
financial transfers from the Centre, while public expenditure on capital
account relies less on per capita income than revenue expenditure does,
(i1) public expenditure on both accounts depends very much on the
same source i.e., Central transfers and (iii) both developmental and
non-developmental public expenditures are influenced most by the
three independent variables viz., degree of urbanization, per capita
income and per capita revenue.

The limitations of the study are however constituted by a lack of
an analysis of relationship between public expenditure and equity,
between election manifestos and expenditure policy. Another weakness
of the study is that it does not consider inter-State, inter-sector and
inter-regional comparisons and also fails to analyse the pricing policies
of one or two public enterprises. As such, the study does not focus a
clearer view of the role of public expenditure in economic
development. Lastly, the study fails to consider the technological,

social, political and cultural determinants of public expenditure.
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Singh (1988)% tried to analyse the factors that determine the
increase in public expenditure in India. In his study, Singh noted the
important determinants of public expenditure viz., citizen preference,
political system, chance events, societal attitudes and income
redistribution. However, the study admits that since it is difficult to
measure the size of government, it is impossible to quantify many of
the variables that determine public expenditure.

Bhat and Patnaik (1991)°' in their study on public
expenditure took into account the stability factor, i.e., less stable
governments tended to increase significantly the levels of public
expenditure particularly on social and economic services. For
analyzing the political economy of public expenditure determinants,
the cross section data for 22 states of India for the year 1985-86 are
used. Their study examines the determinants of public expenditure and
their variability across the states and assesses the impact of those
determinants of public expenditure on state welfare variables. The
economic variables that the study takes into account along with the
political variable (D) are: per capita total expenditure (Y;), per capita
expenditure on education (Y,), per capita expenditure on health (Y3),
per capita expenditure on social housing and welfare (Y,), per capita

expenditure on administrative services (Ys), per capita expenditure on
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economic services (Yg), per capita income (PCI), primary sector
contribution (PSC), literacy rate (LR), density of population (DP),
percentage of urban population in total population (UP), and
percentage of scheduled caste and scheduled tribe in total population
(SCT). In order to examine the determinants of their variability across
political States, the study adopts the following multiple linear
regression models:

Y; =Ky + KPCI + K,PSC + K;LR + KyDP + KsUP + K¢SCT

and

Y; =B, + B|PCI + B,PSC + B;LR + B,DP + B;UP
+ B¢SCT + B,D

wherei=1,2,....6

The study argues that in view of the variability in the
explanatory variables across different political States, it is felt
necessary to assess the impact of such variability assuming

Y, =, +a,PCI +a,PSC....(1)
but PCI = B,D....(2)
then PSC =6D....(3)
Y, =d, +4,B,D+a,0D...(4)
The 4,,aB, values indicate the impact of PCI on Y,in two
different States. Similarly the 4,8, gives the impact on variability in

PSC due to change in political scene on Y,. The study covers the year
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1985-86 with the cross-section data for all 22 States. The results of the
study show that per capita income, primary sector contribution, literacy
rate, and percentage of scheduled caste and scheduled tribe in total
population have a positive influence and density of population has a
negative influence on per capita total expenditure. One per cent
increase in literacy rate as well as density of population will lead to an
increase by 3.2 per cent and a decrease by 0.15 per cent of per capita
expenditure on education. However, the main determinants of per
capita expenditure on health are per capita income, literacy rate and
proportion of scheduled caste and scheduled tribe in total population.
Similarly, the literacy rate, density of population and the percentage of
scheduled caste and scheduled tribe in total population are the main
factors affecting per capita expenditure on social welfare and housing.
Further the study finds that density of population and percentage of
scheduled caste and scheduled tribe in total population mainly
influence per capita expenditure on administrative services. Similarly,
primary sector contribution, density of population and proportion of
scheduled caste and scheduled tribe in total population are the main
factors influencing per capita expenditure on economic services. In
addition, the Congress government seems to spend lesser amounts on

per capita total expenditure, per capita expenditure on education and
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economic services than that of non-Congress government. But the
policies related to health, social welfare and housing and
administrative services are one and the same in both the governments.

The study of Bhat and Varalakshmi (1994)®* was an attempt to
examine the impact of political and socio-economic factors on each
item of public expenditure across the Indian States for the years 1969-
70, 1980-81 and 1988-89. With this objective, their study employed a
log-linear multiple regression model by taking into account ten
explanatory variables namely, per capita tax revenue, per capita grants-
in-aid, per capita debts, primary sector contribution, literacy rate,
density of population, urban population, percentage of scheduled
caste/scheduled tribe in total population, per capita income and
political variable. The results of their study indicate that with regard to
socio-economic factors, there is a difference in the determinants of
each item of State expenditure at different point of time. The study
further asserts that except for the year 1969-70, political variable is one
of the major determinants of public expenditure in Indian States.

Bhat (1997)63 made an attempt to examine the main factors
governing public expenditure and tax revenue of India during 1960-61
to 1990-91. The study was an attempt to test the hypothesis that the

changes in political party in power i.e., from Congress regime to non-
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Congress regime has a positive influence on the level of public
expenditure but not on the level of taxation. To test the hypothesis, the
study uses the following log-linear multiple regression equations:

Log Y = ap + a;log PD.; +a;log TR.; + a;log Pl +
a; log DOy, + aslog DR, + a¢log DP, +
a; log CPI; + aglog UP.; + aglog SCST, +
ajo log PSC; + a;; log UP; + a;; log MST, +
aj3logb+U0, . (1)

and
Log Y, = by + b;log PE.; + b, log PD.; + bslog PI; + b, log DO,
+ bslog DR, + bglog DP; + b;log CPI; + bglog UR;
+ by log SCST; + byylog PSC, + by, log UP,
+ by log MST, + byzlogDy +V, . (2)

where

Y, =percentage of government expenditure to gross
national product
Y, =percentage of tax revenue to gross national product
PD = per capita debt
TR = per capita tax revenue
PI = per capita income
DO = degree of openness of the economy
DR = dependency ratio
DP = density of population
CPI = consumer price index
UR = unemployment rate
SCST = percentage of scheduled caste/scheduled tribe in
total population
PSC = primary sectoral contribution
UP = percentage of urban population to total population
MS = percentage of money supply to gross national and
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PE = per capita public expenditure

D = dummy variable i.e., ‘0’ for the Congress regime and
‘1’ for non-Congress regime

U & V =random error terms, and

t = year.

The analysis reveals that the size of public expenditure of the
Central Government of India is positively influenced by the degree of
openness and unemployment rate of the lagged one year and negatively
determined by the density of population, primary sectoral contribution
and urbanization. Variables such as per capita public expenditure of the
t-1 year, per capita debt of the t-1 year, degree of openness of the
economy, percentage of Scheduled Caste and Scheduled Tribe in total
population i1s having a positive influence and per capita income and
dependency ratio are having a negative influence on the size of tax
revenue. Further, changes in political party in power exhibit significant
influence only on the size of public expenditure but not on the size of
tax revenue. The study maintains that politicians are using public
expenditure as an instrument by introducing populist measures to
capture the vote bank. In the meanwhile, they may not be able to use
tax revenue as a weapon to capture the vote bank because tax
concessions will be difficult due to mounting pressure of public

expenditure over a period of time and substantial raising of tax revenue

creates displeasure among the citizens which will result in losing vote
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bank. However, the results of the present study are limited to the extent
of sampling limitations.

Singh (1997)* in his time series study of public expenditure
made an attempt to validate the Wagner’s law of increasing public
expenditure for the Indian economy. The study uses time series data
for Indian economy covering the period 1960-61 to 1992-93. The
empirical results show Wagner’s law to be operative with respect to
total expenditure of the Central Government, current expenditure and
gross capital formation. The study maintains that the validity of
Wagner’s law has had far reaching impact on the long-run economic
stability and external borrowings. Since proportionately with the level
of economic development, financing these expenditures has always
been the major source of problems for the economies of the developing
countries and India is no exception to this state of affairs.

Naresh (1997)°° made an attempt to study the determinants of
total expenditure of a local body viz., Municipal Corporation of Delhi
in India by employing constrained maximization approach of consumer
behaviour theory. The study makes use of a behavioural model and a
reduced form single equation has been derived for purposes of
estimation. This model combines the elements of bureaucracy, median

voter solution and utility maximization approach. The study shows that
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decisions regarding public expenditure are the final outcomes of a
complex behaviour arising out of an interaction among bureaucrats,
ruling political party and the interest groups. The results of the study
indicate that bureaucracy has no direct impact on the growth of the
level of aggregate expenditure. Moreover, the study notes that the
political parties do take into account the local ‘needs’ and their
decision has a positive relationship with the level of public
expenditure. In addition, all the revenue variables also have a positive
influence. Fiscal transfers do not have a stimulative effect on public
expenditure as the value of coefficient is much less than unity. Thus
the study concludes that the decision of the political parties as well as
all the revenue variables have a positive relationship with the level of
public expenditure.
2.4 Summary of the Findings

The studies on the growth, pattern and determinants of public
expenditure that we have reviewed above no doubt use a large number
of explanatory variables with different sets of models in order to find
out the factors which determine the growth and pattern of public
expenditure. The exercise has been carried both at the international
level and at the national level. It is observed that almost all the studies

at the international level take into consideration a number of variables
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that determine both the growth and pattern of public expenditure. For
instance, the most usual variables being used and found statistically
significant are per capita income, demographic factor, degree of
openness and degree of urbanisation. Similarly, changes in technology,
societal and cultural values favourably affect the level of government
expenditure. Those studies that include federal grants to State as
explanatory variable stress on the federal grants as the only factor
which significantly affect changes in State and local per capita
expenditure by subscribing to the proposition that the amount of
expenditures demanded is related to the amount of federal aid received.
Administrative re-arrangement is also found making for increased
public expenditure in many studies. Moreover, it is observed that the
economic growth permits the generation of the revenues necessary to

finance a larger public sector.

Further, the findings of the studies reviewed above at the
national level show that changes in population growth and the general
price index are responsible for the growth of public expenditure in
India. As far as political factor is concerned, political philosophy of a
State is found to be one of the major determinants of inter-State
government expenditure differential. And, the changes in political

party in power exhibit significant influence on the size of public
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expenditure. Moreover, less stable governments tend to push up the

level of public expenditure compared to more stable governments.

Thus we may conclude that the broad determinants of public
expenditure that emerges from the review of various studies are
increased allowance for social consideration, political ideology, social
upheavals, interest groups/pressure groups, stability of government,
economic infrastructure, per capita income, adjustment of income
distribution, reduction of regional disparities, public capital formation,
agricultural income, consumer price index, imports, besides some
economic-political factors such curtailment of non-development
expenditure and decentralization of expenditure decisions. The choice
from among these variables as it is understood from the various studies
depends upon the availability of data and their amenability to various
kinds of adjustment.

2.5 Concluding Remarks

The studies reviewed above have made a substantial contribution
in identifying some important variables that affect the growth and
pattern of public expenditure. But, the influences of the determinants
indicated by different studies differ significantly across countries and

in a country over time.
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But it is surprising that, in many of the studies that we have
reviewed above, no attempt has been made by the researchers to
specify the reasons for a selection of the variables, either on theoretical
or statistical grounds. Keeping these problems in mind, an attempt is
made in the next Chapter (Chapter III) to give an analytical account of
the major conceptual and empirical issues relating to the growth,

pattern and determinants of public expenditure.
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CHAPTER III

METHODOLOGY

3.1 Introduction

The studies on the growth, pattern and determinants of public
expenditure as reviewed in the last chapter have several weaknesses in
them. Further, we have pointed out in the previous chapter that the major
accent of each study has been on providing higher and higher degree of
explanation rather than on attempts at the larger purposes of prediction,
understanding and deriving policy implications. Moreover, we have
observed that most of the studies on the growth and pattern of public
expenditure are merely theoretical exercises and the limitation of these
studies can be ascertained in terms of their failure to translate these
theoretical underpinnings into empirical foundations. In addition, we may
be tempted to mention here that in most of the studies on the determinants
of public expenditure, the choice of variables has been largely inductive
1.e., on the basis of additional explanation provided by the variables rather
than on the basis of a priori reasoning. As such, these studies have

provided spurious explanation to their model adding very little to the
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understanding of the growth, pattern and determinants of public
expenditure. Keeping these limitations in mind, an attempt is made in this
chapter to provide the conceptual clarification and methodological
orientation to this study on the growth, pattern and determinants of public
expenditure in Meghalaya. We would like to add here that the driving
force in the growth and pattern of public expenditure is the determinants
of public expenditure but not conversely. Therefore an attempt is made in
this chapter to develop an alternative econometric model to measure the
determinants of public expenditure. Because, we believe that the terms
growth, pattern and determinant are inter-dependent with each other and
are hard to define and distinguish.

This chapter, which forms the core of our study, is divided into
two main sections. In Section I, an attempt is made to develop an
alternative econometric model by taking into account the inherent
difficulties encountered with in the earlier studies reviewed by us. Section
IT of this chapter is an attempt to present the theoretical underpinnings of
the model to justify the determinant variables used in the model. For the
sake of convenience, we have sub-divided this section into five sub-

sections.
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3.2 Econometric Model for the determination of Public Expenditure

From the existing empirical studies that we have seen in the
previous chapter it is clear that the determinants of public expenditure are
not purely deterministic in the sense that some are geo-political, others are
socio-political and only a few are economic variables. Another instance
that is found from the available literature, that the estimating equation for
both public expenditure and revenue i.e., the demand for and supply of
public expenditure is the same. In that case the factors, that is, the
explanatory variables for the estimate of the dependent variable public
expenditure or revenue (Rao)' would amount to mostly additive equality
of public expenditure and revenue.

It may be mentioned that, while dwelling on the growth and pattern
of public expenditure, the adequacy of tax receipts or collection could
have been discussed in the same stretch, yet we know that tax efforts are
simply a matter of economic policy to mobilize internal resources so as to
meet the quantum of public expenditure. Therefore, it appears that these
two are to be studied separately, one as demand for public expenditure

and the other as supply of public expenditure.
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The causes of the rise in public expenditure are considered to be due

to:

(1) 1increased allowance for social consideration

(2) political ideology

(3) social upheavals

(4) interest groups, pressure groups

(5) stability of government, which cannot be a vector of known quantities.
The other economic factors are:

(6) economic infrastructure, may be the degree of industrialization

(7) per capita income

(8) adjustment of income distribution

(9) reduction of regional disparities — probably by way of creating

employment and adjustment of income distribution

(10) public capital formation

(11) agricultural income

(12) consumer price index

(13) 1imports.

In addition to these, there are economic-political factors such as:

(14) curtailment of non-development expenditure and
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(15) decentralization of expenditure decisions.

Rao’ adopted the following model to estimate the demand for

public expenditure and also the revenue function as,

X =f)

and more specifically

Public Expenditure = f (percent of income of primary sector, per capita income)

Revenue = f(percent of income of primary sector, per capita income)

The above model was further improved to include consumer price
index (CPI) and party in power (R;) and particular plan period (P)); thus

the model could be written as

E/R=f(, Yo,CPL,R,,P;)

which is a double log-linear estimating equation
where, E = public expenditure

R =revenue

Y, = per cent of income of primary sector

Y. = per capita income
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CPI = consumer price index

R; and P; = dummy variables.

Later on instead of percentage of primary sector income, the
percent of primary sector income population was taken. No explanation is
given for this change although the latter is a demographic variable.

Further, Rao’ took the following variables into consideration:

a) Gross cropped area per capita

b) Percentage of area under food crops
c) Percent of irrigated area

d) Motor vehicles per 100 population
e) Percent of heavy vehicles

f) Road length per 100 population

g) Percent of surfaced road

h) Percent of factory workers

1) Hospital beds per 100 population

J) Per capita electricity consumption
k) Enrolment of schools per 1000 population

1) Percent of high school enrolment
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m) Enrolment in university per 1000 population

n) Co-operative membership per 1000 population.

Now we would like to point out certain hidden statistical
inadequacy of a model of this type:

The case of dummy variable: in the above model there is not just
one but two dummy variables. Where there is more than one dummy
variable, it could happen that the variance-covariance matrix may not
have the property of linear independence thus the matrix cannot be
inverted to estimate the parameters of the model. This situation, according
to Bez" is called a dummy variable trap.

In this case, we do not minimize the importance of social or
political variables but these might give us ambiguous empirical analysis.
At best one most important dummy variable and the rest could be
considered as one single trend variable.

Regarding the variables relating to gross cropped area per capita,
percentage of area under food crop and percentage of irrigated area are

inter-related and therefore, the problem of multi-collinearity is inherent.
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Therefore, instead of considering all these three inter-related variables we
suggest only one variable viz., area under crop as an explanatory variable.

When coming to the independent variables on transport
infrastructure, the percentage of heavy vehicles as a variable is redundant
when we take motor vehicles per 100 people. We would suggest here
again two variables viz., motor vehicles for passenger transport and for
goods transport separately. Moreover, instead of per 100 population we
can take per 1000 population.

Another independent variable viz., the road length per 100
population may be applicable to urban population. Since public
expenditure is estimated for the entire State we can take kilometres of
road per 100 Km®.

The variable percentage of factory workers of course indicates the
degree of industrialization. Yet when the earlier studies opined that the
increasing trend of public expenditure might be due to adjustment of
income distribution and removal of regional disparities, therefore, a single
variable employment would probably take care of both. Moreover, in the
State like Meghalaya, which is backward industrially, apart from a few

saw mills, one cement factory and most others are servicing and utility
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services, therefore, employment alone would be sufficient as one of the
explanatory variables.

We have two other important explanatory variables viz.,
hospital beds per 1000 population and doctors per 1000 population instead
of 100 population as considered by the earlier researchers. This will be
more meaningful for our analysis of an underdeveloped State like

Meghalaya with low density of population.

Regarding the educational variable, it is strongly believed that
instead of taking enrolment in schools and percent of high school
enrolment and enrolment in the University per 1000 population, we took
enrolment at school level and enrolment at post-school level as two

additional explanatory variables.

Ultimately our model will be of the following form:

Y=ay+a; NSDP + a, Yc+ a; CPI + a; CrA + as PVeh + as GVeh

+ a;RL + as Emp + agHB + a;9o Doct + a;; SP + a;; SPS + a;;t

where,
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Y = Public expenditure/Revenue
NSDP = net state domestic product
Y = per capita income
CPI = consumer price index
CrA = area under crop
PVeh = passenger vehicles per 1000 population
GVeh = goods vehicles per 1000 population
RL = road length per 100 Km®
Emp = employment
HB = hospital beds per 1000 population
Doct = doctors per 1000 population
SP = enrolment at schools
SPS = enrolment at post school level

t = trend variable

At this juncture, we are tempted to make certain observations.
When the number of explanatory variables is large, the total variance is
distributed over all the estimates of the parameters. In addition, it is

sometimes worth examining among the variables which one is having a
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significant influence on public expenditure and also those variables which
have assumed negative sign could be dropped and then re-analyze public
expenditure with only those explanatory variables that have positive
strong influence. While considering the large number of variables there
could be sure fitting indicated by R’ but for prognosis purposes, it is the
estimates of the parameters, which are more important whether they
possess efficiency, consistency besides being Best Linear Unbiased
Estimate (BLUE).

The choice of the explanatory variables is based on certain
considerations. The net state domestic product (NSDP) is a new variable
being introduced in the study which, the earlier studies did not take into
consideration. We maintain a notion that net state domestic product is an
indicator of the health of the State economy and could be regarded as a
resultant effect of public expenditure. We have taken per capita income
(Yc) which is considered as an important explanatory variable by many of
the earlier studies. Further, it is believed that the level of taxation is an
indicator of affluence and as such per capita income can be considered as
an important variable. Moreover, if we accept some sort of value

judgment, then the empiricists may insist on re-distribution of income as
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one of the explanatory variables. In such a situation, probably instead of
per capita income, the size (distribution) of income may be more
consistent with the objective. In that case the percentage of people in high,
medium and low-income groups may be included as explanatory variables
instead of per capita income. Hence net state domestic product would
reflect per capita income. Moreover, Williamson® concluded that there is a
positive correlation between per capita income and public expenditure.

The use of consumer price index (CPI) as one of the explanatory
variables in our model needs a little bit of explanation. We believe that the
changes in prices no doubt cause changes in the cost of providing public
services. Any upward pressure in general prices pushes up both the
material cost and wages and salaries particularly in the organized sector.
As a result the cost of providing public services goes up. The inclusion of
this variable in the model arises due to the fact that a substantial portion of
the State’s expenditures are constituted by wages and salaries which may
reasonably be presumed to increase proportionately with consumer price
index.

In Meghalaya, although agriculture still plays a predominant role in

the State economy, yet it is so backward that the State is incapable of
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producing food crops in sufficient quantity for its own requirements.
Therefore, instead of the quantum of food import, we have taken cropped
area (CrA) as an important explanatory variable.

We took the liberty in expressing our reservations as regards to the
selection of the independent variables on transport infrastructure for the
purpose. Our contention is that the percentage of heavy vehicles per 100
population used by the earlier studies as an explanatory variable may be
appropriate for States having higher per capita income and higher state
domestic product. For a backward State like Meghalaya with low per
capita income and low level of state domestic product, the use of this
particular explanatory variable in the analysis may mislead our overall
result. Based on this argument, we suggest the use of two additional
variables viz., motor vehicles for passenger transport (PVeh) and for
goods transport (GVeh) per 1000 population.

Further, we noted that the road length (RL) per 100 population in
the urban areas may not represent actual dimension of the public
investment outlays that are made under this head as this variable may give

a partial picture as public expenditure is estimated for the whole state for
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the purpose. This tempted us to take kilometres of road per 100 Km?” as
another explanatory variable.

In a State like Meghalaya, which is backward industrially, apart
from a few saw mills, one cement factory and most others are servicing
and utility services, therefore, employment (Emp) alone would be
sufficient as one of the explanatory variables.

It may be noted that we would like to include another variable
sensing the idea of Rizzo’ who showed that public expenditure has a
growth tendency due to decentralization of expenditure decisions. That is,
we would like to add the annual budgets of the district councils and other
local authorities as one of the explanatory variables. The block level
economic decisions are attenuated by observed disparities and inequalities
of economic progress of the localities with respect to State economic
progress. Due to non-availability of data, we have dropped this variable
from our empirical analysis.

Lastly, the trend variable would answer for pressure groups, party

in power, stability of the government or the respective planning periods.
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3.3 Theoretical justification to the econometric model and its
feasibility

In this section, an attempt is made to justify the selection of the
explanatory variables in the model of the type by providing a proper
theoretical justification and providing a vent to the alternative determinant
models and their feasibilities. This section is divided into four sub-
sections. Sub-section 3.3.a discusses in detail the mathematical and
logistic explanations to the selection of the explanatory variables in the
model. In Sub-section 3.3.b, an attempt is made to develop an alternative
public expenditure determinant model in terms of public revenue and the
inherent weaknesses experienced in this type of the model. Sub-section
3.3.c is an attempt to discuss in detail the determinants of public
expenditure from variance and co-variance analysis. And, lastly, Sub-
section 3.3.d tries to integrate the confluence analysis to the determinant

analysis of public expenditure.
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3.3.a. Mathematical and logistic explanations to the selection of the

explanatory variables

By taking into account the independent variables that are spelt out
in equation (1), we first use a simple linear multi-regression model, then
observe the variance-covariance matrix. Then we try to screen the
variables with covariance greater than 0.5 and mark those variables with
positive signs with the dependent variables, retain these as the prime
variables in the model. We reject those variables whose covariance is
having negative sign and less than 0.5 with the dependent variables. In
order to ensure the freedom from multi-collinearity of the co-variances
among the independent variables, we reject one of those that has weaker
covariance with dependent variable but having more than 0.7 with the
other variable concerned. Having done this we can be sure of dropping
some of the independent variables from the equation.

Regarding the trend variable, we can make another arrangement,

say we adopt a model simply as

Y=f ) (2)
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having the public expenditure variable with one period lag, to give the
full impact to the trend variable be it planning period, party in power or
others.

Next we shall compute the estimated dependent variable, then use
this variable as a dependent variable in the regression equation. For

example,

A A A A

Y=aotaY_ +a,t 3)

The estimated equation will be

A A

Yi=Yi—ayt e (4)
this means that we exclude the trend effect or the effect of social

variables, and then we restart the model

Y =F(X) 5)

where Xi represents all the independent variables excluding the
trend. This will then be a model purely of all the economic variables,
which can be determined outside the system.

However, it must be pointed out that from the heads of expenditure

under public expenditure some more economic variables may be included
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and later some of them could be screened out by examining the variance-
covariance matrix as said earlier.

Let us do another sophisticated empirical exercise by considering
the model as,

Y, = f(t.X) ©)

where, = trend variable, X; = other variables specified above.

(i = 1,2,...11)

If we take the total derivative

the particular term Oy dt, we may estimate from

ot
azt
say
A A A A 6
art=Y—av—a¥_ =2dt . )
ot
where
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that 1s, the partial derivative with respect to trend variable when
the effect of other variables remains constant. For estimating public

expenditure we can then use another model

b, 0y Oy dn
dt ox, dt oOx, dt

we can find the estimates of dt.

We can also estimate the demand for public expenditure from the

model (7) by making the following arrangement of data:

these are the 1* linear difference equation.

Data

t, = tb—t; =dt;
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t3 = t3—t2 =dt2

ty = ty —t; =dit;
similarly,

X,

X, =X, —X; = dX;

XZ = X3 —X2 = dX2
X3 = X4 — X3 = dX3 etc.

Then the equation (7) would exactly appear as

dy = a, + a;dx; + adx; + ............ + U e (10)
where
_9y
" Ox

that is, the regression coefficient.

The term U will be considered as usual a normal variable with

§Ui) = o

&Uiy= &

&Ui) =0 fori=j 1 (11)
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Now in this case we can compare the results of (10) with the result
of the empirical equation of public expenditure after removing the trend

effect

Y ¥ —@o—a Y )} =Y* e (12)
where Y, the public expenditure variable is free from the trend effect; it is

denoted as Y* and the model will be

Here x; = independent variables other than the trend. All other
assumptions would hold for this model regarding the disturbance term.

Regarding the equality of public expenditure and public revenue,
we have some doubts though Rao has shown as such. The reason is that,
when we take the time series data, there is always a chunk of external
resource in the quantum of public expenditure. This is also the case of
Meghalaya.

Further we can think of the decomposition of public expenditure
into the sectoral level by using a model of the type: the share of public

expenditure given the revenue of that sector
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O ; (Public Exp; /R.)"

Public Exp. =
b > ©,(Public Exp; | R,)"

let © = distribution parameter
R; = revenue of the i" sector

r'and r = parameters

Here we can assume that @ is the expediency coefficient of any
particular sector also “ r ” might vary over time. If we take the sectors
which are predominant in the economy yet include all other sectors — e.g.
Agriculture, Industry, Transport, Electricity and Other Services. But we

have to think further about the feasibility of this model.

The model (14) is not feasible for the following reasons:
(1) The data are not available in a way. We need to analyze the overall
analytical feature of the public expenditure.
(2) We need a frame of reference of the type which, we might call it
inter-sectoral linkage of public expenditure.
(3) Further the analysis will be of probability type rather than

econometric type.
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(4) The empirical analysis will be the answer to the question which sector
or sectors are positively contributing to the change in public
expenditure of a concerned sector or in other words, a change in public
expenditure of one or two other sectors might influence the public
expenditure of the particular sector analyzed. Now here is a structural
problem since sometimes sectors are clubbed together as general
service, economic service, etc. This is sectoral division swayed away
from the traditional sectoral definitions.

Let us suppose we have a data lay-out as:

PE, |PE, |PE; |PE,

PE] @11 @12 @13 @14 @1.

PE, 6, O:; Oy O,
PE; Os; O34 O,
PE, Ou O,

for the four traditional sectors. In economic analysis, time is one of the

most important factors to study the change over time even without
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including the t-variable in econometric analysis of time series data as we
propose to do.
We now assume that
(1) ©,.1s functionally related to ©.;and so on
0,46, |
O, 4 0.,

@3. a @-3

OL,0., | (15)

(2) Also 0ij is functionally related to ®ij and so on

0, = f(O5)
0y = f(0Oij)
Oy = f(0Oij)
04 = f(Oei5) | (16)
3) And the overall joint change averaging over the sectors
we can take
e, =f(0j) (17)

Here we can analyze public expenditure for each sector through

inter-sectoral model of the type above. (Bez)®
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3.3.b. Determinants of Public Expenditure in terms of public revenue

We may look at public expenditure analysis via revenue or tax. We
assume that public expenditure depends alone on internal revenue of the
economy and not on other sources. Here along the line of thinking is
analogous to analyzing demand for public expenditure. In this respect we
may pay regard to what Baumol’ had maintained on identification of the
determinants of public expenditure. If we think revenue/tax as supply
function for public expenditure and public expenditure as demand
function, then

PE = f(R)

R is another function though it may be conceptually a concomitant
variable of public expenditure but it cannot be mathematically analyzed.

For example, PE = f(R)

= f [o(x)] e n(19)
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Mathematically speaking
R = f(E)

=E =f(R)_| (20)
but mathematically it is not acceptable yet it does not matter if we use two
independent equations even if the exogenous variables are almost the
same. Rather it is a paradox of Economics why public expenditure and
revenue cannot be isolated from each other econometrically. According to
probability theory, both public expenditure and revenue have two distinct
universe, each has its own character of distribution. Public expenditure
probability function may be uni-modal or bi-modal and so is public
revenue probability function. Therefore, we cannot actually write a model
for estimation as

PER = f(x:) i, 1)

this would be utterly wrong; nor the public expenditure is always equal to
revenue. In that case no borrowing from within or outside the economy
would occur. Revenue has many constraints in a democratic political set
up. Burkhead and Miner'® have noted some difficulty in actually
determining the determinants of public expenditure. They gave the

following methodological problems:
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(1) The statistical difficulty of identification and
(2) Methodological problem of specification of determination of public

expenditures derived from collective nature of public sector decisions.

It is theoretically difficult to identify the supply equation when the
important influencing variable of demand can be specified. In simple
words, the problem of identification becomes apparently one of policy
specifications. Suppose there is a common important variable which is the
important variable in the public expenditure demand function as well as in
revenue function or supply function. Of course identification is a technical
problem which we might tackle in a different context. The researcher has
the freedom to choose independent variables for the determination of
public expenditure and in a simultaneous equation set up the researcher
has to be careful as to choose that variable as specific dependent variable
which might reflect the objective of econometric investigation.

We may now attempt to make some theoretical expositions
regarding the nature of public expenditure with that of revenue via some
other functions, which have some fundamental link with revenue and

demand. This exercise is purely theoretical and may not be appropriate to
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use for empirical analysis due to the nature of data and the way it is
maintained.

Let us consider a demand function or say public expenditure
function,

E; = E;(Ry) (22)
where E; = expenditure in the ith sector using not only the revenue
generated by that sector but also by the other sectors of the economy
about which we have no specific information.

The plausible only constraint when no other external factor is
expected to come is the restraint imposed by the policy makers upon the
revenues to be generated. We need to think of a revenue production
function,

R; = R;(E;) (23)

Having done this, we think of a utility function,

U=UM®Ry) e, (24)

Now, say, we want to minimize the public expenditure E; subject

to R = R (E) and to maximize U = U (R) subjectto rj E; = R;; ......... (25)
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Here we need to give some theoretical assumption. In this type of
analysis with so many externalities apart from political or other social
factors, we shall have to be careful with our assumptions. In order to build
an econometric model for the determination of expenditure, we shall try to
incorporate as many assumptions as possible that are held to be theoretical
feasible. Our looking at this new way of determination of public
expenditure is taken from Bez.'' Here we emphasize that demand for
public expenditure is obviously free from the influence of resource
mobilization. We have a demand for public expenditure which has to be
met from revenue and again revenue is to be rationally derived according
to proportion that would be necessary to satisfy public expenditure of not
only that sector but also of other sectors, and therefore,

maximize U = U (R )subjecttoR; = 2e; R; ... (26)
where e; = the amount of revenue or the fraction of the revenue collected
from the j” sector of the economy and contribute the same to the
expenditure of i sector. We assume that all the total of sectoral
expenditures amounts to the global expenditure. We then set up a
Lagranzian as

L = Z,[e,j (Rl) _R’J] .................. (27)
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Once again we are faced with a dilemma which one do we need to
maximize and which one need to be minimized. If we maximize revenue
we shall have a surplus and if we minimize revenue it is a case of deficit.
Also we have other technical difficulties, say, can we at all ascertain what
portion of demand is met by that fraction of revenue for and of the
specified sector. Moreover, we shall have the relationships, viz., we have
public expenditure function, revenue function and utility function.

Somehow if these three relations can be integrated to one simple
linear function, then the identification of determinants of public
expenditure becomes possible. But it appears to be an impossible task
because there may be less number of equations than the number of

unknowns to be determined.

3.3.c Determination of Public Expenditure from variance and
covariance analysis

Alternatively, it can be argued that the analysis of the determinants
of public expenditure can be derived from the variance and co-variance
techniques. For this we arrange the data in the following tabular form with

time variance inherent so that we shall be able to distinguish the effects of
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independent variables for each year’s public expenditure. Suppose we

arrange the data in the following ways:

Dependent | Independent Variable
Variable XI X2 X3 eeieriininnn. X,
PE] Fig Ty Iz ceeeeeven onn Vi
o 2 123 cevvevvnnnnn. I
31 132 F33 coiiiiiinnnns I'sp
PE, 2 N 2 T Tin

We have to assume that PE; is more dependent on x; say, this may
be per capita income or any other independent variable we use in our
econometric functions then the r;>0. Similarly for the 2n independent
variable ;>0 we try to impose that is why the public expenditure in any
one year should be dependent equally on all the independent variables be
of the same magnitude or vary or have no dependence at all on some
independent variables. We know that the determination of public

expenditure with the applications of econometric functions is an aggregate
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or average because the econometric model is for averaged of total amount
of value of the variables.

A A
But we cannot find PE; = PE; whereas we determine 2PE = JPE

with the application of econometric model. We want to find out which
particular independent variables are responsible for determining public
expenditure. From the above lay out, if we plot the correlation coefficient
of the 1* column against the 2" column of correlation coefficient that will
emerge — if it is a perfect straight line then we may assume that x; can be

replaced by x;, or vice versa, thus reduction of one independent variable.

Again, if

then Vg = I g
or ryryp —rpry=0 L (28)

then x; may be replaced by x,.

Instead if we plot the 1* column against column total, then we

shall have the joint effect of x; against total effect of all the independent
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variables. If the variables are equally important as determinants of public
expenditure then we shall have a straight line. When we plot all the
columns of r;; against the column total, those which are not important then
public expenditure estimation for those specific years be noted and
dropped from the analysis. Thirdly, if we plot each row of correlation
coefficient against the row total we can draw certain conclusion. There
will be 30 such graph for a 30-year period, the years in which the lines are
not straight lines may be marked. The independent variables may again be
identified which lie away from the straight line may be dropped as
determinants of public expenditure. Let us now try to give a mathematical

account of the concepts used in this type of analysis.

Consider a random variable X

...................... Xnf ceeeeeenn(29)

such that
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We imagine here that X is our public expenditure, while Y and Z

are some independent determinants of public expenditure.

We assume that, Cov (X;;

ij

Y;) #0

and Cov (X Z;) #0 | . (32)

We assume that Xj; is the measure of aggregate production function

PY,z) (33)
with fix) = ldF(x)dx i (34)
where f(x) = probability density function and

F(x) = distribution function
i,j=12,...n

We know that X;; = realizable set of X the population space.

We also impose that interaction of Y and Z is such that

R(y; z1) #R(y; 22) #R(y: 22) etc. e (35)
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and R(y] Z]) =]
also  R(y;z;)=0 i (36)

depending on interaction or no interaction.

The function X; = Y Z)
is assumed to have a probability distribution such as

P(X;/Y,Z) = P(x;;/y, 2, X) + P(x2/y, 2, X )

o + P(x1,/y1Z;X)
P(xy1/y2Z, X ) + ooooni. + P(x2,/y2,Z; X )
e +
P(xu/ynZ; X ) + .o + P(Xpn / yn, Z; X' )
............... (37)
with P(x;/ Y, Z; X ) =3p[(x; )/ Y, Z,X)] =1 ... (38)

where,

p may take either / or 0 depending on interaction or no

interaction.

In which case null element of interaction matrix, the F (Y; Z;) = 0,

and for null element p = 0.

Consider a general conditional probability function of a sub set x'

of X with



148

XXX (39)
where x" and x? are 2 different sets of response,

the conditional probability of x” given X' is

mou PX"IX)
P(x"/X)=————2" s 40
& ) P(X /X) “0
similarly
. P(x'1X)
P(x1/X)=———" s 41
(x"/X) PX T X) (41)

The relations (40) and (41) can be expressed as by rule of inverse

probability
pr 1 xy= PEIXOPX) )
P(X /X)
where PX)=PKx"/X)+P(x"/X) ... (43)
Translating (42) in terms of interaction functions
' (m) Y.Z. (m) Y.Z.
P(x" /X = STz JTWZ) (44)

f(m)(YiZj)'*‘f(q)(YiZj) - f(m+q)(Yizj)
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The rest of the analysis is graphical but not with correlation
coefficients but log of observations with lines of row against total of rows
and the interpretations can be made as in the case of correlation

coefficients.

3.3.d Confluence Analysis

Probably the most straightforward and meaningful analysis to
identify the determinants is as put forward by Frisch.'? Of course, he did it
for reduction of numerous independent variables in estimating a

dependent variable. Let us take for example,

The first thing we can do is to see whether Cov (Y, X;) are
formidably high specially when we look for positive correlation. Say, if

Cov (Y, X;) > Cov (Y, X5) > Cov (Y, X3) ... (46)

then surely X; is the predominant independent variable among the three

independent variables. We can possibly retain any other variable which is

marginally retainable provided that the Cov (X;, X;) # I say. Or we may

find this also graphically when we plot Y against X;, X, and X;

individually.
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3.4 Concluding Remarks

It may be observed from the above discussion that public
revenue cannot be taken as a determinant of public expenditure due to the
obvious nexus between them. Further, although the variance and co-
variance technique can be used in explaining the determinants of public
expenditure, we fail to use this technique due to lack of data set that is
required to carry out this type of analysis. And as such, we think it
imperative to use the econometric model that we have spelt out in Section
I of this chapter.

The model presented above (equation I) is of a global nature, but
for empirical analysis we need to use a number of combinations of the
independent variables according to the results of the empirical findings
depending on the availability of data. In the selection and the final
retention of the independent variables in our final analysis, we propose to
make use of the technique of confluence analysis, which is also used in
another statistical methodology known as multi-variate analysis that we

have spelt out in the foregoing paragraphs.



151

3.5 References

1.  Rao, M. Govinda (1981): Political Economy of Tax and Expenditure
Determination (A Case Study of Four Indian States), Allied
Publishers Pvt. Ltd., New Delhi, p.41

2. Ibid, pp.52-53

3. Ibid., p.42

4. Bez, K. (1990): Quantitative Techniques in Economics, New Delhi,
Kalyani Publishers, pp.306-7

5. Williamson, J.G. (1961): Public Expenditure and Revenue: An
International Comparison, Manchester School of Economic and
Social Studies, XXIX (1), January, pp. 43-56

6. Burkhead, Jesse and Miner, Jerry (1971): Public Expenditure, The

Macmillan Press Ltd., London, pp.304

~

Rizzo, Ilde (1985): ‘Regional Disparities and Decentralization as
Determinants of Public Sector Expenditure Growth in Italy (1960-
81)" in Forte, Francesco and Peacock, Alan (Eds.): Public
Expenditure and Government Growth, Basil Blackwell, Oxford,

U.K., pp.65-81



152

9. Baumol, William J. (1965): Economic Theory and Operations
Analysis, Englewood Cliffs, Prentice Hall, pp.221-228

10. Burkhead, Jesse and Miner, Jerry (1971): Public Expenditure, The
Macmillan Press Ltd., London, pp.310-311

11. Bez, K. (1980): Reaction Function and Econometric Models,
Research Paper, North Eastern Hill University, Shillong, p.42

12. Frisch, R. (1934): ‘Statistical Confluence Analysis by Means of
Complete Regression System,” University Institute of Economics,
Oslo, pp.5-8 in Hendry, David F. and Morgan, Mary S. (Eds.), The
Foundations of Econometric Analysis, Cambridge Unversity Press,

Cambridge, 1995, pp.271-3



156

CHAPTER IV

GROWTH AND PATTERN OF
PUBLIC EXPENDITURE

4.1 Introduction

In the previous chapter an attempt was made to explore
alternative econometric models in conformity with the objectives and
hypotheses of our study. It is observed from our discussion thereto that
the growth and pattern of public expenditure is determined by a
number of economic and non-economic variables. And the selection of
suitable explanatory variables in the model was subjected to suitable
economic and statistical reasoning. Before examining the growth and
pattern of public expenditure, it is thought that it is imperative to have
an idea about the actual growth of public expenditure in the State of
Meghalaya and the direction in which it has moved over the years. We
may mention it here that it is the size and composition of public
expenditure that ultimately the community looks to. Underneath the
policy controversies regarding public expenditure, vital questions
about the actual behaviour of these expenditures await dispassionate
analysis.' Therefore, this chapter is an attempt in this direction.

In this chapter, an attempt is made to discuss in detail the

intricacies of growth and pattern of public expenditure of the State of
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Meghalaya in relation to some of the important economic variables.
This will provide the necessary overall background to a better
analytical and critical evaluation of the structure and composition of
public expenditure. The methods of analysis are based on the studies

: : 2
carried out by earlier research scholars.

4.2 Growth of Public Expenditure

In recent years, there has been an enormous growth of public
expenditure in Meghalaya. In order to understand the intricacies of the
problem of public expenditure in the context of Meghalaya, it is proper
to analyse first the trend or the direction in which it has moved.
Keeping this in mind, an attempt is made here to discuss the growth of
total public expenditure both revenue and capital accounts of the State
of Meghalaya from 1972-73 to 2001-02. This will give us the overall
picture of the growth of public expenditure in the State during the
period of our study. The following Table 4.1 presents the trend of the
growth of total public expenditure.

It may be noted from Column 2 of Table 4.1 that total public
expenditure grew from Rs. 33.25 crores in 1972-73 to Rs. 1785.15
crores in 2001-02 recording an average annual rate of increase of

175.63 per cent.
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Table 4.1 Growth of Total Public Expenditure

(Both Revenue and Capital Account)

of the State of Meghalaya

Year State’s Net Per Col. 2
Total State Capita asa
Expen- Domestic Expen- Percen-
diture Product diture tage
(Rs.Crore) | (Rs.Crore) | (InRs.) of
Col. 3
1 2 3 4 5
1972-73 | 33.25 105.09 319.71 31.64
1973-74 | 26.86 108.36 251.03 24.79
1974-75 | 32.69 111.97 297.18 29.20
1975-76 | 35.44 115.51 313.35 30.68
1976-77 | 40.95 120.08 352.11 34.10
1977-78 | 56.18 134.75 470.13 41.69
1978-79 | 55.29 149.77 449.51 36.92
1979-80 | 64.19 165.46 505.43 38.79
1980-81 | 101.94 179.62 784.15 56.75
1981-82 | 136.57 205.84 1005.67 66.35
1982-83 | 124.71 227.10 892.70 54.91
1983-84 | 147.01 263.14 1023.03 55.87
1984-85 | 178.30 302.27 1206.36 58.99
1985-86 | 191.93 341.53 1186.22 56.20
1986-87 |230.22 386.25 1477.66 59.60
1987-88 | 264.36 466.86 1654.32 56.63
1988-89 | 318.05 505.96 1942.88 62.86
1989-90 | 350.69 659.78 2092.42 53.15
1990-91 | 405.65 767.35 2311.40 52.86
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1991-92 | 492.29 884.22 2773.46 55.68

1992-93 | 588.60 978.54 3130.85 60.15
1993-94 1 909.08 1133.38 4666.74 80.21
1994-95 | 777.97 1258.04 3855.15 61.84
1995-96 | 796.42 1380.31 3812.45 57.70
1996-97 | 813.58 1485.28 3761.35 54.78
1997-98 | 850.72 1690.42 3791.09 50.33

1998-99 | 1022.93 2079.25 4397.81 49.20
1999-00 | 1195.40 2467.13 4974.62 48.45

2000-01 | 1601.89 2806.20 6503.82 57.08
(R.E)

2001-02 | 1785.15 3267.36 7064.31 54.64
(B.E.)

Source :

Budget in Brief, Government of Meghalaya, 1974-75; 1977-78; 1978-79

Budget at a Glance, Government of Meghalaya:: 1984-85 to 2001-2002
Statistical Hand Book, Meghalaya, 1976

Estimates of State Domestic Product of Meghalaya, 1980-81 to 1995-96,
Government of Meghalaya, Directorate of Economics and Statistics, Meghalaya,
Shillong,

State Economy, Government of Meghalaya, Directorate of Economics and
Statistics

Column 3 shows the growth of net state domestic product from
Rs. 105.09 crores in 1972-73 to Rs. 3267.36 crores in 2001-02
maintaining an average annual rate of increase of 100.30 per cent.

Column 4 of the above Table shows the growth of per capita
public expenditure from Rs. 319.71 in 1972-73 to Rs. 7064.31 in 2001-
02. In terms of the average annual rate of increase, per capita public

expenditure records 70.32 per cent.
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Therefore, it may be inferred that the average annual rate of
increase of total public expenditure is the highest compared to the
average annual rate of increase in net state domestic product or the
increase in per capita expenditure. Thus, we find that Government
expenditure has grown at a faster rate than the State income, which is
in line with Wagner’s law of expanding state activity.

Column 5 of the above Table indicates total public expenditure
as a percentage of net state domestic product. The figures show that out
of the total thirty years of the period under study it is found that only
for two years (1973-74 and 1974-75) total public expenditure
constitutes less than 30 per cent of the net state domestic product, for
eight years (1972-73, 1975-76, 1976-77, 1977-78, 1978-79, 1979-80,
1998-99 and 1999-2000) total public expenditure constitutes between
30 and 50 per cent of the net domestic product while for twenty years
(1980-81 to 1997-98 and 2000-01 to 2001-02) total public expenditure
constitutes more than 50 per cent of the net state domestic product.

The growth in public expenditure as seen above may be
explained by the intensive development efforts made by the
government through comprehensive economic planning.” Therefore,
the former is closely related to the latter. In other words, if the plan is

more comprehensive, it tries to develop the sub-sectors of the economy
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simultaneously on the one hand and on the other it also centres its
attention on exploring the new bases and sources of additional
resources.

The factors responsible for expanding public sector activities in
the State economy can be explained through two distinct approaches.
The first approach relates to the increasing pressure on the demand for
public services due to increasing level of money income and
population growth, and its subsequent impact on the density of
population and urbanization. The growth of population has augmented
the problem of providing educational, health and other basic minimum
needs services. At the same time, due to the existence of predominant
subsistence agriculture sector, the public sector is compelled to make
larger investments in infra-structural and other developmental activities
in order to reduce the intense pressure on the subsistence sector and
provide more employment opportunities elsewhere in the economy.
Besides, on account of the steady increase in urbanization process, the
responsibility of the government for providing more public utility
services has also increased. Many non-exclusive public expenditure
programmes, which are also guided by externality conditions, come

within the domain of the public sector. For example, administrative,
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maintenance of law and order etc., are some of the areas where the
services have continuously been expanded.

The second approach is the supply factor. In an economy where
the private sector i1s not well developed, the public sector has to play a
double role. On the one side, it has to be directly involved in the
production process and on the other side it has to evolve such
programmes, which can help to stimulate the private sector in
participating in developmental activities. The massive investment in
the social and economic overheads has been made continuously in
order to increase the productive capacity of the economy either by
increasing the skills, organizational capacity or by increasing the
capital stock in the economy — a catalyst for achieving high economic
growth rate. Thus, both demand and supply factors have made decisive
influence on expanding the public sector size in the economy.

We shall now make an attempt to calculate the exponential
growth rate of the economic variables presented in the above table by
using the following estimating equation:

Y=ae
where, Y = total public expenditure/per capita expenditure or as the
case might be, r = the growth rate , t = time factor and ‘a’ = constant

term.
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The least squares estimates of the above equation give the
following results:
Te = 23.7504%""; R* = 0.985I
NSDP = 66.2490°*"°" ; R> = 0.9889
PCe = 238.9079"'°" : R* = 0.9745
where, Te = Total Public Expenditure, NSDP = net state domestic
product and PCe = Per Capita Expenditure.

It is observed from the above estimating equations that the
exponential growth rate of the total public expenditure remains around
14.68 percent during the period covered by our study. Further, the
value of R’ suggests that nearly about 98 per cent variations in the total
public expenditure is due to the time factor alone and 2 per cent
variations in the total public expenditure remain unexplained by the
time factor. By using the similar procedure, we have been able to find
the exponential growth rate of net state domestic product, which is
12.61 per cent while that of the per capita expenditure which is 11.59
per cent over the thirty-year period covered by our study. Moreover,
the value of R’ shows that 98 per cent of the variations in net state
domestic product and 97 per cent of the variations in the per capita

expenditure respectively are explained by the time factor.
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It is to be noted that, although, there is a continuous increase in
the absolute levels of total public expenditure, net domestic product
and per capita expenditure annually during the period of our study, the
rates of annual increase vary considerably. Therefore an attempt is
being made to calculate the annual trend values of the above three
economic variables during the thirty-year period of our study. The
trend values have been calculated by fitting simple linear regressions
of total public expenditure, net state domestic product and per capita
expenditure by employing the method of least squares. The trend
values of the above variables are then calculated for each year from the
corresponding estimating equations. In the next step, an attempt is
being made to delve into the specific economic and related factors
other than time factor, which might have contributed to the annual
fluctuations.

The following equation which is a simple linear regression type
has been used:

Y=f(X)=a+bX
where, Y = total public expenditure/net state domestic
product/ per capita expenditure
X = time

‘a’ and ‘b’ = constants.
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The trend equation fitted to the data of thirty years reveals the
following relationship between Total Expenditure (7E) and time:

Te = —310.44 + 49.38 X
(79.84)  (4.50)

R*=0.8115

It may be observed that the linear relationship explains 81.15 per cent
of the variations in total public expenditure. It implies that the linear
relationship is a good fit to the data. The figures in parenthesis indicate
the standard error of the estimating equations.

The trend equation fitted to the data of thirty years shows the
following relationship between net state domestic product (NSDP) and
time:

NSDP = —544.90 + 88.37 X
(154.80)  (8.69)

R’ =0.7870
It may be seen that the linear relationship explains 78.70 per cent of the
variations in net state domestic product. It implies that the linear
relationship is a good fit to the data.
The trend equation fitted to the data of thirty years exhibits the
following relationship between Per Capita Expenditure (PCe) and

time:
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PCe = —944.45 + 20559 X
(260.58) (14.68)

R’ = 0.8751

It may be observed that the linear relationship explains 87.51 per
cent of the variations in per capita expenditure. It implies that the linear
relationship is a good fit to the data. The figures in parenthesis indicate
the standard error of the estimating equations.

Table 4.2 Regression Analysis of Variance

Variations Total Net State | Per Capita
Public Domestic | Expenditure
Expenditure | Product

1 2 3 4

Explained 81.15 78.70 87.51

Variations

(%)

Unexplained | 18.85 21.30 12.49

Variations

(%)

Total 100.00 100.00 100.00

Variations

R’ 0.8115 0.7870 [ 0.8751

R 0.9008 0.8871 0.9355

Probable +0.02 +0.03 +0.02

error

of r

Note: For finding out the probable error of r, the
following formula has been adopted : 0.6745 (1-r*)/VN.
The value of Karl Pearson’s co-efficient of correlation (r) and

co-efficient of Determination (R”) are shown in Table 4.2.
The above table shows that about 81 per cent of the total

variations in total public expenditures are explained by the time factor
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alone. Similarly, 79 per cent of the variations in the net state domestic
product and 88 per cent of the variations in per capita expenditure are
explained by the time factor alone. This implies that the linear
relationships are a good fit to the data. The coefficients of
determination show positive regression with high degree of confidence.
The coefficients of correlation indicate that the above three variables
viz., total public expenditure, net state domestic product and per capita
expenditure have positive and are very closely correlated with time.
The values of probable error r imply that the regressions have nearness
of being unbiased and best linear estimators.

The aggregative picture about the growth of total public
expenditure may not provide us a clear picture about direction in which
it has moved over the years and we believe that for a better
understanding of the dynamics of growth of public expenditure, a dis-
aggregative view is essential for determining the actual behaviour of
public expenditure in Meghalaya. This is what has been set out in the
following paragraphs.

4.2.a Growth of Revenue Expenditure

It may be mentioned here that the expenditure on the revenue

account is divided mainly into development expenditure and non-

development expenditure. The development expenditure is further sub-
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divided into expenditure on economic development and expenditure on
social and community services. Expenditure on economic development
consists of expenditure on agriculture and allied activities, rural
development, special areas programme, irrigation and flood control,
energy, industry and mineral, transport, science, technology and
environment and the general economic services. On the other hand,
non-development expenditure consists of expenditure on general
services such as organs of the state, administrative services, collection
of taxes (fiscal services), debt services, pension and miscellaneous
general services.

The growth of public expenditure on the revenue account of the
State of Meghalaya for the period 1972-73 to 2001-2002 is shown in
Table 4.3 below.

Table 4.3 Growth of Revenue Expenditure
of the Government of Meghalaya

Year Revenue | Total Net State | Col. 2 Col. 2
Expen- Expen- Domestic | as % as %
diture diture Product of Col.3 | of Col. 4
(Rs.Cr.) |(Rs.Cr.) | (Rs.Cr.)

1 2 3 4 5 6
1972-73 18.18 33.25 105.09 54.68 17.30
1973-74 19.55 26.86 108.36 72.78 18.04
1974-75 25.03 32.69 111.97 76.57 22.35
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1975-76 | 27.36 35.44 115.51 77.20 23.69
1976-77 | 30.11 40.95 120.08 73.53 25.07
1977-78 | 41.22 56.18 134.75 73.37 30.59
1978-79 | 40.40 55.29 149.77 73.07 26.97
1979-80 | 45.95 64.19 165.46 71.58 27.717
1980-81 | 59.82 101.94 179.62 58.68 33.30
1981-82 | 74.28 136.57 205.84 54.39 36.09
1982-83 | 85.03 124.71 227.10 68.18 37.44
1983-84 | 99.72 147.01 263.14 67.83 37.90
1984-85 | 116.82 178.30 302.27 65.52 38.65
1985-86 | 134.98 191.93 341.53 70.33 39.52
1986-87 | 156.43 230.22 386.25 67.95 40.50
1987-88 | 189.61 264.36 466.86 71.72 40.61
1988-89 | 224.58 318.05 505.96 70.60 44.39
1989-90 | 258.78 350.69 659.78 73.79 39.22
1990-91 | 310.77 405.65 767.35 76.61 40.50
1991-92 | 368.05 492.29 884.22 74.76 41.62
1992-93 | 410.29 588.60 978.54 69.71 41.93
1993-94 | 482.85 909.08 1133.38 | 53.11 42.60
1994-95 | 456.95 777.97 1258.04 | 58.74 36.32
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1995-96 | 580.40 796.42 1380.31 | 72.88 42.05
1996-97 | 616.95 813.58 1485.28 | 75.83 41.54
1997-98 | 685.11 850.72 1690.42 | 80.53 40.53
1998-99 | 815.44 1022.93 | 2079.25 |79.72 39.22
1999-00 | 927.79 1195.40 |2467.13 |77.61 37.61
218(1;0—01 1192.86 | 1601.89 |2806.20 |74.47 4251
(260i)—02 1354.83 | 1785.15 |3267.36 |75.89 41.47
(B.E.)

Source :

Budget at a Glance, Government of Meghalaya: 1984-85; 1986-87; 1989-90;

Statistical Hand Book, Meghalaya, 1976
Budget in Brief, Government of Meghalaya, 1978-79

The trend shows that revenue expenditures which were Rs 18.18
crores in the year 1972-73, rose to Rs 1354.83 crores in the year 2001-
02 thus recording an average annual rate of increase of 245.08 per cent.
This increase of revenue expenditures of the State government during
the same period of time was caused by the higher additional
expenditures under general services, social and community services
which have increased significantly over these years, with a view to
achieving the five year plan objectives of poverty alleviation with
special emphasis on employment generation and provision of

minimum basic needs like health care, education, drinking water, rural

roads and energy.

1994-95; 1998-99; 2000-01; 2001-2002.
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Column 5 of Table 4.3 shows revenue expenditure as a
percentage to total public expenditure. It is found that only for five
years revenue expenditure constitutes less than 60 per cent of the total
public expenditure, only five years less than 70 per cent of the total
public expenditure and the rest of the period of our study, i.e., for
twenty years, it is found that revenue expenditure constitutes more than
70 per cent of total public expenditure.

Column 6 of Table 4.3 shows revenue expenditure as a
percentage of net state domestic product. It is found that out of the total
thirty years of our study, only two years witness revenue expenditure
less than 20 per cent of the net state domestic product, while sixteen
years show that revenue expenditure constitutes more than 20 per cent
of the net state domestic product, while twelve years show that revenue
expenditure constitutes more than 40 per cent of the net state domestic
product. According to Martin and Lewis, “the Governments of
countries making a special development effort will find themselves
spending between 19 and 22 per cent of Gross National Product.”
Since in the State of Meghalaya we find the share of public

expenditure in the State income is very high, we can infer that the State

has been making effort to develop the economy.
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The exponential growth rate of the revenue expenditures has
been calculated by using the similar formula Y = ae” as used earlier
in this chapter.

The least squares estimate of the above equation is:

Re = 15.8125¢"""”; R* = 0.9957
where, Re = revenue expenditures.

As calculated earlier, the least squares estimates of the above
equation for total public expenditure and net state domestic product
are: Te = 23.7504"%%; R* = 0.9851

NSDP = 66.2490°*"°" ; R> = 0.9889

It 1s clearly seen from the above equation that the annual
compound rate of growth of total revenue expenditure during the
period of our study is approximately 14.99 per cent. Further, it is
evident from the value of R’ that 99 percent variations in revenue
expenditure is explained by time factor alone. While comparing the
growth rate of revenue expenditure with the growth rates of total public
expenditure and the net state domestic product which record 14.68 per
cent and 12.61 per cent respectively, it is found that the growth rate of
revenue expenditure shows the highest.

It is to be noted that, although, there is a continuous increase in

the absolute levels of revenue expenditures annually during the period
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1972-73 to 2001-02, the rates of annual increase vary considerably.
Therefore an attempt is being made to calculate the annual trend values
of revenue expenditures during the thirty-year period of our study. The
trend values have been calculated by fitting simple linear regressions
of revenue expenditures by employing the method of least squares. The
trend values of revenue expenditures are then calculated for each year
from the corresponding estimating equations. In the next step, an
attempt is being made to find out the specific economic and related
factors other than time factor, which might have contributed to the
annual fluctuations.
The equation expressing revenue expenditures as a function of
time is taken to be of the simple linear regression type:
Y=f(X)=a+bX
where, Y = total revenue expenditures,
X =time

‘a’ and ‘b’ = constants.
The relevant annual data for the period 1972-73 to 2001-02 are fitted
and the estimating equation gives the following values:

Re = —242.03 + 36.80X
(62.51) (3.52)

R? = 0.7959

where, Re = revenue expenditures.
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The figures in parenthesis indicate the standard error of the estimating
equations.

It is found that about 80 per cent of the total variations in
revenue expenditures are explained by the time factor alone. This
implies that the linear relationship is a good fit to the data. The value of
Karl Pearson’s co-efficient of correlation (r) and co-efficient of
Determination (R?) are shown below in Table 4.4

Table 4.4 Regression Analysis of Variance

Variations Revenue
Expenditure
1 2
Explained 79.59

Variations (%)
Unexplained 20.41
Variations (%)
Total Variations | 100.00

R’ 0.7959
R 0.8921
Probable error | +0.03
of r

Note: For finding out the probable error of r, the
following formula has been adopted :
6745 (1-r*)AN.

Since r = 0.89, it implies that the two variables revenue expenditure
and time are positively very closely correlated with each other. The
probable error of r + (0.03 indicates that the regression has nearness of

being unbiased and best linear estimator.
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4.2.b Growth of Capital Expenditure

We shall now analyse public expenditure on capital account of
the State Government of Meghalaya. This exercise is important from
the point of view of planning for development of the State. It has
become an effective fiscal instrument for the transfer of resources even
though the effect is realised only after a considerably long period of
time due to the inherent long gestation period. However from the study
of the pattern of capital expenditure, a general idea of the total
magnitude of flow of resources can be had. Because of its sheer
magnitude, capital expenditure assumes a great deal of significance.
Moreover, the projects financed by capital expenditure depend on their
gestation period and accordingly they can be quick yielding or slow
yielding in terms of economic benefits. Besides, capital expenditure
acquires deep implications in terms of its impact on the revenue budget
of the State. Therefore it is a firm belief that a well thought out policy
of capital expenditure forms the foundation of economic development
in a under-developed State like Meghalaya. The following Table 4.5
shows the trends of capital expenditures of the State Government for
the period 1972-73 to 2001-02. Table 4.5 clearly portrays the extent to
which the growth in capital expenditures of the State Government has

taken place in the last thirty years.
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of the Government of Meghalaya

Year Capital Total Net Col. 2 Col. 2
Expen- Expen- State as % as %
diture diture Domestic | of of

Product Col. 3 Col. 4
1 2 3 4 5 6

1972-73 | 15.07 33.25 105.09 45.32 14.34

1973-74 | 7.31 26.86 108.36 27.22 6.75

1974-75 | 7.66 32.69 111.97 2343 6.84

1975-76 | 8.09 35.44 115.51 22.83 7.00

1976-77 | 10.84 40.95 120.08 26.47 9.03

1977-78 | 14.96 56.18 134.75 26.63 11.10

1978-79 | 14.89 55.29 149.77 26.93 9.94

1979-80 | 18.24 64.19 165.46 28.42 11.02

1980-81 [42.12 101.94 179.62 41.32 23.45

1981-82 | 62.29 136.57 205.84 45.61 30.26

1982-83 | 39.69 124.71 227.10 31.83 17.48

1983-84 | 47.30 147.01 263.14 32.17 17.98

1984-85 | 61.48 178.30 302.27 34.48 20.34

1985-86 | 56.95 191.93 341.53 29.67 16.67

1986-87 | 73.79 230.22 386.25 32.05 19.10

1987-88 | 74.75 264.36 466.86 28.28 16.01

1988-89 | 93.47 318.05 505.96 29.39 18.47

1989-90 |91.92 350.69 659.78 26.11 13.93

1990-91 | 94.87 405.65 767.35 23.39 12.36

1991-92 | 124.24 492.29 884.22 25.24 14.05

1992-93 | 178.31 588.60 978.54 30.29 18.22

1993-94 | 426.23 909.08 1133.38 | 46.89 37.61
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1994-95 | 339.24 777.97 1258.04 | 43.61 26.97

1995-96 | 216.02 796.42 1380.31 | 27.12 15.65

1996-97 | 196.62 813.58 1485.28 | 24.17 13.24

1997-98 | 165.61 850.72 169042 | 19.47 9.80

1998-99 | 207.49 1022.93 |2079.25 |20.28 9.98

1999-00 |267.61 119540 |2467.13 |22.39 10.85

2000-01 409.03 1601.89 2806.20 25.53 14.58
(R.E) (R.E)
2001-02 | 430.32 1785.15 3267.36 24.11 13.17
(B.E.) (B.E.)
Source:
Budget in Brief, Government of Meghalaya, 1974-75; 1977-78; 1978-79; 1982-83;
1984-85;

Budget at a Glance, Government of Meghalaya, 1984-85; 1986-87; 1987-88;
1988-89; 1989-90; 1993-94; 1994-95; 1998-99; 2001-02

From the above Table 4.5, it is clear that capital expenditures have
increased during the period of our study.

It may be noted that from 1974-75 onwards there was a
consecutive increase, with some fluctuations, in the level of capital
expenditure. The major factor in the growth of capital expenditure of
the State during the period of our study was the expenditure on debt
services, which increased rapidly during these years. This was largely
on account of loan financing of unproductive investment in the capital
account which brought about the mounting debt burden on the State. In
addition to this, increasing expenditures under general services such as
public works, printing, stationery, other administrative services and

miscellaneous general services and then community services which
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include education, art and culture, medical and public health services,
housing and urban development and other social and community and
services including labour and employment, were also responsible for
the continuing increase in capital expenditure during these years.

During the period of our study, there was a phenomenal increase
in the capital expenditure from Rs. 15.07 crores in 1972-73 to Rs.
430.32 crores in 2001-02 recording an average annual rate of increase
of 91.85 per cent. It may be noted that capital expenditure does follow
the same pattern as the revenue expenditure but not at a fast rate as the
latter.

In Column 5 of Table 4.5 we have calculated capital expenditure
as a percentage of total public expenditure so as to be able to find out
the trend of public investment taking place in the State during the
period of our study. It may be noted that only for five years (1982-83,
1983-84, 1984-85, 1986-87 and 1992-93) out of the total period of our
study that capital expenditure constitutes a little more that 30 per cent
of the total expenditure. Again it is seen that only for four years (1972-
73, 1981-82, 1993-94 and 1994-95) out of the thirty years of our study
that capital expenditure constitutes more than 40 per cent of the total
expenditure. The rest of the period, that is, for twenty one years (1973-

74 to 1979-80, 1985-86, 1987-88 to 1991-92, 1995-96 to 2001-02) out
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of the thirty years of our study, capital expenditure constitutes less than
30 per cent of total expenditure. In spite of the fact that the State has
been spending heavily on the construction of roads and bridges,
medical and public health facilities, sanitation and water supply
schemes, special areas programmes, irrigation and food control
measures, industry, mineral and transport, yet capital expenditure
shows a declining trend compared to revenue expenditure taking place
during the period of our study. This only proves that the State has not
been able to pursue public expenditure policies in consonance with the
achievement of long term goals and objectives such as self-reliance,
industrialization for intensive and extensive use of the rich resources
available within the State thus generating more employment and
increasing the per capita income of the people of the State.
The same formula Y = ae” used in revenue expenditure has been
used in the calculation of the growth rate of capital expenditure.
The least squares estimate of the equation is found to be:
Ce = 7.7176 &"™""'; R* = 0.9152
where, Ce = Capital expenditures expressed in Rupees crores.
The annual compound rate of growth in capital expenditures during the

period of our study is 13.91 percent.
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In order to conduct a time series analysis of the capital
expenditures of the State Government of Meghalaya, the annual trend
values of capital expenditures for the thirty years of our study are fitted
and the estimating equation yields the following values:

Ce = —68.40 + 12.58X
(26.75)  (1.51)

R’ = 0.7133
where, Ce represents capital expenditures. The figures in the
parenthesis indicate the Standard Error of the estimates.

It is seen that about 71 per cent of the total variations in capital
expenditures are explained by time factor alone. This implies that the
equation is quite a good fit to the data. The computed values of co-
efficient of correlation (r) and the co-efficient of determination (R”) are
shown below in Table 4.6.

In Table 4.6, it is seen that » = 0.84 indicating that the two
variables capital expenditure and time have positive and are very
closely correlated with each other. Further, it is seen that the probable
error of (r) which is + 0.04 implies that the probable error is the
minimum which is <0.05 i.e., it assures 95 per cent level of confidence

of being unbiased.
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Table 4.6 Regression Analysis of Variance

Variations Capital
Expenditure
1 2
Explained 71.33

Variations (%)
Unexplained 28.67
Variations (%)
Total Variations | 100.00

R’ 0.7133
R 0.8446
Probable error | +0.04
of r

Note: For finding out the probable error of r, the
following formula has been adopted :
6745 (1-1)AN.

At this juncture of our analysis, we would like to make certain
observations. If, it is assumed that revenue expenditure is carried out to
maximize the present output and employment and capital expenditure
1s carried out to maximize the future output and employment then, we
may spell out two broad objectives of development, i.e. short-term
objective of economic growth and long-term objective of economic
growth. Scrutinizing the growth of public expenditure in Meghalaya, it
is observed that both revenue and capital expenditures keep on
increasing over the years. But it is the increase in revenue expenditure,

which is more predominant thus contributing to the explosive cycles of
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public expenditure growth in the State. Further, it may be pointed out
that the State has been maximizing the short term economic goals and
objectives of present output and employment which is not a healthy

growth for a backward State like Meghalaya.

4.3 Pattern of Public Expenditure

In this section, an attempt is made to study the pattern of public
expenditure in the last thirty years of planning in order to ascertain the
direction of changes in the State Government’s public expenditure
policies.

It is generally believed that public expenditure is an important
instrument for realizing the objectives of state policy. The objectives
tend to determine the magnitude and pattern of public expenditure. The
magnitude and pattern of public expenditure of the constituent States in
a federal set-up like India is determined jointly by the policy of the
Central government as well as of the State governments. The operation
of public expenditure is the result of a series of value judgement
arrived at by a group of officials who carry on the administration in the
light of the broad decision of the Legislature. The objectives of public
expenditure are determined by the existing requirements of the

community and the political ideology of the party or parties in power.
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Hence, the objectives differ over periods. Yet a general pattern of the
objectives of public expenditure can be formulated. These general
objectives take the form of provision of a minimum of certain services
for the social, economic and physical security of the people, the
promotion of the most effective utilization of human and other
resources, the stabilization of the economy, among other things. The
implementation of these objectives has led to the stupendous growth in
public expenditure in the State of Meghalaya. The expansion of public
wants, the rise of a modern state with its emphasis on social welfare,
the rapid growth of population, the rising prices and the direction of
public expenditure towards economic development have all contributed
to the explosive growth of public expenditure in the State of
Meghalaya.

We shall now examine the trend in revenue expenditure
according to sectors viz., general services, social services and
economic services since the inception of the State. Some notable
changes have taken place in the policy of the State government’s
revenue expenditure during the period 1972-73 to 2001-02. From
Table 4.7 it is evident that the revenue expenditure on the general
services of the State increased from Rs. 5.01 crores in 1972-73 to Rs.

510.48 crores in 2001-02.
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Table 4.7 Sector-wise Revenue Expenditure

(Rupees in Crore)

Year General Social Economic
Services Services Services
1 2 3 4
1972-73 5.01 6.15 7.02
1973-74 | 4.96 6.62 7.97
1974-75 7.61 7.00 10.42
1975-76 8.98 7.91 10.47
1976-77 8.61 9.00 12.51
1977-78 12.69 13.03 15.49
1978-79 10.72 12.28 17.40
1979-80 11.52 14.29 20.14
1980-81 16.71 19.49 25.62
1981-82 21.94 2481 27.53
1982-83 28.10 29.07 27.85
1983-84 27.61 37.89 34.22
1984-85 30.78 31.78 44.76
1985-86 38.07 44.30 52.60
1986-87 47.98 48.86 59.58
1987-88 57.60 56.82 75.19
1988-89 68.38 76.61 79.59
1989-90 78.58 94.86 85.33
1990-91 87.58 112.65 110.59
1991-92 102.86 137.55 127.64
1992-93 123.89 145.65 140.75
1993-94 149.04 177.91 155.91
1994-95 158.25 162.50 136.20
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1995-96 188.42 209.01 182.96
1996-97 205.62 324.40 186.94
1997-98 197.82 253.64 195.22
1998-99 280.34 299.95 235.15
1999-00 337.44 356.04 234.32
2000-01 435.00 448.64 309.22
(R.E.)

2001-02 510.48 498.18 346.17
(B.E.)

Source:

Budget in Brief, Government of Meghalaya, 1978-79;
Budget at a Glance, Government of Meghalaya:: 1984-85; 1986-87; 1989-90;
1994-95; 1998-99; 2000-01; 2001-02.

The growth rate of the general services on the revenue account is

shown by the least squares estimate of the following equation as:

Ge = 4.2354¢" "7 | R® = .9939
where, Ge = general services expenditures on revenue account
expressed in Rupees Crores.

It is clearly seen from the above equation that the annual
compound rate of growth of the revenue expenditure on general
services during the period of our study is approximately 15.78 per cent.
With regard to the social services on the revenue account it is found
that the expenditures grew from Rs. 6.15 crores in 1972-73 to Rs.
498.18 crores in 2001-02. The growth rate of the revenue expenditure
on social services is shown by the least squares estimate of the

following equation as:
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Se = 4.6786¢" """, R> = .9922

where, Se = social services expenditures on revenue
account expressed in Rupees Crores. It is clearly seen from the above
equation that the annual compound rate of growth of the expenditure
on social services of the revenue account during the period of our study
i1s approximately 15.93 per cent. Further, from the above Table it is
seen that revenue expenditures on economic services increased from
Rs. 7.02 crores in 1972-73 to Rs. 346.17 crores in 2001-02. The growth
rate of the revenue expenditure on economic services is shown by the

least squares estimate of the following equation as:

ECe = 7.0426¢"" R* = .9877
where, ECe = economic services expenditures on revenue
account expressed in Rupees Crores. It is clearly seen from the above
equation that the annual compound rate of growth of the revenue
expenditure on economic services during the period of our study is
approximately 13.41 per cent. The above analysis indicates that the
revenue expenditures on social services account for the maximum rate
of growth followed by the revenue expenditures on general services
and economic services. This only reveals the fact that the Government
of Meghalaya is spending a substantial amount on the social sectors of

the State such as education and public health measures like water
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supply and sanitation so as to improve the literacy rate of the
population, which is one of the lowest in the country and also to
improve the productivity of the people of the State. We shall now turn
our attention to the pattern of capital expenditure according to sectors
viz., general services, social services and economic services. The
following Table 4.8 gives the trend of the growth of -capital
expenditure. Some notable changes have taken place in the policy of
the State government’s capital expenditure during the period of our
study. From Table 4.8 it is evident that the capital outlay on general

Table 4.8 Sector-wise Capital Outlay

(Rupees in Crores)

Year General | Social Eco- Percent | Percent | Percent
Services | Services | nomic of of of

Services | Col. 2 Col. 3 Col. 4

to TCO |[to TCO |to TCO
1 2 3 4 5 6 7
1972-73 | 0.35 2.75 2.32 18.25
1973-74 | 0.27 3.21 3.69 4391
1974-75 | 0.93 1.44 3.72 12.14 18.80 48.56
1975-76 | 0.46 1.61 5.12 5.69 19.90 63.29
1976-77 | 0.30 1.49 4.46 2.56 12.72 38.09
1977-78 |1 0.71 2.02 5.99 4.44 12.63 37.44
1978-79 | 0.70 3.28 8.20 4.70 22.03 55.07
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1979-80 | 0.70 6.95 8.65 3.84 38.10 47.42
1980-81 | 0.74 10.08 10.28 1.76 23.96 24.41
1981-82 | 1.52 9.46 12.42 2.44 15.19 19.94
1982-83 | 2.24 10.17 13.91 5.64 25.62 35.05
1983-84 | 3.35 15.72 14.54 7.00 32.85 30.39
1984-85 | 3.04 11.39 16.71 4.94 18.53 27.18
1985-86 | 2.92 17.80 17.44 5.13 31.26 30.62
1986-87 | 4.95 22.03 24.34 6.71 29.85 32.99
1987-88 | 3.72 22.05 27.78 4.98 29.50 37.16
1988-89 | 6.44 21.48 33.06 6.89 22.98 35.37
1989-90 | 4.66 23.40 39.49 5.07 25.46 42.96
1990-91 | 6.32 23.52 45.11 6.66 24.79 47.54
1991-92 | 6.17 26.80 50.44 4.97 21.57 40.60
1992-93 | 5.84 31.66 65.08 3.28 17.76 36.50
1993-94 | 8.72 29.63 66.91 2.05 6.95 15.70
1994-95 | 5.10 29.07 68.65 1.50 8.57 20.24
1995-96 | 8.06 35.48 90.61 3.73 16.43 41.95
1996-97 | 6.08 46.38 72.39 3.09 23.59 36.82
1997-98 | 4.77 42.49 78.62 2.88 25.66 47.47
1998-99 | 5.98 50.13 88.39 2.88 24.16 42.60
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1999-00 | 9.46 53.76 101.95 |3.54 20.09 38.10
2000-01 | 12.97 120.45 |125.65 |3.17 29.45 30.72
(R.E)
2001-02 | 14.49 118.14 132.80 3.37 27.45 30.86
(B.E.)

Note: R.E.= Revised Estimate; B.E.= Budget Estimate; TCO= Total Capital Outlay
Source: Budget a Glance, Government of Meghalaya:: 1974-75 to 2001-02.

services increased from Rs. 0.35 crores in 1972-73 to Rs. 14.49 crores
in 2001-02. The growth rate of the general services on the capital
account is shown by the least squares estimate of the following
equation as:
Ge = 1.0892°*'™" R* = 0.7823

where, Ge = general services expenditures on capital account
expressed in Rupees Crores. It is clearly seen from the above equation
that the annual compound rate of growth of capital expenditure on
general services during the period of our study is approximately 10.61
per cent. With regard to the capital expenditure on social services it is
found that the expenditures grew from Rs. 1.44 crores in 1974-75 to
Rs. 118.14 crores in 2001-02. The growth rate of the -capital
expenditure on social services is shown by the least squares estimate of
the following equation as:  Se = 4.6786¢""°*", R* = 0.9922

where, Se = social services expenditures on capital account expressed

in Rupees Crores.
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It is clearly seen from the above equation that the annual
compound rate of growth of the capital expenditure on social services
during the period of our study is approximately 15.93 per cent. From
the above Table it is seen that capital expenditures on economic
services increased from Rs. 2.75 crores in 1972-73 to Rs. 132.80 crores
in 2001-02. The growth rate of the capital expenditure on economic
services i1s shown by the least squares estimate of the following
equation as:

ECe = 7.0426¢""" | R® = 0.9877

where, ECe = economic services expenditures on capital
account expressed in Rupees Crores. It is clearly seen from the above
equation that the annual compound rate of growth of the capital
expenditure on economic service during the period of our study is
approximately 13.41 per cent. The above analysis indicates that the
capital outlay on social services account for the maximum rate of
growth followed by the capital outlay on general services and
economic services. This only indicates the fact that the Government of
Meghalaya has been making efforts to extend and consolidate the
social infrastructure like providing and improving the primary

education sector, as well as extending and improving upon the public
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health measures so as to increase the productivity of the people of the
State.
4.4 Developmental and Non-developmental Expenditure

We shall now carry out an analysis to study the trends in public
expenditure under the following two major heads: (1) Developmental
expenditure which is further subdivided into (a) Human capital and (b)
Physical capital, and (2) Non-developmental expenditure.
Developmental expenditures or developmental outlays are grouped
under two categories. The first category refers to ‘social services’ and
1s concerned with the provision of basic amenities of life to the
community. Other expenditure items which are under this head include
education, medical and public health and other social services.
Education includes both general and technical education. The sub-
group items such as ‘medical’ and ‘public health’ also include family
planning programmes. The other sub-group known as ‘other social
services’ includes housing, labour welfare and other social welfare
schemes. Expenditures provided in the budget for crash schemes of
rural employment and those for employment promotion programmes
are also included in this sub-group. This sub-group also includes such
expenditures as the lump-sum provision made in the budget for the

special welfare schemes, primary education and rural water supply.
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The expenditure on nutrition programme for children is also included
here. However, the relief expenditures, say for displaced persons are
included here, but expenditures provided for natural calamities appear
under the general services.

The second category, which embraces the ‘provision for
economic services’ includes all such expenditures as promote directly
or indirectly productive activity within the economy. Outlay on
economic services can play an important part in the promotion of
development and should have a high claim to the resources available
for government consumption purposes.’” Further sub-division into
agriculture, industry, transport and communication and “other
economic services” 1s done according to the type of the economic
activity, which affects agriculture, animal husbandry, fisheries,
forestry, co-operation and community development. Industry broadly
covers both large and small- scale industries, power development,
exploitation of mineral resources and trade and export promotion.
Transport and communication include roads. “Other economic
services” is a residual category, which includes the State’s share in
small savings. Non-developmental expenditures on revenue account

consist of ‘administrative services’ including district administration,
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police, public works etc., charges for collection of taxes and duties,
debt servicing charges and pensions, etc.

Table 4.9 reveals the trend of developmental and non-
developmental expenditure on revenue account in the State of
Meghalaya as plan-wise averages of the thirty-year period covered by
our study. The relevant figures for developmental expenditures are
extracted from the various budgets papers of the State Government.

Table 4.9 Developmental and Non-developmental
Revenue Expenditures of the State of Meghalaya

(Rupees in Crores)

Year Develop- | Non-dev- | Total Col.2 | Col.3
mental elop- Rev- asa% |asa%
Expen- mental enue of of
diture Expen- Expen- | Total Total

diture diture
1 2 3 4 5 6

1972-73 13.17 5.01 18.18 72.44 27.56

1973-74 14.59 4.96 19.55 74.63 25.37

IV Plan Average | 13.88 4.99 18.87 73.56 26.44

(1972-73 to

1973-74)

1974-75 17.42 7.61 25.03 69.60 30.40

1975-76 18.38 8.98 27.36 67.18 32.82

1976-77 21.50 8.61 30.11 71.40 28.60

1977-78 28.53 12.69 41.22 69.21 30.79

V Plan Average | 21.46 947 30.93 69.38 30.62

(1974-75 to

1977-78)

1978-79 29.68 10.73 40.41 73.45 26.55

1979-80 34.43 11.52 45.95 74.93 25.07

1980-81 43.11 16.71 59.82 72.07 27.93

1981-82 52.34 21.94 74.28 70.46 29.54
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1982-83 56.92 28.11 85.03 66.94 33.06
1983-84 72.11 27.61 99.72 72.31 27.69
1984-85 86.04 30.78 116.82 73.65 26.35
VI Plan Average | 62.10 25.03 87.13 71.27 28.73
(1980-81 to

1984-85)

1985-86 96.90 38.08 134.98 71.79 28.21
1986-87 108.44 47.98 156.42 69.53 30.47
1987-88 132.01 57.60 189.61 69.62 30.38
1988-89 156.20 68.38 224.58 69.55 30.45
1989-90 180.19 78.58 258.77 69.63 30.37
VII Plan Average | 134.75 58.12 192.87 | 69.87 30.13
(1985-86 to

1989-90)

1990-91 223.24 87.58 310.82 71.82 28.18
1991-92 265.19 102.86 368.05 72.05 27.95
1992-93 287.95 122.34 410.29 70.18 29.82
1993-94 335.93 146.92 482.85 69.57 30.43
1994-95 300.46 156.49 456.95 65.75 34.25
1995-96 394.02 186.38 580.40 67.89 32.11
1996-97 413.35 203.60 616.95 67.00 33.00
viir Plan Average | 346.34 163.15 509.49 68.08 31.92
(1992-93 to

1996-97)

1997-98 448.86 236.25 685.11 65.52 34.48
1998-99 535.10 280.34 815.44 65.62 34.38
1999-00 590.35 337.44 927.79 63.63 36.37
2000-01 (R.E.) 757.87 435.00 1192.86 | 63.53 36.47
2001-02 (B.E.) 844.35 510.48 1354.83 | 62.32 37.68
IX Plan Average | 635.31 359.90 99521 |163.84 | 36.16
(1997-98 to

2001-02)

Note: R.E. = Revised Estimate; B.E. = Budget Estimate

Source : Budget in Brief, Government of Meghalaya, 1974-75; 1977-78; 1978-79

Budget at a Glance, Government of Meghalaya:: 1984-85 to 2001-2002
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Table 4.9 clearly portrays the trend of the developmental and
non-developmental expenditures in Meghalaya from 1972-73 to 2001-
02. Throughout the consecutive five-year plans, there has been an
increase by leaps and bounds, in both the developmental and non-
developmental expenditures in absolute terms in Meghalaya. In terms
of plan average of the total expenditure, the Fifth Plan average of the
developmental expenditure was 69.35 per cent which was less as
compared to the last year of the Fourth Five year Plan which recorded
73.54 per cent. The annual plan average for 1978-79 and 1979-80 was
the highest i.e., 74.19 per cent during the period of our study.
However, the Sixth Five Year Plan average with 71.09 per cent was a
little higher than the Fifth Five Year Plan average. Except for the
annual plan average for 1990-91 and 1991-92, the plan averages for the
Seventh and Eighth Five Year Plans declined to 70.07 per cent and
68.08 per cent respectively as compared to the earlier five year plan
averages. Even in the Ninth Five Year Plan, the plan average of
developmental expenditure shows a further declining trend of 63.84
per cent of the total expenditure. On the other hand, the plan average of
non-plan expenditures increased during the planning period of our
thirty years of study from 26.44 per cent in the Fourth Five Year Plan

to 36.16 per cent in the current Ninth Five Year Plan.
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It may be pointed out here that, as the developmental
expenditures in absolute figures have been pushed up to remarkably
high levels during the plan period, so also the non-developmental
expenditures on revenue account have witnessed a steady increase.
With additional increase in the volume of developmental expenditures,
the non-developmental expenditures also tended to increase, mainly on
account of increasing burden of administrative machinery of the State
to shoulder heavier load of economic activities. However, it is to be
noted that with every increase in developmental expenditure, the
additional non-developmental expenditures should comparatively
decline so as not to pull down the growth efficiency.

If, developmental expenditures on social services are broadly
taken to indicate public expenditure on human capital whereas,
revenue expenditures on economic and developmental services are
broadly taken as an indicator of expenditure on physical capital, then
per capita expenditure on human capital, during our period of study,
increased from Rs. 59.07 in 1972-73 to Rs. 1728.35 in 1999-2000.
Similarly, per capita expenditure on physical capital increased from Rs.
67.49 in 1972-73 to Rs. 1137.45 in 1999-2000. The increase in per

capita terms in both human and physical capital has been consistent
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throughout the period of our analysis. This can be seen from the data
given in Table 4.10.

Table 4.10 Developmental Expenditure and Per Capita
Expenditure on Human and Physical Capital

Year Developmental Expenditures Per Capita
(Rs. Crores) Expenditure
(In Rupees)
Human Physical | Total Human Physical
Capital Capital Capital Capital
1 2 3 4 5 6
1972-73 6.15 7.02 13.17 59.07 67.49
1973-74 | 6.62 7.97 14.59 61.94 74.50
1974-75 7.00 10.42 17.42 63.62 94.79
1975-76 | 7.91 10.47 18.38 69.62 92.59
1976-77 9.00 12.51 21.51 77.39 107.58
1977-78 13.03 15.50 28.53 109.03 129.62
1978-79 12.28 17.40 29.68 99.86 141.43
1979-80 14.29 20.14 34.43 112.48 158.60
1980-81 19.49 23.52 43.01 149.92 180.95

1981-82 | 24.81 27.53 52.34 185.71 206.09

1982-83 | 29.14 27.78 56.92 208.14 198.45

1983-84 | 37.89 34.22 72.11 264.96 239.27

1984-85 | 41.28 44.76 86.04 282.71 306.60

1985-86 | 44.30 52.60 96.90 297.29 353.05

1986-87 | 48.86 59.58 108.44 321.44 391.98

1987-88 | 56.82 75.19 132.01 366.60 485.11

1988-89 | 76.61 79.59 156.20 484.88 503.75

1989-90 | 94.86 85.33 180.19 589.21 530.00

1990-91 | 112.65 110.59 223.24 686.87 674.35
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1991-92 | 137.55 127.64 265.19 775.00 719.18
1992-93 | 149.15 138.80 287.95 833.23 775.42
1993-94 | 181.46 154.47 335.93 997.00 848.74
1994-95 | 165.01 135.45 300.46 887.15 728.22
1995-96 | 212.28 181.74 394.02 1117.25 |956.21
1996-97 | 227.26 186.09 413.35 1171.44 | 959.24
1997-98 | 253.64 195.22 448.86 1281.02 | 985.96
1998-99 | 299.95 235.15 535.10 148490 | 1164.11
1999-00 | 356.04 234.32 590.36 1728.35 | 1137.45
2000-01 | 448.64 309.22 757.86 1903.44 | 1311.94
EZEO(E%—O2 498.18 346.17 844.35 2075.74 | 1442.37

Note: R.E. = Revised Estimate; B.E.= Budget Estimate
Source: Budget in Brief, Government of Meghalaya: 1974-75; 1977-78; 1978-79
Budget at a Glance, Government of Meghalaya: 1984-85 to 2001-2002

Table 4.10 shores up the view that the expenditure on human
capital increased consistently in a significant way throughout the
period of our study. The last year of the Fifth Five Year Plan showed a
remarkable increase in per capita human capital expenditure which
keeps on mounting till date. All through the period, significant stress
was laid more on human capital than on physical capital. It may be
pointed out that it is difficult to accept the incompatible fact that in
spite of this greater expenditure on human capital, the number of

people living below the poverty line is still very high. Again, the lesser
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importance being given to physical capital has in no less a way

contributed to the poverty of the people of the State.

4.5 Range of Fluctuations

An analysis of the range of fluctuations in expenditures both on
revenue and capital accounts of the State Government budgets has
been carried out. The ratio of the range or the co-efficient of the scatter
is given by:

R:L—S
L+S

where L is the largest value and S the smallest value in a series. The

ratio of the range of annual fluctuations are shown below in Table

4.11.
Table 4.11 Ratio of the Range and Percentage
Relative Fluctuation
S1. No. Fluctuations | Ratio of the | Percentage | Rank
in Range Relative
Fluctuations
1 2 3 4 5
1. Revenue 0.9735 97.35 1
Expenditure
2. Capital 0.9666 96.66 2
Expenditure

From the analysis it is seen that fluctuations on revenue

expenditure are greater than those on capital expenditure. The ratio of
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range in annual fluctuations is recorded by revenue expenditure to be

higher than the capital expenditure.

4.6 Income Elasticity of Public Expenditure

An analysis of the income elasticity of public expenditure (both

revenue expenditure and capital expenditure) is undertaken because it

should respond to the changes in the net state domestic product.

Table 4.12 Total Public Expenditure (Revenue and Capital Account)
Elasticity with respect to Net State Domestic Product of Meghalaya

Year Total Net State Total Total
Expenditure | Domestic Expenditure | Expenditure
(Rs. Crores) | Product Elasticity Elasticity
(NSDP) to NSDP* to NSDP**
(Rs. Crores)

1 2 3 4 5
1972-73 33.25 105.09 0.000 0.000
1973-74 26.86 108.36 —-6.189 —6.189
1974-75 32.69 111.97 6.520 0.262
1975-76 35.44 115.51 2.661 0.667
1976-77 40.95 120.08 3.927 1.622
1977-78 56.18 134.75 3.043 2.447
1978-79 55.29 149.77 —0.142 1.560
1979-80 64.19 165.46 1.536 1.622
1980-81 101.94 179.62 6.870 2914
1981-82 136.57 205.84 2.327 3.240
1982-83 124.71 227.10 —0.840 2.370
1983-84 147.01 263.14 1.127 2.275
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1984-85 178.30 302.27 1.431 2.325

1985-86 191.93 341.53 0.588 2.121
1986-87 230.22 386.25 1.524 2.215
1987-88 264.36 466.86 0.711 2.019
1988-89 318.05 505.96 2.424 2.245
1989-90 350.69 659.78 0.338 1.809
1990-91 405.65 767.35 0.961 L.777
1991-92 492.29 884.22 1.403 1.862
1992-93 588.60 978.54 0.173 2.010
1993-94 909.08 1133.38 3.442 2.692
1994-95 777.97 1258.04 —-1.311 2.042
1995-96 796.42 1380.31 0.244 1.891
1996-97 813.58 1485.28 0.283 1.787
1997-98 850.72 1690.42 0.331 1.630
1998-99 1022.93 2079.25 0.880 1.585
1999-00 1195.40 2467.13 0.904 1.555
2000-01 1601.89 2806.20 2.475 1.835
(R.E)

(213'%1)-02 1785.15 3267.36 0.696 1.751

Note : * Calculations are based on Time-point Elasticity

** Calculations are based on Constant-base Elasticity
Source : Budget in Brief, Government of Meghalaya, 1974-75; 1977-78; 1978-79;
Budget at a Glance, Government of Meghalaya:: 1984-85 to 2001-2002
Statistical Hand Book, Meghalaya, 1976
Estimates of Net State Domestic Product of Meghalaya, 1980-81 to 1995-96, (p.4),
Government of Meghalaya, Directorate of Economics and Statistics, Meghalaya,
Shillong, State Economy (p.2), Government of Meghalaya, Directorate of

Economics and Statistics
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So, an attempt is made to compute the elasticities of revenue and
capital expenditures with respect to net state domestic product for the
entire period of our study. The result of our analysis is presented in
Table 4.12.

Table 4.12 gives the income elasticity of total public
expenditure. As one might expect, there is considerable variation in the
value of the elasticity for public expenditure for the thirty-year period
of our study. Two things may be noted from the foregoing analysis.

Firstly, when the time-point elasticity of total public expenditure
with respect to net state domestic product is calculated, it is found that
the values of the income elasticity of public expenditure are negative
for four years viz. 1973-74, 1978-79, 1982-83 and 1994-95 brought
about by the decline in the capital outlay during these years. The
income elasticity for ten years was less than unity indicating that the
growth in total public expenditure is less responsive to the increase in
net state domestic product during this period. The rest of the years
show income elasticity of public expenditure to be greater than unity
signifying that total public expenditure on the whole is responsive to
the increase in net state domestic product. This confirms the fact that
the growth of public expenditure in the State moves side by side with

the growth in net state domestic product. The results that we have
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derived from the analysis of the time period elasticity of our study
indicate that government policy accounted for a substantial part of the
variations in the value of the coefficient for the total public
expenditure.

Secondly, the result of the constant-base elasticity of Table 4.12
indicates that public expenditures are highly responsive to changes in
net state domestic product. This is evident from the values of the public
expenditure elasticity, where it stayed more than unity for almost the
entire period of our study except for the initial years of our study viz.,
1972-73 to 1975-76 during which the values of elasticity are observed
to be negative or less than unity owing to the decline in capital outlay
during these years. However, on an average, total expenditures have
been growing faster than net state domestic product as evident from the
Table. The result only proves our hypothesis that the level of public
expenditure responds freely to the rise in the level of net state domestic
product.

The constant-base elasticity is calculated by using the traditional
method by taking the value of public expenditure of the year 1972-73
as the base. It is a matter of fact that index numbers always increase
even if, public expenditure is not increasing in a remarkable way.

Consequently, it is expected to have the elasticity of the succeeding
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years to rise higher and higher to give the idea of the trend. One
advantage of the constant-base elasticity in our opinion is that, in spite
of the fact of using the indices, it should have been all the time in the
rising pattern rather than declining and rising. This phenomenon may
partly be attributed to the spill over effect.

It is a known fact that whenever we have a series of data, the
trend i1s looked after by the empirical regression equation itself. In this
case, the constant term of the regression equation may be mentioned
which is nothing but a contributor to the consistency of ups and downs
in public expenditure. Further it is believed that the consistency in ups
and downs might be due to the existence of a strong and positive
correlation between public expenditure and the net state domestic
product. To corroborate this, a simple linear regression equation has
been carried out.

The regression of total public expenditures (Pe) on the net state
domestic product (Y) yields the following result:

Pe = 62510 + 0.5439Y
R = 09771
It is found that public expenditures, both revenue and capital, explain
nearly about 97.71 per cent of the variations of the net state domestic

product of Meghalaya. The computed value of coefficient of



205

correlation (r) is worked out to be 0.9885, which clearly shows a very
significant correlation between public expenditures and net state
domestic product. Therefore, our arguments in the foregoing paragraph
are largely substantiated by our empirical data.

We have however the feeling that due to the inherent nature of
the time-series data, it is possible that the disturbance vector might be
auto-correlated. To test this, an estimation of the Durbin-Watson
statistic 1s carried out. The value of the D-W 1s 1.07. This shows that
the suspicion has no ground for support. As a result, the analysis in
estimating the above equation is not vitiated by auto-correlated
disturbances.

The aggregative picture about the behaviour of the public
expenditure may not help us in deriving the specific conclusions as
regards to the patterns of its development. So, we thought it imperative
to carry out a detailed analysis of the revenue expenditure and capital
expenditure separately to examine the direction of changes that has
occurred during the last thirty years.

4.7 Revenue Expenditure and Net State Domestic Product

The movements in revenue expenditures relative to movements

in net state domestic product are shown in Table 4.13 below. The

Table shows only two years, viz., 1972-73 and 1973-74 of revenue
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Table 4.13 Revenue Expenditure as a percentage of
Net State Domestic Product of Meghalaya

Year Revenue Net State Revenue
Expenditure Domestic Expenditure
(Rs. Crores) Product as a percentage
(NSDP) of NSDP
(Rs. Crores)

1 2 3 4
1972-73 18.18 105.09 17.30
1973-74 19.55 108.36 18.04
1974-75 25.03 111.97 22.35
1975-76 27.36 115.51 23.69
1976-77 30.11 120.08 25.07
1977-78 41.22 134.75 30.59
1978-79 40.40 149.77 26.97
1979-80 45.95 165.46 27.77
1980-81 59.82 179.62 33.30
1981-82 74.28 205.84 36.09
1982-83 85.03 227.10 37.44
1983-84 99.72 263.14 37.90
1984-85 116.82 302.27 38.65
1985-86 134.98 341.53 39.52
1986-87 156.43 386.25 40.50
1987-88 189.61 466.86 40.61
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1988-89 224.58 505.96 44.39
1989-90 258.78 659.78 39.22
1990-91 310.77 767.35 40.50
1991-92 368.05 884.22 41.62
1992-93 410.29 978.54 41.93
1993-94 482.85 1133.38 42.60
1994-95 456.95 1258.04 36.32
1995-96 580.40 1380.31 42.05
1996-97 616.95 1485.28 41.54
1997-98 685.11 1690.42 40.53
1998-99 815.44 2079.25 39.22
1999-00 927.79 2467.13 37.61
2000-01 1192.86 2806.20 42.51
(R.E)

2001-02 1354.83 3267.36 41.47
(B.E.)

Source :

Budget in Brief, Government of Meghalaya, 1974-75; 1977-78; 1978-79

Budget at a Glance, Government of Meghalaya: 1984-85 to 2001-2002

Statistical Hand Book, Meghalaya,1976

Estimates of State Domestic Product of Meghalaya, 1980-81 to 1995-96,
Government of Meghalaya, Directorate of Economics and Statistics, Meghalaya,
Shillong

State Economy, Government of Meghalaya, Directorate of Economics and
Statistics

Figures in Columns 2 and 3 are the same as in Table 4.3
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expenditures constituting less than 20 per cent of net state domestic
product, five years viz., 1974-75 to 1976-77 and 1978-79 to 1979-80
constituting more than 20 per cent, and twelve years showing revenue
expenditure constituting more than 30 per cent and eleven years
indicating revenue expenditure constituting more than 40 per cent of
net state domestic product. As a result, the State has been experiencing
an increasing trend of revenue expenditures for the whole period of our
analysis. We can therefore infer that there has been a tremendous
increase in revenue expenditure with the growth of net state domestic

product causing an explosive growth of public expenditure in the State.

4.8 Capital Expenditure and Net State Domestic Product

The movements in capital expenditures relative to movements in
net state domestic product are shown in Table 4.14 below. The Table
shows only the year 1993-94 witnessing capital expenditure having the
highest percentage during the period of our study recording 37.61 per
cent of the net state domestic product. For the three years 1980-81,
1984-85 and 1994-95, capital expenditure constitutes more than 20 per
cent of the net state domestic product. However, for fifteen years

capital expenditure shows that it accounts for less than 20 per cent of
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the net state domestic product. Seven years indicate capital expenditure
to be less than 10 per cent of the net state domestic product.

Table 4.14 Capital Expenditure as a percentage of
Net State Domestic Product of Meghalaya

Year Capital Net State Column 2 as a
Expenditure Domestic percentage of
(Rs. Crores) Product Col. 3
(NSDP)
(Rs. Crores)

1 2 3 4
1972-73 15.07 105.09 14.34
1973-74 7.31 108.36 6.75
1974-75 7.66 111.97 6.84
1975-76 8.09 115.51 7.00
1976-77 10.84 120.08 9.03
1977-78 14.96 134.75 11.10
1978-79 14.89 149.77 9.94
1979-80 18.24 165.46 11.02
1980-81 42.12 179.62 23.45
1981-82 62.29 205.84 30.26
1982-83 39.69 227.10 17.48
1983-84 47.30 263.14 17.98
1984-85 61.48 302.27 20.34
1985-86 56.95 341.53 16.67
1986-87 73.79 386.25 19.10
1987-88 74.75 466.86 16.01
1988-89 93.47 505.96 18.47
1989-90 91.92 659.78 13.93
1990-91 94.87 767.35 12.36
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1991-92 124.24 884.22 14.05
1992-93 178.31 978.54 18.22
1993-94 426.23 1133.38 37.61
1994-95 339.24 1258.04 26.97
1995-96 216.02 1380.31 15.65
1996-97 196.62 1485.28 13.24
1997-98 165.61 1690.42 9.80
1998-99 207.49 2079.25 9.98
1999-00 267.61 2467.13 10.85
2000-01 409.03 2806.20 14.58
(R.E) (R.E)

2001-02 430.32 3267.36 13.17
(B.E.) (B.E.)

Source: Same as given in Table 4.13

On the average, for the thirty-year period of our study, capital
expenditure accounts for 15.54 per cent of the net state domestic
product, which is much less than the revenue expenditure, which
accounts for 35.50 per cent of the net state domestic product during the
same period of our study. However, to get a better picture of the
behaviour of revenue and capital expenditures with respect to net state
domestic product, we shall make an attempt to analyze the elasticity of

revenue and capital expenditure with respect to net state domestic

product.
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4.8 Responsiveness of Revenue Expenditure and Capital
Expenditure to Net State Domestic Product

An attempt is being made to examine the behaviour of revenue
and capital expenditures in relation to changes in net state domestic
product at current prices with a view to finding out the responsiveness
(or income elasticity) of public expenditure. The calculation of the
elasticities of expenditures on revenue account and capital account
with respect to net state domestic product for the period 1972-73 to
2001-02 1s made by using the following formula:

AX/X; =AY/Y, = (AX/AY)(X /Y ;)
where, X; denotes revenue expenditure/capital expenditure and
Y, denotes net state domestic product at current prices in the first
period.
That is, the income elasticity of the revenue expenditure/capital

expenditure can be found out by using the following formula:

Percentage change in revenue/ capital expenditures
€ = . .
Percentage change in net state domestic product

This measure has been calculated by relating changes in actual
revenue/capital expenditures to changes in net state domestic product.
This differs from the co-efficient of built-in elasticity, which is

calculated with respect only to the automatic increase in



212

revenue/capital expenditures in response to economic growth or
increase in net state domestic product. Here, our interest is to examine
whether the total relative increase in revenue and capital expenditures
1s due to economic growth or due to changes in the structure of revenue
and capital expenditures.

Below, we shall have Table 4.15, which gives the year-wise
elasticity of expenditures on revenue and capital account with respect
to net state domestic product.

Table 4.15 reveals that there are negative elasticities on revenue
expenditure account for the year 1978-79 and 1994-95. The negative
values of income elasticities for the two years, 1978-79 and 1994-95 is
due to the decline in the level of revenue expenditure though net state
domestic product shows a rising trend as compared to the
corresponding years 1977-78 and 1993-94. Further it may be noted that
the income elasticities of revenue expenditure exhibit a large positive
co-efficient for nine years viz., 1973-74 to 1977-78, 1980-81, 1988-89,
1995-96 and 2000-01 out of the total thirty years of our analysis
thereby indicating a greater degree of responsiveness of the State’s
revenue expenditure to net state domestic product. The greater degree
of responsiveness of the State’s revenue expenditure to net state

domestic product during these years could be explained by the
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impressive increase in the expenditure on services for organs of the
State, education, housing, agriculture and allied services and other
social services, though there was a mild increase in net state domestic
product. Similarly, these years witnessed a massive increase in
expenditure on agriculture and allied activities, rural development,
special areas programme, irrigation and flood control, industry and
mineral, transport and general services in order to achieve the plan
objectives of different Five Year Plans although there was a slight

increase in net state domestic product.

Table 4.15 Revenue and Capital Expenditure Elasticity
with respect to

Net State Domestic Product of Meghalaya
(Time point Elasticity)

Year Revenue | Capital Net State | Revenue | Capital
Expen- Expen- Domestic | Expen- Expen-
diture diture Product | diture diture
(Rs. Cr.) | (Rs.Cr) (NSDP) | Elasticity | Elasticity

(Rs. Cr.) |to NSDP |to NSDP
1 2 3 4 5 6

1972-73 | 18.18 15.07 105.09 0.0000 0.0000

1973-74 | 19.55 7.31 108.36 2.4244 —16.5572

1974-75 ] 25.03 7.66 111.97 8.4176 1.4378

1975-76 | 27.36 8.09 115.51 2.9458 1.7764
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1976-77 | 30.11 10.84 120.08 2.5382 8.5840
1977-78 | 41.22 14.96 134.75 3.0194 3.1103
1978-79 | 40.40 14.89 149.77 —-0.1784 | -0.0420
1979-80 | 45.95 18.24 165.46 1.3108 2.1468
1980-81 | 59.82 42.12 179.62 3.5263 15.2945
1981-82 | 74.28 62.29 205.84 1.6557 3.2799
1982-83 | 85.03 39.69 227.10 1.4008 -3.5123
1983-84 1 99.72 47.30 263.14 1.0889 1.2082
1984-85 | 116.82 61.48 302.27 1.1532 2.0161
1985-86 | 134.98 56.95 341.53 1.1967 —0.5672
1986-87 | 156.43 73.79 386.25 1.2140 2.2590
1987-88 | 189.61 74.75 466.86 1.0163 0.0623
1988-89 | 224.58 93.47 505.96 2.2008 0.0838
1989-90 | 258.78 91.92 659.78 0.5009 —0.0545
1990-91 | 310.77 94.87 767.35 1.2325 0.1969
1991-92 | 368.05 124.24 884.22 1.2102 0.0906
1992-93 | 410.29 178.31 978.54 1.0756 4.0788
1993-94 | 482.85 426.23 1133.38 | 1.1179 8.7888
1994-95 | 456.95 339.24 1258.04 | -0.4876 |—0.1295
1995-96 | 580.40 216.02 1380.31 | 2.7794 —0.1585
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1996-97 | 616.95 196.62 1485.28 | 0.8289 —0.0404

1997-98 | 685.11 165.61 1690.42 | 0.8001 —-0.1561

1998-99 | 815.44 207.49 2079.25 | 0.8270 1.0995

1999-00 |927.79 267.61 2467.13 | 0.7389 1.5536

2000-01 | 1192.86 |409.03 2806.20 | 2.0793 3.8461

(R.E) (R.E.)
2001-02 | 1354.83 | 430.32 3267.36 | 0.8265 0.3168
(B.E.) (B.E.)

Note: R.E. =Revised Estimate B.E. = Budget Estimate

Source : Budget at a Glance, Government of Meghalaya: 1984-85 to 2001-2002
Source : Statistical Hand Book, Meghalaya, 1976

Budget in Brief, Government of Meghalaya, 1978-79

Estimates of State Domestic Product of Meghalaya, 1980-81 to 1995-96, (p.4),
Government of Meghalaya, Directorate of Economics and Statistics, Meghalaya,
Shillong,

State Economy (p.2), Government of Meghalaya, Directorate of Economics and
Statistics

Note: Figures in Column 1 of the above Table 4.15 do not tally with the figures
given in Table 4.1 as grants and contributions from the Central Government are

excluded.

The negative elasticity on the revenue expenditure account for
the year 1978-79 is due to the shrinking in revenue expenditure
brought about by a big cut in the expenditure on general services as
compared to the previous year. Similarly the year 1994-95 witnesses a
negative elasticity on the revenue expenditure account as a result of the

trimming in the revenue expenditure due to the reduction in
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expenditure on agriculture and allied activities, industry and mineral,
transport, general economic services as well as social and community
services.

Further, our analysis of capital expenditure elasticity with
respect to net state domestic product indicated that initially it was
negative (—16.5572) due to the steep decline in capital outlay on social
and community services. On the other hand, the negative capital
expenditure elasticity (— 3.5123) in the year 1982-83 was due to the
decline in public debt. The negative elasticity of capital expenditure in
the year 1994-95 was due to the sharp decline in the capital outlay on
general services. The negative elasticity of capital expenditure for the
years 1978-79, 1985-86, 1989-90, 1995-96, 1996-97, 1997-98 could be
accounted for by the fall in the capital outlay on social and community
services. On the other hand the very high positive elasticity coefficient
(15.2945) of capital expenditure in the year 1980-81 was due to the
quantum jump in the capital outlay on social and community services.
Anther high positive elasticity coefficient (8.5840) in the year 1976-77
and (8.7888) in the year 1993-94 could be explained by the sharp
increase in the capital outlay on the general services. For the rest of the
period of our study, the income elasticity of capital expenditure

became positive due to greater outlay being incurred by the
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government on social and community services as well as the increased
capital outlay on the economic services.

However, it may be noted that from the analysis of time-point
elasticity, it is not possible to draw any precise conclusion about the
trend of the values of elasticity of revenue and capital expenditures due
to wide annual fluctuations in the values of the parameters. In order to
ascertain the degrees of fluctuation in the values of the parameters as
shown by the time-point elasticity, we shall carry out an analysis of
constant base elasticity of revenue expenditure and capital expenditure
with respect to net state domestic product. The results of the analysis
are presented in Table 4.15 below.

Table 4.16 Revenue and Capital Expenditure Elasticity

with respect to

Net Domestic Product of Meghalaya
(Constant Base Elasticity)

Year Revenue | Capital Net State | Revenue | Capital
Expen- Expen- Domestic | Expen- Expen-
diture diture Product diture diture
(Rs. Cr.) | (Rs.Cr.) | (NSDP) Elasticity | Elasticity

to NSDP | to NSDP
1 2 3 4 5 6

1972-73 | 18.18 15.07 105.09 0.0000 0.0000

1973-74 | 19.55 7.31 108.36 2.4244 —16.5572

1974-75 | 25.03 7.66 111.97 5.7527 —7.5070

1975-76 | 27.36 8.09 115.51 5.0907 —4.6691
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1976-77 | 30.11 10.84 120.08 4.6017 —1.9684
1977-78 | 41.22 14.96 134.75 4.4909 —0.0259
1978-79 | 40.40 14.89 149.777 2.8745 —-0.4233
1979-80 | 45.95 18.24 165.46 2.6588 0.3661
1980-81 |59.82 42.12 179.62 3.2296 2.5310
1981-82 | 74.28 62.29 205.84 3.2187 3.2684
1982-83 | 85.03 39.69 227.10 3.1672 1.4072
1983-84 | 99.72 47.30 263.14 2.9823 1.4221
1984-85 | 116.82 61.48 302.27 2.8917 1.6413
1985-86 | 134.98 56.95 341.53 2.8555 1.2352
1986-87 | 156.43 73.79 386.25 2.8424 1.4564
1987-88 | 189.61 74.75 466.86 2.7392 1.1504
1988-89 | 224.58 93.47 505.96 2.9763 1.3638
1989-90 | 258.78 91.92 659.78 2.5074 0.9662
1990-91 | 310.77 94.87 767.35 2.5539 0.8403
1991-92 | 368.05 124.24 884.22 2.5958 0.9771
1992-93 | 410.29 178.31 978.54 2.5950 1.3033
1993-94 | 482.85 426.23 1133.38 | 2.6121 2.7883
1994-95 | 456.95 339.24 1258.04 | 2.1998 1.9607
1995-96 | 580.40 216.02 1380.31 | 2.5485 1.0989
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1996-97 | 616.95 196.62 1485.28 | 2.5078 0.9173

1997-98 | 685.11 165.61 169042 | 2.4318 0.6622

1998-99 | 815.44 207.49 2079.25 | 2.3345 0.6797

1999-00 | 927.79 267.61 2467.13 | 2.2261 0.7456

2000-01 | 1192.86 |409.03 2806.20 | 2.5139 1.0171

(R.E.) (R.E.)
2001-02 | 1354.83 | 430.32 3267.36 | 2.4434 0.9157
(B.E.) (B.E.)

Note: - R.E. =Revised Estimate; B.E. = Budget Estimate

- Calculations are based on Table 4.14

From Table 4.16, it is interesting to note that for the whole
period of our study the coefficients of constant base elasticity of
revenue expenditure are more than unity, thereby exhibiting the
relatively elastic nature of revenue expenditures to the State income.
This trend conforms to the general theoretical argument that with the
gradual commercialisation and modernisation of the State economy, it
has become possible for the State Government to increase its level of
public expenditure. Further, it may be pointed out that the price
revolution has also significantly altered the relative importance of
public expenditure in the fiscal structure of the State thereby
explaining the above trend to a reasonable extent.

In the case of capital expenditure, it may be noted that the

constant base elasticity exhibits negative coefficients of elasticity for

the years 1973-74, 1974-75, 1975-76, 1976-77, 1977-78 and 1978-79
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due to the decline in the capital outlay on public works, community
and social services. For the rest of the period under our study, the
coefficients of income elasticity of capital expenditure are positive.
However, when compared to revenue expenditure, it may be pointed
out that the constant base elasticity indicates that capital expenditure is
less responsive to the changes in the net state domestic product. This
only shows the trend of public expenditure taking place in the State
which clearly indicates that revenue expenditure is being given more
importance than capital expenditure thereby depriving the State of
achieving long term goals of higher economic growth, higher income
and generation of more employment.

A mere observation of elasticity values may not help us in
ascertaining the intensity of fluctuations in the public expenditure
growth. That is why, we thought it imperative to carry out a graphical
representation of the values of elasticity in order to have a better
understanding about the range of fluctuations and intensity of
fluctuations in public expenditure growth.

Figure 4.1 exhibits the trend of elasticities of public expenditure
(revenue and capital). It may be observed from the time point elasticity
that the trend is highly fluctuating during the initial period of our study

1.e., from the year 1972-73 to the year 1983-84. The years 1974-75 and
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1980-81 witnessed an exceptional jump. The big jump in 1974-75
could be explained by the sudden increase in the revenue expenditure
on services for organs of the State, agriculture and allied services and
the capital outlay on transport and communications. The spurt of public
expenditure in the year 1980-81could be explained as a fall out of the
social tension that took place in the previous year and as a result the
State had to spend a huge amount on the maintenance of law and order.
The period between 1983-84 and 1992-93 shows that the trend is
stable. The year 1993-94 saw the trend rising very high suddenly. This
could be explained by the increase in expenditure on community and
social services, administrative services and the big amount on the
repayment of loans. From 1995-96 to 2001-02 the trend became quite
stable.

Regarding the constant base elasticity, we have taken the base
year’s 1972-73 value of total public expenditure as the base year to
calculate the constant base elasticity. In the year 1973-74, the constant
base elasticity witnessed a negative trend due to the fall in public
expenditure brought about by a steep decline in capital outlay.
Thereafter, the trend started rising upward till the year 1977-78. The
following two years i.e., 1978-79 and 1979-80 saw a slight declining

trend. It was from the year 1995-96 till 2001-2002 that the constant
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base elasticity showed a slow and gradual decline in total expenditure.
This could be due to the stringent measures that the Government has
been adhering to in the face of severe fiscal crisis.

Figure 4.2 exhibits the trend of elasticities of revenue
expenditure. By observing the figure it may be inferred that revenue
expenditure of the State is highly responsive to the changes in State
income. The time point elasticity indicates a highly fluctuating trend
particularly in the initial period of our study i.e., from the year 1972-73
to the year 1980-81. For example, the big jump in revenue expenditure
in the year 1974-75 was due to the steep increase in expenditure on
general services such as the services for organs of the State. Again the
year 1980-81 witnessed an abrupt increase in revenue expenditure on
general services such as the administrative services and the community
and social services. Thereafter, the trend became stable up to the year
1987-88. The years after 1988-89 saw a slight declining trend and then
became stable up to the year 1993-94. Except for the years 1995-96
and 2000-01 which saw a big jump, the period between 1994-95 and
2001-02 witnessed a stable trend. The quantum jump in revenue
expenditure in 1995-96 was due to the increase in expenditure on rural
development such as the implementation of rural employment

schemes. The steep increase in revenue expenditure in the years 1980-
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81 and 1995-96 may be attributed to the fact that these were the years
of social tension and upheaval. As a result, a part of the revenue
expenditure might have been diverted to the forces responsible for the
maintenance of law and order. Again the year 2000-01 witnessed the
big increase in revenue expenditure on agriculture and allied activities,
and the general services such as the administrative services and debt
services. On the other hand, the constant base elasticity exhibits a
highly fluctuating trend for the initial seven years i.e., from 1972-73 up
to the year 1978-79. Thereafter, for the rest of the period, the constant
base elasticity shows that the trend is highly stable.

By observing figure 4.3, it may be pointed out that capital
expenditure of the State is less responsive to the changes in State
income. The time point elasticity shows that trend of capital
expenditure is highly fluctuating during the period 1972-73 and 1981-
82. This is accounted for by the fluctuations in the capital outlay on
public works, agriculture and allied services, industry and minerals.
The steep decline in the year 1973-74 was due to the complete absence
of capital outlay on community and social services. On the other hand,
the steep increase in capital outlay in 1980-81 could be accounted for
by a huge expenditure on social and community services such as

education, public health, sanitation and water supply. Thereafter,
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except for the year 1993-94 which saw a big jump, the period from
1982-83 to 2001-02 witnessed a stable trend. The hike in capital outlay
in the year 1993-94 could be explained by the sharp increase in
expenditure on public works, transport and communications. On the
other hand, the constant base elasticity shows that capital expenditure
had a negative downswing and upswing for a period of six years i.e.,
from 1972-73 up to the year 1978-79. This was accounted for by the
fluctuations in the capital outlay on public works, agriculture and allied
services, industry and minerals and transport and communications.
Thereafter, the period between 1980-81 and 2001-02 witnessed a
highly stable trend.

In the case of capital expenditure, it may be noted that the
constant base elasticity exhibits negative coefficients of elasticity for
the years 1973-74, 1974-75, 1975-76, 1976-77, 1977-78 and 1978-79
due to the decline in the capital outlay on public works, social and
community services. For the rest of the period under our study, the
coefficients of income elasticity of capital expenditure are positive.
However, when compared to revenue expenditure, it may be pointed
out that the constant base elasticity indicates that capital expenditure is
less responsive to the changes in the net state domestic product. This

only shows the trend of public expenditure taking place in the State
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which clearly indicates that revenue expenditure is being given more
importance than capital expenditure thereby depriving the State of
achieving long term goals of higher economic growth, higher income

and generation of more employment.

4.10 Summary of the Findings

From the analysis of the average annual growth rate of total
public expenditure, net state domestic product and per capita
expenditure, it is found that the average annual rate of increase of total
public expenditure is the highest compared to the average annual rate
of increase in net state domestic product and the increase in per capita
expenditure. Thus, we find that Government expenditure has grown at
a faster rate than the State income, which is in line with Wagner’s law
of expanding state activity.

The growth in public expenditure as seen above may be
explained by the intensive development efforts made by the
government through comprehensive economic planning. The
increasing pressure on the demand for public services due to increasing
level of money income and population growth, and its subsequent
impact on the density of population and urbanization has augmented

the problem of providing educational, health and other basic minimum
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needs services. At the same time, due to the existence of predominant
subsistence agriculture sector, the public sector is compelled to make
larger investments in infra-structural and other developmental activities
in order to reduce the intense pressure on the subsistence sector and
provide more employment opportunities elsewhere in the economy.
Again, the public sector has to play a double role. On the one side, it
has to be directly involved in the production process and on the other
side it has to evolve such programmes, which can help to stimulate the
private sector in participating in developmental activities. Thus, both
demand and supply factors have made decisive influence on expanding
the public sector size in the economy.

The analysis on the revenue account of public expenditure
shows an increasing trend during the thirty-year period of our study.
This increase of revenue expenditure of the State government is caused
by the higher additional expenditures under general services, social and
community services which have increased significantly over these
years, with a view to achieving the five year plan objectives of poverty
alleviation with special emphasis on employment generation and
provision of minimum basic needs like health care, education, drinking

water, rural roads and energy.
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Further the analysis shows that for twenty years, revenue
expenditure as a percentage to total public expenditure constitutes
more than 70 per cent of total public expenditure. This only shows that
the State is maximizing present income and employment at the expense
of long term objectives.

However, by taking revenue expenditure as a percentage of net
state domestic product, it is found that for sixteen years revenue
expenditure constitutes more than 20 per cent of the net state domestic
product, while twelve years show that revenue expenditure constitutes
more than 40 per cent of the net state domestic product. We can
therefore infer that revenue expenditure is highly responsive to the
growth in net state domestic product.

The analysis on the capital expenditure as a percentage of total
public expenditure enables us to find the trend of public investment
taking place in the State during the period of our study. It may be noted
that twenty years out of the thirty years of our study, show that capital
expenditure constitutes less than 30 per cent of total expenditure. In
spite of the fact that the State has been spending heavily on the
construction of roads and bridges, medical and public health facilities,
sanitation and water supply schemes, special areas programmes,

irrigation and food control measures, industry, mineral and transport,
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yet capital expenditure shows a declining trend compared to revenue
expenditure taking place during the period of our study. This only
proves that the State has not been able to pursue policies in consonance
with the achievement of long term goals and objectives such as self-
reliance, industrialization for intensive and extensive use of the rich
resources available within the State thus generating more employment
and increasing the per capita income of the people of the State.

By analyzing capital expenditure as a percentage of net state
domestic product, it is found that, on an average, for the thirty-year
period of our study, capital expenditure accounts for 15.54 per cent of
the net state domestic product, which is much less than the revenue
expenditure, which accounts for 35.50 per cent of the net state
domestic product during the same period of our study. This exhibits the
fact that the State has neglected the long term perspective of higher
economic growth and generation of employment.

Regarding the pattern of public expenditure in the State of
Meghalaya, the sector-wise analysis on revenue expenditure indicates
that the revenue expenditures on social services account for the
maximum rate of growth followed by the revenue expenditures on
general services and economic services. This only reveals the fact that

the Government of Meghalaya has been paying more attention to the
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social sector such as education, public health measures, water supply
and sanitation so as to increase directly or indirectly the productive
capacity of the economy.

The analysis on the sector-wise capital account of public
expenditure indicates that the capital outlay on social services account
for the maximum rate of growth followed by the capital outlay on
general services and economic services. This only reveals the fact that
the Government of Meghalaya has been making all efforts to extend
and consolidate the social infrastructure like providing and improving
the primary education sector, as well as extending and improving upon
the public health measures so as to improve upon the productivity
capacity of the State.

Regarding the trend of the developmental and non-
developmental expenditures in Meghalaya from 1972-73 to 2001-02 it
may be noted that throughout the consecutive five year plans, there has
been an increase by leaps and bounds, in both the developmental and
non-developmental expenditures in absolute terms in Meghalaya. It
may be pointed out here that, as the developmental expenditures in
absolute figures have been pushed up to remarkably high levels during
the plan period, so also the non-developmental expenditures on

revenue account have witnessed a steady increase. With additional
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increase in the volume of developmental expenditures, the non-
developmental expenditures also tended to increase, mainly on account
of increasing burden of administrative machinery of the State to
shoulder heavier load of economic activities. However, it is to be noted
that with every increase in developmental expenditure, the additional
non-developmental expenditures should comparatively decline so as
not to pull down the growth efficiency.

The increase in per capita terms in both human and physical
capital has been consistent throughout the period of our analysis. All
through the period, significant stress was laid more on human capital
than on physical capital. It may be pointed out that it is difficult to
accept the unpalatable fact that in spite of this greater expenditure on
human capital, the number of people living below the poverty line is
still very high. Again, the lesser importance being given to physical
capital has in no less a way contributed to the poverty of the people of
the State.

The analysis on the income elasticity of total public expenditure
exhibits that there is considerable variation in the value of the elasticity
for public expenditure for the thirty-year period of our study. When the
time-point elasticity of total public expenditure with respect to net state

domestic product is calculated, it is found that the values of the



231

elasticity for public expenditures are of the same amplitude unlike that
of revenue expenditures. Correspondingly, the values of the elasticity
of total expenditure are reportedly to be relatively greater than those of
the values of the elasticity of revenue expenditure. Moreover, the result
of the constant-base elasticity indicates that public expenditures are
highly responsive to changes in net state domestic product. This is
evident from the values of the public expenditure elasticity, where it
stayed more than unity for almost the entire period of our study except
for the initial years of our study. This is because, on an average, total
public expenditures have been growing faster than net state domestic
product.

While analysing the elasticity of revenue expenditure to net state
domestic product it is found that the greater degree of responsiveness
of the State’s revenue expenditure to the slight increase in net state
domestic product could be explained by the desire to achieve the plan
objectives of different Five Year Plans. The negative elasticity on the
revenue expenditure account for the year 1978-79 is due to the
shrinking in revenue expenditure brought about by a big cut in the
expenditure on general services as compared to the previous year.
Similarly the year 1994-95 witnesses a negative elasticity on the

revenue expenditure account as a result of the trimming in the revenue
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expenditure due to the reduction in expenditure on agriculture and
allied activities, industry and mineral, transport, general economic
services as well as social and community services.

An interesting point may be noted that there is a greater degree
of responsiveness of the State’s revenue expenditure to net state
domestic product covering nine years. This could be explained by the
impressive increase in the expenditure on services for organs of the
State, education, housing, agriculture and allied services and other
social services, though there was a stunted increase in net state
domestic product in order to achieve the plan objectives of different
Five Year Plans.

In order to measure the wide annual fluctuations in the values of
the parameters, an analysis of constant base elasticity of revenue
expenditures with respect to net state domestic product has been
carried out. The results show that the State has been experiencing an
elastic trend of revenue expenditures for the whole period of our
analysis. This trend conforms to the general theoretical argument that
with the gradual commercialisation and modernisation of the State
economy, it has become possible for the State Government to increase
its level of public expenditure. Further, it may be pointed out that the

price revolution has also significantly altered the relative importance of
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public expenditure in the fiscal structure of the State thereby
explaining the above trend to a reasonable extent.

Further, our analysis of capital expenditure elasticity with
respect to net state domestic product indicated that initially it was
negative (—16.5572) due to the steep decline in capital outlay on social
and community services. On the other hand, the negative capital
expenditure elasticity (— 3.5123) in the year 1982-83 was due to the
decline in the repayment of loans taken by the Government. The
negative elasticity of capital expenditure in the year 1994-95 was due
to the sharp decline in the capital outlay on general services. The
negative elasticity of capital expenditure for the years 1978-79, 1985-
86, 1989-90, 1995-96, 1996-97, 1997-98 could be accounted for by the
fall in the capital outlay on social and community services. On the
other hand the very high positive elasticity coefficient (15.2945) of
capital expenditure in the year 1980-81 was due to the quantum jump
in the capital outlay on social and community services. Anther high
positive elasticity coefficient (8.5840) in the year 1976-77 and (8.7888)
in the year 1993-94 could be explained by the sharp increase in the
capital outlay on the general services. For the rest of the period of our
study, the income elasticity of capital expenditure became positive due

to greater outlay being incurred by the government on social and
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community services as well as the increased capital outlay on the
€conomic services.

However the constant base elasticity of capital expenditure
exhibits negative coefficients of elasticity for the years 1973-74, 1974-
75, 1975-76, 1976-77, 1977-78 and 1978-79 due to the decline in the
capital outlay on public works, social and community services. For the
rest of the period under our study, the coefficients of income elasticity
of capital expenditure are positive. However, when compared to
revenue expenditure, it may be pointed out that the constant base
elasticity indicates that capital expenditure is less responsive to the
changes in the net state domestic product. This only shows the trend of
public expenditure taking place in the State which clearly indicates that
revenue expenditure is being given more importance than capital
expenditure thereby depriving the State of achieving long term goals of
higher economic growth, higher income and generation of more
employment.

4.11 Concluding Remarks
Thus, we find that expenditure of the State government of
Meghalaya has grown at a very fast rate vis-a-vis the growth of the net

state domestic product. This only proves our hypothesis that the level
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of public expenditure responds freely to the rise in the level of net state
domestic product.

Further, as a result of the implementation of certain objectives
like the most effective utilisation of the available resources both human
and natural, and stabilisation of the economy etc., there has been a
stupendous growth in public expenditure in the State of Meghalaya.
The swelling of public wants, the rise of a ‘modern state’ with its stress
on social welfare, the rapid growth of population, the direction of
public expenditure towards economic development and the rising
prices, all these factors have contributed to the significant growth of
public expenditure in the State of Meghalaya. We believe all these
factors taken together have made the expenditure growth as self-
propelling.

Projecting that the observed trend in revenue expenditure will
continue in the years to come, certain immediate remedial measures
such as the compression of expenditure or augmentation of tax effort
trend must be adopted. The former exercise may not be feasible
because in a backward State like Meghalaya, the Government will
continue to play the catalytic role in the acceleration of the tempo of
economic development through its various developmental and non-

developmental plan expenditure programmes. However, the
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Government is constrained by the availability of resources to
effectively carry out several developmental and welfare activities.
Resource constraints are reflected in the predominant subsistence
agricultural sector, low industrialisation, structural and institutional
rigidities, low taxable capacity of the people and so on. But these
constraints get gradually minimised with the process of growth and
development brought about by the structural and institutional changes
taking place in the economy. So the question is, to what extent, the tax
structure of Meghalaya responds to these changes which keep on
taking place in the process of economic development. This necessitates
a more detailed analysis of the structure and composition of the State
revenues.

However, financing the revenue expenditure with borrowed
funds will only push up the interest liability without creating
corresponding sources of revenue. Moreover, the borrowed funds
meant for capital spending are not efficiently utilised. This fruitless
exercise only adds fuel to the growth of interest liabilities. Such a high
growth rate of interest payment cannot be sustained indefinitely.

Thus, the higher growth of revenue expenditure has brought
about an explosive cycle of expenditure growth. So, the necessary

question that arises at this juncture of our analysis is how to contain the
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explosive cycle of expenditure growth? It may be pointed out here that
the capacity of the government to spend no doubt depends on the
ability and willingness to mobilise adequate tax and non-tax resources
for the purpose. And as such expenditure and taxation are considered
to wax and wane, i.e., either rise or fall together in a welfare state.
Further, it may be mentioned here that it is the size of public
expenditure that determines the size of tax revenue of the Government.
Under such a scheme of things, the related question that arises is, how
far the mobilisation of resources (both tax and non-tax) by the
Government has been responsive to the changing patterns of growth of
public expenditure? This calls forth for a detailed analysis of the
problems and prospects of internal resource mobilisation in the context
of the explosive cycles of public expenditure growth in the State,

which we intend to carry out in the next chapter.
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CHAPTER V

PUBLIC EXPENDITURE
AND THE PROBLEM OF RESOURCE CONSTRAINT AND
PROSPECTS OF INTERNAL RESOURCE MOBILISATION

5.1 Introduction

In the previous chapter, we have analyzed the expenditure
policies in terms of the trends and patterns of the Meghalaya’s total
expenditures and net state domestic product, for a period of three
decades covered by our study. And, we found that there has been a
tremendous expenditure growth in the State during the last thirty years
of our study. This is in line with Wagner’s law of increasing state
activity as the society progresses. This has necessitated the State
Government to increase its tax revenues to a considerable extent. The
willingness and capacity of the Government to respond to this need has
been an important determinant of its capacity to carry forward
development planned programmes. In working out a development plan,
a major question that always arises is: how much tax revenue the State
can reasonably expect to raise and from what sources this should come.
Further, it may be stated that the availability of adequate domestic
resources at the disposal of the government always put a limit to the

level of public expenditure. No doubt, this calls forth the
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institutionalization of tax reform. In other words, tax policy has to be
made a part of the instrument of developmental goals. This is so,
because, the size of Government’s development programme is largely
determined among other things, by the administrative capacity of the
tax system to mobilize the necessary economic surplus. This policy has
to be equally supplemented by such measures which help to keep the
recurring and non-productive expenditures at the minimum level
thereby making the mobilization of economic surplus, a smooth
process.

In an underdeveloped economy like Meghalaya, economic
progress requires in the initial stages that higher proportion of this
surplus be channeled into productive investment through various
measures of taxation. As such, tax structure should be so designed as to
prevent consumption from increasing proportionately with income in
the earlier stages of development. To accomplish this objective, a
major question arises: what should be the economic capacity of
taxation? Of course, we may not be able to give a definite answer to
this question. As M. Douglas argues: “The elements of taxable
capacity prove on closer examination to be so contingent, subjective

and variable — to be so much a matter of circumstances of time and

place, of institutional arrangements, and public attitudes — that they
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defy generalization, and any conclusion expressed in absolute or final
terms is bound to misrepresent the very nature of the problem itself.”'
On the other hand, according to F. Due: “The actual effects of taxation
as a source of revenue depend upon the type of tax structure, the
relationship of marginal to average tax rates, the reaction of the tax
payers to the high rate, and the length of the period the high rates are
effective, etc.”

We may note it here that the tax effort of any State in India
depends upon two sets of interdependent factors: first, how effectively
the State in question exploits the taxing power assigned to it and tax
revenue sources at its disposal and second, the size and types of federal
transfer it receives. These factors are interdependent in the sense that
excessively large federal transfers to a State may dampen its effort to
attain financial self-reliance thus making it increasingly dependent
upon the Centre. As a result, for economically weaker States, tax effort
1s likely to fall below what relative taxable capacity would otherwise
have made it possible for the State to attain. How these interdependent
factors can make an integrated approach in the Meghalayan context is
the subject of this chapter.

However, in the absence of any coherent long-term policy

objectives accompanied by non-significant structural changes in
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Meghalaya’s economy, the resource problem has been a major policy

1Ssue.

5.2 Thrust of the Problem

Therefore, an attempt is made in this chapter to examine the
problem of resource constraint and the prospects of internal resource
mobilization in the State during the last thirty years of planning
covered by our study. We shall explain the revenue constraints and the
problem of resource mobilization in terms of existing contribution of
different taxes (revenue account) by reflecting their share in the net
state domestic product and the compositional and structural character
of different taxes (revenue account) on the basis of ratios and trends as
well.

We believe information on these relationships will be quite
useful in making an assessment of the relative tax efforts on the part of
the State Government. It will also enable us to draw conclusions
regarding the specific directions in which the compositional pattern of
taxation has moved. This chapter is divided into two parts:

The first part discusses the various aspects of different taxes of
the State Government in detail, including its resource mobilization

capacity in the near future. A brief assessment of the shared taxes and
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other financial resources and their relative importance has also been
made. In the second part of the chapter, we attempt to examine the size
and composition of all types of federal transfer to the State in order to
determine their magnitude in the overall fiscal armoury of the State.
We attempt such an evaluation, albeit in a summary manner. The
analytical methods used are based on studies undertaken earlier.’
PART -1

5.3 Problem of Internal Resource Mobilization

In this section, we attempt to examine the trends in the revenue
yields from different taxes and also their relative place in the system of
taxation. An analysis of the overall composition of tax revenue
including the shared taxes of the State Government from the year
1972-73 to 2001-02 has also been made.

We intend to study the composition of tax revenues or the
relative importance of the specified individual taxes in the tax system
in terms of, either the percentage of different taxes in total tax revenue
or the ratio of these taxes to net state domestic product.

The first exercise brings out clearly the differences in the pattern
of taxation in the State irrespective of the level of total taxation,
whereas the second sheds light on the proportion of State income

collected through different tax forms. These two aspects of changes are
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of course inter-related: a significant change in tax ratio for instance,
almost invariably involves, or, is accompanied by a shift in the
composition of taxes.

The intention here is, to discuss the changes in the level and
composition of taxation separately, with a view to identifying certain
factors that are to be considered in any analysis of their inter-
relationship. While it does not necessarily imply that the proper policy
for the State Government is to increase the share of income channeled
into the public sector, it is believed that, an inquiry of this nature
besides shedding some light on the underlying forces at work would be
found useful in evaluating the actual and potential performances of the
State Government in the field of resource mobilization.

Therefore, since there is no clear cut and coherent long term
policy objectives in the State of Meghalaya accompanied by the
absence of significant structural and institutional changes taking place
in the State economy that the problem of resource constraint has

become a major economic policy.

5.3.1 Feasible Trends in Tax Effort
Before progressing into the details of the individual tax items of

the State and of the shared Central taxes, an examination of their
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combined yields vis-a-vis total public expenditure and net state
domestic product in current prices is essential, because these give an
overall idea about the extent to which the State Government has spent
and also how much it has been able to divert additional income into the
public sector savings. This, no doubt, will exhibit the relative tax effort
of the Government. Tables 5.1 and 5.2 will provide us with materials to
proceed with our analysis.

The compound growth rates are worked out using the
exponential function of the type: Y = ae”,

where, ¢ = time, Y = the dependent variable and r = rate of

growth.
Table 5.1 Tax Revenue/Public Expenditure
and Net State Domestic Product of Meghalaya
(Rupees in Crores)
Year State Total Total Net Column | Column | Column | Column | Column | Column
Own Tax Public State 2 as a|3 as a|2 as a|4 as a2 as a|3 as a
Tax Re- Expen- | Do- % of | % of |ratio of [ % of [ % of | % of
venue diture mestic Column | Column | Column | Column | Column | Column
Pro- 5 5 3 5 4 4
duct*

1 2 3 4 5 6 7 8 9 10 11
1972-73 1.21 3.33 33.25 105.09 1.15 3.17 0.36 31.64 3.64 10.02
1973-74 | 1.55 3.86 26.86 10836 | 143 3.56 0.40 2479 | 577 14.37
197475 | 1.95 418 32.69 11197 | 1.74 373 047 2020 | 5.97 12.79
1975-76 | 2.18 5.10 3544 11551 | 1.89 442 043 30.68 | 6.15 14.39
1976-77 | 2.48 557 40.95 12008 | 2.07 464 045 34.10 | 6.06 13.60
1977-78 | 2.58 582 56.18 13475 | 191 432 044 41.69 | 459 10.36
197879 | 3.39 697 55.29 14977 | 226 465 049 3692 | 6.13 12.61
1979-80 | 4.04 10.56 64.19 16546 | 244 6.38 038 3879 | 6.29 16.45
1980-81 | 4.88 12.07 10194 | 17962 | 272 6.72 040 5675 | 4.79 11.84
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1981-82 [ 6.20 14.23 136,57 | 20584 [ 3.01 6.91 0.44 6635 | 4.54 10.42
1982-83 | 7.37 16.09 12471 [ 227.10 | 325 7.08 0.46 5491 | 5091 12.90
1983-84 | 9.50 19.36 14701 | 263.14 | 361 7.36 0.49 55.87 | 6.46 13.17
1984-85 | 12.24 2291 17830 | 30227 | 4.05 7.58 053 58.99 | 6.86 12.85
1985-86 | 14.93 60.45 191.93 | 34153 | 437 17.70 0.25 5620 | 7.78 31.50
1986-87 | 17.74 73.00 23022 | 38625 | 459 18.90 0.24 59.60 | 7.71 31.71
1987-88 | 19.61 84.91 26436 | 466.86 | 4.20 18.19 0.23 56.63 | 7.42 32.12
1988-89 | 27.72 110.19 | 31805 [ 50596 | 548 21.78 0.25 62.86 | 8.72 34.65
1989-90 | 32.26 97.52 350.69 | 659.78 | 4.88 14.78 033 53.15 | 9.20 27.81
199091 | 36.01 11637 | 40565 | 76735 | 4.69 15.17 031 52.86 | 8.88 28.69
199192 | 4254 14781 | 49229 | 88422 | 481 16.72 0.29 55.68 | 8.64 30.02
1992-93 | 44.18 169.82 | 588.60 | 978.54 | 451 17.35 0.26 60.15 | 7.51 28.85
1993-94 | 47.93 17575 | 909.08 | 113338 | 4.23 1551 0.27 80.21 | 527 19.33
199495 | 56.27 20090 | 777.97 | 125804 | 447 15.97 0.28 6184 |[723 25.82
199596 | 66.26 22597 | 79642 | 138031 | 4.80 16.37 0.29 5770 | 8.32 28.37
199697 | 77.37 29494 | 813.58 | 148528 | 5.1 19.86 0.26 5478 | 9.51 36.25
1997-98 | 73.55 360.32 | 850.72 | 1690.42 | 4.35 21.32 0.20 50.33 8.65 42.35
1998-99 | 88.36 388.91 | 1022.93 | 2079.25 | 4.25 18.70 0.23 49.20 8.64 38.02
1999-00 | 102.98 | 444.74 | 1195.40 | 2467.13 | 4.17 18.03 | 0.23 48.45 8.61 37.20
2000-01 | 132.48® | 296.73 | 1601.89 | 2806.20 | 4.72 10.57 | 0.45 57.08 8.27 18.52
2001-02 | 140450 | 323.61 | 1785.15 | 3267.36 | 4.30 9.90 0.43 54.64 | 7.87 18.13

Note : * = Net State Domestic Product figures are in current prices.
® = Revised Estimate ~ © = Budget Estimate

Source:

Budget in Brief, Government of Meghalaya:: 1974-75; 1977-78; 1978-79; 1982-83; 1983-84

Budget at a Glance, Government of Meghalaya:: 1984-85 to 2001-02

Estimates of State Domestic Product of Meghalaya, 1980-81 to 1995-96, Government of

Meghalaya, Directorate of Economics and Statistics, Meghalaya, Shillong,

State Economy, Government of Meghalaya, Directorate of Economics and Statistics

Rate of Growth : Column 2 = 0.1711e *'*"", R*=0.9882 Column 3 =0.9657¢ *'**, R*=0.9628
Column 4 =23.7504°""*" R?=0.9851 Column 5 =4.1934e *'*"", R* = 0.9889
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Table 5.1 gives us year-wise figures of tax revenues, total
public expenditure (revenue and capital accounts) and net state
domestic product at current prices from 1972-73 to 2001-02. Column 2
of the Table shows the State’s own tax revenue since 1972-73 which
indicates that during the planning period covering a span of thirty
years, State’s own tax revenue has increased in absolute terms more
than a hundred and sixteen fold, from Rs. 1.21 crores in 1972-73 to Rs.
140.45 crores in 2001-02. Using the familiar growth rate formula,
State’s own tax revenue has registered a growth rate of 16.71 per cent
per annum during the period of our study. This increase of State’s own
tax revenue over the years was mainly due to large receipts under
State’s excise duty and sales tax, taxes on vehicles, taxes on electricity,
all of which have increased considerably over the years. The increase
of these taxes in absolute terms may be ascribed to the extension of the
tax base and tax coverage of these taxes and also due to an upward
revision of the tax rates during these years.

Column 3 of the Table exhibits the trend of total tax revenue of
the State during the thirty years of our study. It is to be noted that the
annual compound rate of growth of total tax revenue during the period
of our study is approximately 18.59 per cent. Tax revenues show a

rising trend throughout the period from 1972-73 to 2001-02, increasing
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from Rs. 3.33 crores in 1972-73 to Rs. 323.61 crores in 2001-02, that
is, an increase of about ninety seven fold during these years. Since the
total tax revenue includes shared taxes, the higher exponential growth
rate may be ascribed to the better tax mobilisation efforts made by the
Central Government from time to time. Further, higher growth of total
taxes indicates the degree of elasticity and buoyancy that are inherent
in the shared taxes resulting in a larger devolution of resources from
the Centre to the State by way of higher share in the Central taxes.

It may be noted from Column 4 of the above Table 5.1 that total
public expenditure grew from Rs. 33.25 crores in 1972-73 to Rs.
1785.15 crores in 2001-02. It is to be noted that the annual compound
rate of growth of total public expenditure during the period of our
study 1is approximately 14.68 per cent. The growth in public
expenditure as seen earlier may be explained by the intensive
development efforts made by the government through comprehensive
economic planning. If the plan is more comprehensive, it tries to
develop the sub-sectors of the economy simultaneously on the one
hand and on the other it also centres its attention on exploring the new
bases and sources of additional resources.

Column 5 of the Table presents the net state domestic product

(NSDP). The given data is the aggregate of the sector-wise estimates
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by industrial origin of the state domestic product at factor cost at
current prices. During the thirty-year period of our study, the net state
domestic product has increased sixteen-fold from Rs. 105.09 crores in
1972-73 to Rs. 3627.36 crores in 2001-02. The annual compound rate
of growth during these years is about 12.61 per cent. This increase in
net state domestic product during our period of study may be the result
of the relative greater contribution of the secondary and tertiary sectors
to the State income. Given the exponential growth rates of State’s own
taxes and the net state domestic product, it may be observed that the
growth rate of State’s own taxes has continually outpaced the growth
of net state domestic product.

Column 6 of the same Table presents the percentage of State’s
own tax revenue to the net state domestic product over the years. The
percentage of State’s own tax revenue to net state domestic product,
which was 1.15 per cent in 1972-73, increased slowly over the years
and stood at 4.30 per cent in 2001-02. If, we judge the performances of
the State’s own tax revenue on the basis of its contribution to the net
state domestic product, then the performances of the State’s own tax
revenue presents a poor picture altogether. From this angle, the State’s
own tax revenue has been increasing at a very slow rate during the

period of our study.
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Column 7 of the same Table given above shows the percentage
of total tax revenue to net state domestic product. It is shown that there
existed a continuous increase over the time period. From a mere 3.17
per cent in 1972-73 it increased to 17.17 per cent in 1985-86 and went
up further to 21.78 per cent in 1988-89. It gradually came down only to
rise again to a level of 21.32 per cent in 1997-98. The trend again came
down to 10.57 per cent in 2000-01 and 9.90 per cent in 2001-02. This
sharp decline may be explained by the fact that total tax revenue
figures for 2000-01 and 2001-02 represent the revised estimate and the
budget estimate respectively. Both the figures indicate a drastic fall in
the total tax revenue of the State. Further, a sharp fall of shared taxes is
also observed in the years 2000-01 and 2001-02. These two factors
taken together justify the resultant picture of dismal growth rate of total
tax revenue. Except for these two last years of our analysis, this
Column shows that during the thirty years of our study, a moderate
share in incremental income has been transferred to the public
exchequer.

Column 8 of the same Table shows the ratio of the State’s own
tax revenue to the total tax revenues accruing to the State during these
years. The Column shows a distressing feature in that the ratio which

was 0.36 in the year 1972-73 remained more or less stagnant over the
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years with the ratio of 0.43 in the year 2001-02. The fact of the
stagnant ratio between the State’s own tax revenue to the State’s total
tax revenue during the period of our study indicates that the State has
not put in extra efforts with the passage of time in raising its own tax
revenue in a much more efficient way during the thirty year period of
our study and also has not made any sincere effort to tap more
resources.

Column 9 of the above Table indicates total public expenditure
as a percentage of net state domestic product. The figures show that out
of the total thirty years of the period under study it is found that only
two years (1973-74 and 1974-75) revealing total public expenditure
less than 30 per cent of the net state domestic product, eight years
(1972-73, 1975-76, 1976-77, 1977-78, 1978-79, 1979-80, 1998-99 and
1999-2000) showing total public expenditure between 30 and 50 per
cent of the net state domestic product while twenty years (1980-81 to
1997-98 and 2000-01 to 2001-02) showing total public expenditure
more than 50 per cent of the net state domestic product. The rapid
expansion of Government expenditure in absolute terms and as
percentage of State income in the Planning period is due to the change

in outlook as regards the State’s role in the development of the
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economy. The Five Year Plans clearly have an impact on the growth of
Government expenditure.

Column 10 shows State’s own tax revenue as a percentage of
total public expenditure. The figure was 3.64 per cent in 1972-73,
which gradually grew to 8.61 per cent in 1999-2000 and the budget
estimate for 2001-02 shows a slight decline to 7.87 per cent. This only
shows that the State has not been able to generate enough of its own
resources so as to be able to cope with mounting public expenditure.
The State has a long way to go in order to be self-reliant.

Column 11 exhibits total tax revenue as a percentage of total
public expenditure. The figure which was 10.02 per cent in 1972-73
gradually grew to 12.85 per cent in 1984-85. Suddenly in 1985-86 the
percentage rose to 31.50 per cent. This could be explained by the
quantum jump in the growth rate of shared taxes while State’s own
taxes grew at the usual slow rate. The highest percentage was recorded
in 1997-98, which was 42.35 per cent. Again this happened because of
the big contribution by the shared taxes to the total tax revenue while
State’s own tax revenue showed a slight declining trend. Here, again it
only proves that the State has not put in extra effort to mobilise

sufficient resources to counter the menace of rising public expenditure.
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Thus, we can draw the following observations from the above

analysis:

@)

(i)

(iii)

(iv)

(V)

There has been an increase in net state domestic product but the
rate of increase is less than the rate of increase in State’s own tax
revenue and much less than the rate of increase of the total tax
revenue over the period.

The role of the State’s own tax revenue as a component of net
state domestic product over the period of our study viz., 1972-73
to 2001-02, has not been up to the expectation or likely drive for
additional taxation as a source of revenue for the State. This is
so because of the fact, that the percentage share of the State’s
own tax revenue in the net state domestic product has increased
at a much slower rate than the pace ascribed to total tax revenue.
If we visualise tax-income ratio as the simplest measure of tax
burden or sacrifice, the information given in Table 5.1 reveals
that the State of Meghalaya fares rather poorly on this count, and
The State has been depending more and more on shared taxes for
the purpose of resource mobilisation.

The State has to find out ways and means other than tax revenue

in order to finance the rising trend in public expenditure.
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The above trend is supported by the observations made by our study on

the basis of the Table 5.2 given below.

Table 5:2 Percentage Shares of State’s Own Tax Revenue,

Shared Taxes and Non-tax Revenue of Meghalaya

(Rupees in Crores)

Year State’s | Non- Shared | Total Col.2 [Col.3 |Col. 4

Own tax Taxes | Tax asa% |asa% |asa%
Tax Rev- Rev- of of of
enue enue Col.5 |Col.5 |[Col. 5
1 2 3 4 5 6 7 8

1972-73 1 1.21 093 |[2.12 4.26 28.40 |21.83 |49.77

1973-74 | 1.55 1.27 2.31 5.13 30.21 |24.76 |45.03

1974-75 1 1.95 1.98 2.23 6.16 31.66 |32.14 |36.20

1975-76 | 2.18 3.04 2.92 8.14 26.78 |37.35 |35.87

1976-77 | 2.48 2.14 3.09 7.71 32.17 |27.76 |40.07

1977-78 | 2.58 2.04 3.24 7.86 32.83 |25.95 |41.22

1978-79 | 3.39 4.14 3.58 11.11 |30.51 |37.27 |32.22

1979-80 | 4.04 3.65 6.52 1421 |28.43 |25.69 |45.88

1980-81 | 4.88 2193 |7.18 3399 | 1436 |64.52 |21.12

1981-82 | 6.20 6.34 8.02 20.56 |30.15 |30.84 |39.01

1982-83 | 7.37 5.99 8.72 22.08 3338 |27.13 |39.49

1983-84 1 9.50 7.21 9.86 26.57 3575 |27.14 |37.11

1984-85 1 12.24 | 9.79 10.67 |32.770 |37.43 [29.94 |32.63
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1985-86 | 1493 | 11.51 |45.52 |71.96 |20.75 |1599 |63.26

1986-87 | 17.74 | 14.11 |55.27 |87.12 [20.36 |16.20 |63.44

1987-88 1 19.61 |17.26 |65.29 |102.16 | 19.19 |16.90 |63.91

1988-89 | 27.72 {2090 |82.47 |131.09 |21.15 |1594 |62.91

1989-90 13226 | 18.85 |65.17 |116.28 [27.74 |16.21 |56.05

1990-91 1 36.01 |18.71 |80.36 |135.08 |26.66 |13.85 |59.49

1991-92 142,54 |22.62 |105.27 |170.43 [24.96 |13.27 |61.77

1992-93 | 44,18 | 18.08 | 125.64 | 187.90 |23.51 |9.62 66.87

1993-94 1 4793 |28.40 |127.83 |204.16 |23.48 |1391 |62.61

1994-95 | 56.27 |38.64 | 144.63 |239.54 [23.49 |16.13 |60.38

1995-96 | 66.26 |66.92 | 159.71 |292.89 |22.62 |22.85 |54.53

1996-97 | 77.37 | 47.47 |217.56 |342.40 |22.60 |13.86 |63.54

1997-98 | 73.55 |29.85 |286.77 |390.17 | 18.85 |7.65 73.50

1998-99 | 88.36 | 51.46 |300.55 |440.37 [20.06 |11.69 |68.25

1999-00 | 102.98 | 83.86 |341.76 | 528.60 | 19.48 | 15.87 | 64.65

2000-01 | 132.48 [ 9548 |164.25 |392.21 |33.78 |24.34 |41.88
(R.E.)

2001-02 | 140.45 | 105.35 | 183.16 |428.96 | 32.74 |24.56 |42.70
(B.E.)

Source:
Budget in Brief, Government of Meghalaya:: 1974-75; 1977-78; 1978-79; 1982-83; 1983-84
Budget at a Glance, Government of Meghalaya:: 1984-85; 1989-90; 1994-95; 1996-97; 1998-99;
2001-02
Rate of Growth : Column 3 = 1.3438 ¢*'*** R*=0.9191

Column 4 = 1.4510 ¢*'** R*=0.9385

Column 5 = 4.0045 ¢*'"*" R*=0.9673
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It is observed from the Table 5.2 above that the rate of growth of
the State’s own tax revenue is much lower than the rate of growth of
the State’s share in Central taxes. Nonetheless, the increasing
importance of State’s own tax revenue as an important component of
net state domestic product is clearly discernible over the period of our
study.

Table 5.2 clearly shows the significance of the trend of shared
taxes for the State of Meghalaya during the period 1972-73 to 2001-02.
The share of shared taxes in the total tax revenue of the State increased
from 49.77 per cent in the year 1972-73 to 64.65 per cent in the year
1999-2000. After that it is showing a declining trend which may not
indicate the exact picture as the figures in the two years, namely, 2000-
01 and 2001-02 represent the revised estimate and budget estimate
respectively. Except for the year 1980-81 when the high percentage of
non-tax revenue pulled up the percentage of shared taxes in the total
revenue to a mere 21.22 per cent. For fifteen years out of the thirty
year period under study, the share of shared taxes in the total revenue
was less than 50 per cent, three years for less than 60 per cent and
twelve years the dependence on Central taxes was more than 60 per
cent. This clearly shows that the State of Meghalaya has not been able

to generate its own resources that it has to depend mainly on the Centre
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for its own survival. It may be pointed out here that the dependence of
the State of Meghalaya on the non-tax revenue as a source of revenue
has been more than offset by the revenue from shared taxes, even
though it is an internal source of revenue by itself. Moreover, a
scrutiny at the columns 6 and 8 of Table 5.2, reveals that the relative
importance of the State’s own taxes has been much less than it has
been in the case of shared taxes as a component of total revenue of the
State during the period of our study.

Further, it is intriguing to find that the relative importance of the
State’s own tax revenue has demonstrated a somewhat fluctuating
behaviour though it has registered a trend which is somewhat declining
from 28.40 per cent in the year 1972-73 to 19.48 per cent in the year
1999-2000. However, the figures for 2000-01 and 2001-02 are 33.78
per cent and 32.74 per cent which represent revised estimate and
budget estimate respectively. This amply shows that the State of
Meghalaya is increasingly facing a decline in the generation of its own
tax revenue, meaning that it is increasingly depending on the Central
devolutions. Therefore, on the basis of its own effort, in the last thirty
years of our study, Meghalaya’s revenue performance has been rather
dismal in the sense that the State raised a lower proportion of revenue

in comparison to other sources of revenue, viz., shared taxes.
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5.3.2 Average Tax Rate and Marginal Tax Rate

In order to have a more meaningful analysis of the changing tax-
income ratio we have the Average Tax Rate in relation to the Marginal
Tax Rate. The intention of relating these two measures of the tax-
income ratio is two-fold:

Firstly, the concept of marginal rate of taxation is useful in
relation to a discussion on the appropriateness of the disposition of
additional national income among several uses in any given country.’
The marginal tax rate determines whether, and how fast, the tax ratio
increases in the context of an increase in income over time. Here, it
may be hypothesised that the higher the per capita income, the easier it
1s to achieve a high marginal tax rate.

Secondly, the Average Tax Rate of the base period is likely to
influence the marginal rate in so far as it is relatively easy with a given
tax system to take out the same fraction from the incremental income
as that from the original income base. Further, this will indicate the
degree of variations in the tax revenue with respect to changes in the
tax base.

The Average Tax Rates are calculated by using the following

formula:

Amount of taxes collected
Size of the taxable base

ATR =
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The same thing can be put symbolically as follows:

ATR, = %4
PB

i

where RA; and PB; are the actual revenue and potential base
respectively for the ;th tax in the State.

The Marginal Rate of Taxation is the tax rate applicable to
increments to the tax base. For estimating the Marginal Tax Rate, the

following formula is used:

Absolute change in Tax Revenue

MTR =
Absolute change in Tax Base

The same thing can be put symbolically as follows:

MTR = ATR
ATB

where, MTR = Marginal Tax Rate,

A TR = change in Tax Revenue, and
A TB = change in Tax Base.

Table 5.3 below is an improvement upon Tables 5.1 and 5.2. It
provides some further insight into the changing tax-income ratio over
the planning period. The average and marginal tax rates are presented
both for the aggregate revenue as also for the shared taxes and State’s

own tax revenues. The results as given in Table 5.3 only strengthen the
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earlier finding which shows that the Average Tax Rate in the case of
the State’s own tax revenue has recorded a consistent movement

throughout the plan period of our study.

Table 5.3 Average and Marginal Rates of Taxation

Year Average Rate on Marginal Rate on
Total State’s | Shared | Total State’s | Shared
Tax Own Taxes Tax Own Taxes
Reve- Tax Rev- Tax
nue Rev- enue Rev-
enue enue
1 2 3 4 5 6 7
1972-73 | 3.17 1.15 2.02 16.21 10.40 5.81
1973-74 | 3.56 1.43 2.13 8.86 11.08 -2.22
1974-75 | 3.73 1.74 1.99 25.99 6.50 19.49
1975-76 | 4.42 1.89 2.53 10.28 6.56 3.72
1976-77 | 4.64 2.07 2.57 1.70 0.68 1.02
1977-78 | 4.32 1.91 2.41 7.66 5.39 2.27
1978-79 | 4.65 2.26 2.39 22.88 4.14 18.74
1979-80 | 6.38 2.44 3.94 10.66 5.93 4.73
1980-81 | 6.72 2.72 4.00 8.24 5.03 3.21
1981-82 | 6.91 3.01 3.90 8.75 5.50 3.25
1982-83 | 7.08 3.25 3.83 9.07 5.91 3.16
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1983-84 | 7.36 3.61 3.75 9.07 7.00 2.07
1984-85 | 7.58 4.05 3.53 95.62 6.85 88.77
1985-86 | 17.70 4.37 13.33 28.06 6.28 21.78
1986-87 | 18.90 4.59 14.31 14.77 2.32 12.45
1987-88 | 18.19 4.20 13.99 64.65 20.74 4391
1988-89 | 21.78 5.48 16.30 —8.24 2.26 10.50
1989-90 | 14.78 4.73 10.05 17.52 4.47 13.05
1990-91 | 15.17 4.69 10.48 26.90 5.59 21.31
1991-92 | 16.72 4.81 11.91 23.34 1.74 21.60
1992-93 | 17.35 4.51 12.84 14.21 242 11.79
1993-94 | 15.51 4.23 11.28 4.76 6.69 -1.93
1994-95 | 15.97 4.47 11.50 20.50 8.17 12.33
1995-96 | 16.37 4.80 11.57 65.70 10.58 55.12
1996-97 | 19.86 5.21 14.65 31.87 —-1.86 33.74
1997-98 | 21.32 4.35 16.97 7.35 3.81 3.54
1998-99 | 18.70 4.25 14.45 14.39 3.77 10.62
1999-00 | 18.03 4.17 13.86 —43.65 |8.70 -52.35
2000-01 | 10.57 4.72 5.85 5.83 1.73 4.10
(R.E.)

2001-02 | 9.90 4.30 5.60

(B.E.)

Note: Calculations are based on Tables 5.1 and 5.2
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A scrutiny of Table 5.3 shows that there existed a marked shift
in the pattern of tax revenue since the inception of the State in 1972-
73. For instance, the Average Tax Rate seems to have registered a
moderate increase for the State’s own tax revenue and a quantum jump
for the shared taxes. This is clearly shown by the fact that, whereas the
Average Tax Rate of the State’s own tax which was only 1.15 per cent
in the year 1972-73 increased to a mere 4.30 per cent in the year 2001-
02. On the other hand, the Average Tax Rate of shared taxes increased
from 2.02 per cent in the year 1972-73 to 13.86 per cent in the year
1999-2000. The revised estimate for 2000-01 and the budget estimate
for 2001-02 are 5.85 per cent and 5.60 per cent respectively.

Further, the bifurcation of the total tax revenues into those
accruing to the State’s own taxes and shared taxes, clearly shows that
the bulk of the increase in the total tax revenue is accounted for by the
shared taxes. Of the 18.03 per cent of the net state domestic product
(column 2 of the table), taken away by the State and the Centre in the
year 1999-2000, 13.86 per cent is by the Centre alone, and the rest 4.17
per cent by the State government. In other words, the Union
Government has collected more than 77 per cent of the total revenue,
and the contribution of the State itself is only 23 per cent. It can be

seen that throughout the thirty year period of our study, only the year
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1984-85 witnessed the contribution of the State’s own taxes to be
slightly higher than the contribution of shared taxes. This means that,
the contribution of the State’s own taxes declined from 36.28 per cent
in the year 1972-73 to 23.13 per cent in 1999-2000, though the figures
for 2000-01 and 2001-02 which are revised estimate and budget
estimate respectively show an increasing trend. On the other hand the
shared taxes steadily increased from 63.72 per cent in 1972-73 to 76.87
per cent in the year 1999-2000, in spite of the fact that the figures for
2000-01 and 2001-02 which are the revised and budget estimate
figures respectively, show a decline.

The means and measures of Dispersion of the Average and
Marginal Rates of Taxation for the entire period of our study have been
estimated. The purpose here is to find out the range of variations in
these two tax rates over these years. The figures for the range of
variation in these two tax rates are presented below in Table 5.4.

From the above Table, by considering the average tax rate of total
tax revenue, State’s own tax revenue and shared taxes it i1s found that
the coefficient of variation (62.48) of average tax rate of shared taxes is
the highest and therefore least consistent or most variable. On the other
hand it is found that the coefficient of variation (33.69) of the average

tax rate of State’s own tax revenue is the lowest and therefore most
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consistent or least variable. Similarly, by taking into account the

marginal tax rate of total tax revenue, State’s own tax revenue and

Table 5.4 Means and Measures of Dispersion of Average
and Marginal Tax Rates (1972-73 to 2001-02)

Sl. | Average/ Mean Standard Coefficient
No. | Marginal Deviation of Variation
Tax Rate
1. | Average Tax Rate |11.9113 6.2153 52.18
of Total Tax
Revenue
2. | Average Tax Rate |3.6470 1.2285 33.69

of State’s own

Tax Revenue

3. | Average Tax Rate | 8.2643 5.1637 62.48
of Shared Taxes

4. | Marginal Tax Rate | 18.0328 24.1038 133.67
of Total Tax

Revenue

5. | Marginal Tax Rate |5.8062 4.0738 70.16
of State’s own Tax

Revenue

6. | Marginal Tax Rate | 12.9510 22.7247 175.47
of Shared Taxes

Note: Coefficient of variation is calculated by using Karl Pearson’s formula

v =2%100
a

where, V = Coefficient of Variation, ¢ = Standard Deviation and
a = mean value of the series.
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shared taxes it is found that the coefficient of variation (175.47) of
marginal tax rate of shared taxes is the highest and therefore least
consistent or most variable. However, the coefficient of variation
(70.16) of the marginal tax rate of State’s own tax revenue is the

lowest and therefore most consistent or least variable.

5.3.3 Composition of State’s Tax Revenue

It is pertinent to know the composition of the State’s tax revenue
in the process of the State making an effort at mobilizing additional
resources through taxation. As a consequence, the direct and indirect
taxes have increased in importance both in absolute as well as in
relative terms. In order to find out how far these changes in the
structure and yield of these taxes have remained consistent with the
requirements of rapid growth, an analysis of the trend in revenue yields
from different taxes and also their relative importance in the system of
taxation has been made.

It has been pointed out earlier that our study tries to analyze the
composition of the tax revenues in terms of either the percentage of

different taxes in the total tax revenue, or, the ratio of these taxes to net



273

state domestic product (NSDP); here, an attempt is made to lay more
emphasis on the changes in the composition of tax revenue.

Table 5.5 shows more in detail the composition of the total tax
revenue, State’s own tax and shared taxes from 1972-73 to 2001-02.
The figures in parenthesis indicate the percentage contribution of direct
and indirect taxes to their respective totals.

By looking at the components of Table 5.5 we can safely infer
that indirect taxes have contributed a larger share to the increase in tax
revenue of the Meghalaya Government over the years. While the total
tax revenue has swollen up by more than ninety seven times during
1972-73 to 2001-02, the direct tax revenue has increased by a mere
nearly twenty four times and the indirect tax revenue has expanded by
more than one hundred and twenty three times. In absolute terms,
during the period of our study, while the indirect tax revenue has
witnessed a remarkable augmentation of Rs. 299.90 crores, the
increase in direct tax revenue is a mere Rs. 20.38 crores. It is worth
noting that there has been a consistent increase in State taxes except for
1997-98 and similarly there has been a consistent rise in shared taxes
except for the years 1989-90 and 1990-91. But it is distressing to note
the decline in shared taxes for the years 2000-01 and 2001-02 although

the figures for these two years represent the revised estimate and
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budget estimate respectively. In both the sources of tax revenue, the
indirect taxes occupy a predominant position throughout the period of
our study.

Several recent studies on economic development have proved
that with the growth of the economy, the share of direct taxes in total
revenue, both at the State and National income level, would reveal a
consistent increase, because with the rise in the net state domestic
product as well as the per capita income, the scope for expansion of
taxation both vertically and horizontally becomes possible. The simple
reason for the insignificant contribution of the direct taxes to the State
exchequer is because of the predominance of the agricultural sector in
the State economy. In a backward State like Meghalaya, in the year
2001, more than 77 per cent of the total population is directly or
indirectly engaged in agricultural activities, thereby giving rise to a
substantial existence of a subsistence sector in the State economy. As a
result, the taxable capacity of the people is extremely weak in addition
to the already limited tax base. Therefore, it is not possible on the part
of the State government to bring in better elasticity into the overall tax
system through direct taxes. Moreover, it has become imperative to
rationalise the insignificant role of the direct taxes in the overall tax

structure of the State economy.
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There are also other important factors, which contribute to the
decline in the importance of direct taxation as a source of revenue for
the State. Some of these are: (a) insufficient tax incentives and
concessions or tax holidays that have been granted over the planning
period for capital formation to take place in the private sector, (b) the
negligible contribution of the agricultural income tax to the total direct
taxes due to its gradual disappearance from the scene or the half-
hearted implementation of the same, and (c) the existence of mass
poverty and the prevalence of self-employment, which has kept many
people away from the direct tax net. Therefore, from the above
findings it can be concluded that Meghalaya has still a long way to go
before it can acquire the status of a developed State.

On the other side of the picture we find the increasing reliance of
the economy of Meghalaya on indirect taxation, which is in tune with
the stand taken by the Taxation Enquiry Commission and the Planning
Commission, regarding the role and effectiveness of indirect taxation
in India. This fact is reflected in the views put forward by Harberger’
and others, whereby they observed that direct taxes have a tendency to
reduce the rate of savings more than would an indirect tax of equal
revenue yield. They further pointed out the known fact that most of the

underdeveloped economies face the problem of savings mobilisation in
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order to accelerate the pace of their economic development, and
therefore came to the conclusion that the impact of direct taxes on
savings would have a deleterious effect on the rate of growth of these
economies, which could probably be avoided, if the equivalent amount
yielded by the tax could be raised through indirect levies. On the basis
of this argument, we may hasten to generalise the fact of the
predominant role of indirect taxes in the tax structure of Meghalaya,
which aims at resource mobilisation for development needs.

A closer examination of Table 5.5 shows that the contribution of
direct tax to the total tax system of the State keeps on steadily
declining from 26.73 per cent in 1972-73 to 22.68 per cent in 1977-78.
After that the decline is on a steep downhill keeping the average
percentage hovering about 5.02 per cent and 19.48 per cent. Another
alarming feature of the tax structure in Meghalaya is the heavy
dependence on shared taxes as a source of revenue which was 63.66
per cent in 1972-73 steadily increased to 76.84 per cent in 1999-2000,
although the figures for 2000-01 and 2001-02 show a declining trend.
Thus, it can be pointed out that the State has to put in more efforts in

order to intensify its own source of revenue.
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5.3.4 Pattern of the Composition of the State’s Tax Revenue

It is clear from the above discussion that during the period of our
study, whatever increase in tax revenues that has taken place could be
achieved only through the rationalisation of the tax structure of both
direct and indirect taxes. Hence, in this section, we are going to
examine the changes that have taken place in the structure of the
State’s own tax revenue, i.e., in terms of the trend in revenue yields
from various taxes and what has been the relative place occupied by
them in the system of taxation over the last thirty years of our study.
This information is being provided in Table 5.6.

It can be seen from Table 5.6 that the pattern of State’s own
taxes has changed significantly in relative terms, i.e., there has been a
tremendous increase in taxes on commodities and services consisting
of State Excise, Sales Tax, Motor Vehicle Tax, Goods and Passenger
Tax, Duties on Electricity, Entertainment including Betting Taxes at
the cost of Taxes on income and expenditure, and Taxes on Property
and Capital Transaction which include Land Revenue and Stamps and
Registration fees, which may be considered desirable for the period
under study. This trend is corroborated by the relative percentage
contribution of these taxes to the State’s own tax revenue. The

percentage contribution of Land Revenue and Stamps and Registration
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Fees which stood at 0.83 per cent and 7.44 per cent respectively in the
year 1972-73 declined consistently during the period of study to the
level of 0.14 per cent and 2.09 per cent respectively in the year 2001-
02. This trend conforms to the general theoretical and empirically
justified hypothesis: with the gradual commercialisation and
modernisation of an economy, it becomes possible for a developing
economy to shift from agricultural taxes to taxes on commodities and
services.

The next interesting observation is the changes in the
composition of State taxes on commodities and services during the
period of our study. The enormous growth in revenue from these taxes
can be attributed to State’s sales tax. In fact, this source contributed the
maximum to the State’s own tax revenue throughout the period of our
study. The percentage contribution of sales tax to the State’s own tax
revenue which was 45.45 per cent in 1972-73 increased gradually
without much fluctuations to 51.83 per cent in 2001-02. The highest
contribution of 63.28 per cent was recorded in the year 1988-89. Sales
Taxation has been occupying a predominant position in the tax
structure due to the extension of sales taxation along with the
expansion of the tax base and, the frequent upward revision of its rate

from time to time. Similarly, in the case of State Excise, there has been
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an increase from 14.05 per cent in 1972-73 to 38.30 per cent in 2001-
02 proving to be the second most powerful revenue earner for the
State. This could be explained by the fact that the State does not follow
the other States in the country in implementing the policy of
prohibition. The Duties on Electricity are showing a declining trend
from 1.65 per cent in 1972-73 to 0.18 per cent in 2001-02. The only
exception was in 1983-84 when it contributed 3.47 per cent of the total
State own tax revenue. For the rest of the period of our study, the
contribution was between two and less than one per cent. The same
observation could be made in the case of the contribution of Motor
Vehicle Tax and Goods and Passenger Tax amounting to 16.53 per
cent and 3.31 per cent respectively in 1972-73, which came down to
3.35 per cent and 2.36 per cent respectively in 2001-02. Even the
Entertainment including Betting Taxes showed a declining trend
during the period of our study. Therefore, the declining trends are an
indicator that the State has not been able to rationalise its budgets
throughout the period of our study.

Switching over our attention to the shared taxes, the total share in
Central Taxes, Duties, etc., has increased steadily from 63.66 per cent
in 1972-73 to 76.84 per cent in 1999-2000, although there is a decline

in the years 2000-01 and 2001-02 which are the revised estimate and
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the budget estimate figures respectively. This is mainly contributed by
the share of Union Excise Duties which was 36.94 per cent in 1972-73
and ultimately jumped to 66.31 per cent in 1999-2000. However the
figures for the two years thereafter show an inclination to decrease. On
the other hand, the percentage share of taxes on income other than
corporation tax in the gross shared taxes shows a declining trend
throughout the period under study, i.e., a decrease from 26.13 per cent
in 1972-73 to 6.37 per cent in 2001-02.

A striking feature of the State’s taxation as shown by the above
Table is the phenomenal increase in shared taxes’ contribution to the
total tax revenue of the State. This continual outpacing of the State’s
own tax revenue by the shared taxes is supported by the figures
presented in Table 5.6, whereas the overall percentage contribution of
the State’s own individual taxes to the total tax revenue presents a
declining trend throughout. The increasing dependence of the State on
the share of Central taxes might partly be due to the ever-increasing
pressure of the State on the Central Government to widen the pool of
shareable taxes.

Thus, the trend that is observed from the pattern of the
composition of the State’s taxes is not at all warranted from the point

of view of a healthy fiscal economy. The reverse would have been
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commendable in the context of the State’s efforts at achieving self-
reliance with regard to resource mobilisation of sufficient resources for
implementing several developmental programmes. In order to
substantiate our argument, we shall work out the ratio of specified

taxes to the net state domestic product.

5.3.5 The Ratio of Individual Taxes to Net State Domestic Product

To what extent the exercise of resource mobilisation by the
Government has been a success can be judged from the improvement
in the proportion of net state domestic product taken away as taxes.
Moreover, the percentages of different sources of revenue to net state
domestic product can be used to study the shifts in the tax structure.
Bearing in mind these ends, an attempt is being made to relate the
specified taxes to net state domestic product for which information is
being provided in Table 5.7 below.

From the information given in Table 5.7, it can be clearly seen
that the share of total tax revenue to net state domestic product has
increased from 3.17 per cent in 1972-73 to 9.90 per cent in 2001-02. It
can be clearly seen that professional tax is a stagnant source of
revenue. From 0.02 per cent of the net state domestic product in 1972-

73, it was increasing nominally to 0.09 per cent in 1987-88 and again
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Table 5.7 Tax Revenue as a Percentage of

Net State Domestic Product in Meghalaya

STATE’S OWN TAX REVENUE

Year Profes- Land Stamps  State Sales Motor Goods Duties Enter- Pur- State
sional Reve- & Excise Tax Vehicle and on tain- chase Own
Tax nue Regis- Tax Passen- Elec- ment Tax Tax
tra- ger tricity  inclu- Reve-
tion Tax ding nue
Fees Betting
Taxes
1 2 3 4 5 6 7 8 9 10 11 12
1972-73 0.01 009 016 052 0.19 0.04  0.02 0.12 1.15
1973-74  0.02 0.05 0.07 020 0.72 0.16 0.06  0.02 0.13 1.43
1974-75  0.03 0.09 008 025 092 0.16 0.07  0.02 0.13 1.74
1975-76 ~ 0.03 0.04 008 026 105 0.17 0.09  0.02 0.15 1.89
1976-77  0.05 0.04 008 032 1.08 0.19 0.13  0.03 0.15 2.07
1977-78  0.03 0.04 0.08 030 098 0.19 0.11  0.04 0.15 191
1978-79  0.05 0.01 009 056 1.07 0.21 0.11  0.03 0.15 2.26
1979-80  0.05 0.06 0.08 059 1.19 0.21 0.11  0.04 0.11 0.01 244
1980-81  0.07 0.08 009 071 1.29 0.21 0.11  0.03 0.14 272
1981-82  0.08 0.03 0.10  0.77 1.32 0.23 031  0.05 0.11 0.01 3.01
1982-83  0.07 0.03 0.10 084 155 0.25 0.11  0.01 0.14 0.15 3.25
1983-84  0.08 0.02 0.12  0.89 1.86 0.29 0.12  0.13 0.10 0.02 3.61
1984-85  0.04 0.03 0.11 1.04 227 0.25 0.12  0.04 0.13 0.04 4.05
1985-86  0.06 0.03 0.11 099 250 0.36 0.12  0.01 0.11 0.08 4.37
1986-87  0.07 0.06 0.13 1.06  2.64 0.30 0.12  0.03 0.13 0.06 4.59
1987-88  0.09 0.01 0.11 1.00 232 0.27 0.11  0.04 0.24 0.01 4.20
1988-89  0.08 0.02 0.11 1.18 347 0.28 0.12 Negl. 0.15 0.08 5.48
1989-90  0.07 0.03 0.09 1.65 228 0.24 0.13  Negl. 0.09 0.15 4.73
1990-91  0.04 0.01 0.09 1.64 228 0.27 0.11 0.01  0.09 0.16 4.69
1991-92  0.06 0.01 0.08 199  2.06 0.27 0.12  Negl. 0.07 0.14 4.81
1992-93  0.04 0.01 0.07 1.87 201 0.26 0.10  Negl. 0.06 0.10 451
1993-94  0.07 0.02 0.08 1.83 1.74 0.22 0.11  Negl. 0.05 0.10 4.23
1994-95  0.08 0.01 0.08 1.64 216 0.19 0.11 Negl. 0.12 0.09 447
1995-96 - 0.01 0.05 0.10 1.89 213 0.23 0.11  Negl. 0.19 0.10 4.80
1996-97  0.08 0.01 008 211 2.11 0.20 0.38  Negl. 0.04 0.20 521
1997-98  0.03 0.01 0.12 1.66 2.18 0.18 0.08 0.01  0.01 0.07 4.35
1998-99  0.04 0.02 0.11 1.57 221 0.14 0.07 0.04  0.06 0.01 4.25
1999-00  0.02 0.01 0.11 1.60 2.17 0.15 0.06  Negl. 0.05 0.01 4.17
2000-01  0.12 0.01 0.09 1.71 232 0.17 0.11 0.04  0.06 0.11 4.72
2001-02  0.01 0.01 0.09 1.65 223 0.14 0.10 0.01  0.04 0.02 4.30

Calculations are based on Tables 5.1 and 5.5
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Table 5.7a Tax Revenue as a Percentage of

Net State Domestic Product in Meghalaya

SHARED TAXES
Total Total Total

Year Taxes Other Share of  Addi- Total Tax Direct Indirect

on Taxes Union tional share Reve- Taxes Taxes

Income on Excise Duties  in nue

other Income  Duties of Central

than and Excise  Taxes

Corpo- Expen- Duties,

ration diture etc.

Tax

14 15 16 17 18 19 20 21

1972-73 0.83 0.02 1.17 e 2.02 3.17 0.85 2.32
1973-74 0.86 0.02 1.26 e 2.13 3.56 0.93 2.63
1974-75 0.82 0.02 1.15 e 1.99 3.73 0.94 2.80
1975-76 1.14 0.02 1.37 e 2.53 4.42 1.22 3.19
1976-77 0.97 0.02 1.58 2.57 4.64 1.07 3.57
1977-78 091 0.01 1.48 e 2.40 4.32 0.98 3.34
1978-79 0.85 0.01 1.19 0.35 2.40 4.65 0.91 3.75
1979-80 0.93 2.71 0.30 3.94 6.38 1.05 5.34
1980-81 0.99 2.71 0.30 4.00 6.72 1.14 5.58
1981-82 0.87 -0.01 2.71 0.32 3.90 6.91 0.99 593
1982-83 0.89 Negl. 2.66 0.30 3.84 7.08 1.00 6.09
1983-84 0.79 2.60 0.35 3.75 7.36 0.89 6.46
1984-85 0.72 Negl. 2.41 0.39 3.53 7.58 0.79 6.79
1985-86 0.99 11.84 0.49 13.33 17.70 1.09 16.61
1986-87 1.03 12.77 0.51 14.31 18.90 1.16 17.74
1987-88 1.02 Negl. 12.50 0.47 13.98 18.19 1.11 17.08
1988-89 0.99 e 14.84 0.47 16.30 21.78 1.09 20.69
1989-90 1.09 8.37 0.42 9.88 14.78 1.19 13.41
1990-91 0.76 e 9.42 0.29 10.47 15.17 0.81 14.35
1991-92 1.20 10.29 0.41 11.91 16.72 1.27 15.44
1992-93 1.29 11.11 0.44 12.84 17.35 1.34 16.01
1993-94 1.41 9.48 0.38 11.28 15.51 1.50 14.00
1994-95 1.41 9.69 0.39 11.50 15.97 1.50 14.47
1995-96 229 8.93 0.35 11.57 16.37 2.33 14.04
1996-97 2.58 11.69 0.38 14.65 19.86 2.67 17.19
1997-98 3.53 13.06 0.37 16.96 21.32 3.57 17.74
1998-99 1.97 e 12.19 0.30 14.45 18.70 2.02 16.68
1999-00 1.90 11.95 13.85 18.03 1.92 16.11
2000-01 0.73 5.12 5.85 10.57 0.86 9.72
2001-02 0.63 498 5.61 9.90 0.65 9.25

Calculations are based on Tables 5.1 and 5.5
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declining gradually to 0.01 per cent in 2001-02. Only the year 1995-96
saw a negative contribution of 0.01 per cent.

Again in the case of land revenue, the percentage contribution
remains more or less stagnant throughout the period of our study with
0.01 per cent of the net state domestic product in 1972-73 and
recording the same figure in the year 2001-02. There were, however,
some slight fluctuations in the contribution viz., the year 1974-75
registered 0.09 per cent, 1980-81 recorded 0.08 per cent and the years
1976-77 and 1986-87 witnessed the contribution of 0.06 per cent of the
net state domestic product. With regard to Stamps and Registration
Fees, the contribution was stagnant with 0.09 per cent of the net state
domestic product in 1972-73 and recording 0.11 per cent in 1999-2000,
thereafter showing the same figure of 0.09 per cent in 2001-02.
Receipts from State excise duty, which registered 0.16 per cent in
1972-73 leaped to a notable 1.65 per cent in 2001-02. Sales Tax
contributed the maximum amount during the period of our study. From
0.52 per cent of the net state domestic product in 1972-73 it increased
to 2.23 per cent in 2001-02. In the case of Motor Vehicle Tax the
receipts tend to decline from 0.19 per cent in 1972-73 to 0.14 per cent
in 2001-02. The Goods and Passenger Tax receipts showed signs of

slight increase from 0.04 per cent in 1972-73 to 0.10 per cent in the
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year 2001-02. Similarly, the Purchase Tax did not show much increase
with only 0.01 per cent of the net state domestic product in 1979-80 it
registered 0.02 per cent in 2001-02. In respect of Duties on Electricity
and Entertainment including Betting Taxes the contribution as a
proportion of the net state domestic product showed a declining trend
during the period of our study. On the basis of our findings above, we
may draw certain conclusions which are as follows:

(1) Assessing the ratio of State’s own taxes to the net state
domestic product, it can be clearly seen that out of 4.30 per cent of the
net state domestic product mopped up through taxation in the year
2001-02, 2.23 per cent was accounted for by the State’s Sales Tax
alone. The overall incidence of Sales Tax has increased more than four
fold from 0.52 per cent in 1972-73 to 2.23 per cent in 2001-02. This
amply proves that the State’s Sales Tax has emerged as the single most
important source of the State’s own tax revenue during the period of
our study. Next comes the State Excise as the second most important
source of revenue. It accounted for 1.65 per cent of the net state
domestic product in the year 2001-02 and its incidence increased from
0.16 per cent in 1972-73 to 1.65 per cent in 2001-02. The remaining
0.42 per cent of the net state domestic product was accounted for by

the other taxes viz., Professional Tax, Land Revenue, Stamps and
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Registration Fees, Motor Vehicle Tax, Goods and Passenger Tax,
Duties on Electricity, Entertainment including Betting Taxes and
Purchase Tax. Thus, from the point of view of productivity, this latter
group of taxes has clearly displayed a dismal performance during the
period of our study.

(i1)) A closer scrutiny of the ratio of indirect taxes to the State
income reveals that the overall incidence of indirect taxes has
increased more than ten times during the period of our study, from 2.32
per cent in 1972-73 to 16.11 per cent in 1999-2000, even though it is
showing sign of a decline to 9.25 per cent in 2001-02.

Thus, the inferences substantiate our earlier findings. Further, it is
to be noted that the relative importance of different taxes, however, has
not varied much, when they are related to the net state domestic
product.

Therefore, in the absence of additional means to mop up adequate
revenue, the State of Meghalaya is far from the goal of financial self-
reliance, whose dependence on federal transfers constitute more than
seventy six per cent of the total fiscal resources of the State. As a
consequence of the devolution of increasing developmental
responsibilities to the State on the one hand and at the same time the

allocation of relatively inelastic sources of revenue on the other, there
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has been a growing and widening gap between the State’s own
financial resources and its expenditure requirements. This has
augmented the need for increasing transfers of funds from the Centre to
the State. Bearing in mind this current tendency, we shall next examine
the quantitative implications of federal transfers to the State of

Meghalaya.

PART 11
5.4 Trends and Patterns of Federal Transfers

In this section, an analysis has been made to examine the
magnitude and the components of federal transfers to the State of
Meghalaya in order to find out their relative size and importance in the
overall fiscal structure of the State.

The intention here is to examine the trends in the composition of
federal transfers with reference to its main components, namely, (1) tax
devolution, that is State’s share of the Central taxes as determined by
the recommendations of the Finance Commission, (i1) grants-in-aid of
different categories, and, (ii1) Central loans.

The pattern of financial devolution in Meghalaya as in other
States of India, is being determined by the approach to fiscal

federalism as enshrined in the Constitution. Over the years, the
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principle of fiscal federalism in India has undergone a drastic change.
During the pre-independence period, before the passing of the
Government of India Act, 1935, pure federalism was sought to be
established in India. In fact the 1919 Act conceded substantial fiscal
autonomy to the then “provinces.” On the other hand, under the Act of
1935, there was a clear shift from the principle of pure federalism to
the principle of fiscal deficiency, which tended to restrict the fiscal
autonomy of the States, making them largely dependent on the
“Federal Government”. Therefore, the period between 1919 and 1935
witnessed a clear shift from the “Loosest of the loose” to the “Tightest
of the tight” version of fiscal federalism.

Post-independence period saw the fiscal deficiency approach
securely embodied in the Constitution. As pointed out by the Report of
the Taxation Enquiry Commission: “The Constitution of India closely
follows the pattern of division of tax powers between the Centre and
the States established by the Government of India Act, 1935. Under the
quasi-federal character of our Constitution, fairly wide powers of
taxation belong to the Union.”’

According to the provisions of the Constitution, the Finance
Commission shall be appointed by the President of India once in five

years, and that it has been empowered to make recommendations
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regarding the sharing of taxes between the States of the Union. Grants-
in-aid in general are viewed as the backbone of the Indian federal
system, for these funds provide substantial assistance to the States,
which are trying to improve their taxing capacities and at the same
time have a narrow tax base. Besides the Finance Commission, two
other separate agencies have also been given jurisdiction over the
allocation of grants-in-aid funds. They are the Planning Commission,
which possesses discretionary powers to determine the amount and the
nature of the assignment of the funds for planning expenditures for
various States and, the Ministry of Finance, which determines the
amount of grants-in-aid on the basis of the priorities of the projects.
Besides providing direct grants, the Planning Commission is
empowered to make payments in the form of loans to meet items in the
State budgets, which are classified as plan expenditures.

The emergence of the Planning Commission as a central planning
authority determining the size of plan grants to the States has enhanced
the Centre’s financial control over the States. As a result of this
intensified adherence to the principle of fiscal deficiency, Meghalaya
has shown a distinct trend of rapidly growing financial dependence on

federal transfers. Bearing in mind this ground reality, an attempt is



290

Table 5.8 Transfer of Financial Resources from the Union

to the State of Meghalaya

(Rupees in Crores)

Year Shared Total Loans & Total State’s Aggre- Total State’s
taxes statu- Advan- Re- Total gate Resource Total
tory ces from sources Own State’s  Trans- Own
grants the trans-  Re- Expen- ferredto Resources
Centre ferred sources  diture  Aggre-  to Aggre-
(Tax & gate gate
Non-tax) State’s State’s
Expen- Expen-
diture diture
1 2 3 4 5 6 7 8 9
1972-73 212 13.23 5.36 20.71 2.14 33.25 6229 6.44
(10.24)  (63.88)  (25.88) (100.00)
1973-74 231 12.18 5.46 19.95 2.82 26.86  74.27 10.50
(11.58) (61.05)  (27.37) (100.00)
197475  2.23 23.39 0.64 26.26 3.92 32.69  80.33 11.99
(8.49)  (89.07) (2.44) (100.00)
1975-76  2.92 25.19 1.00 29.11 5.22 3544 8214 14.73
(10.03)  (86.53) (3.44) (100.00)
1976-77  3.09 30.82 1.94 35.85 4.62 40.95 87.55 11.28
(8.62)  (85.97) (5.41) (100.00)
1977-78  3.24 33.46 2.50 39.20 4.62 56.18  69.78 8.22
(8.26)  (85.36) (6.38) (100.00)
1978-79  3.59 43.90 2.33 49.82 7.53 5529  90.11 13.62
(7.21)  (88.12)  (4.67)  (100.00)
1979-80  6.52 46.19 1.90 54.61 7.69 64.19  85.08 11.98
(11.94) (84.58)  (3.48) (100.00)
1980-81 7.19 55.94 4.05 67.18 26.81 101.94  65.90 26.30
(10.70)  (83.27)  (6.03) (100.00)
1981-82  8.03 61.81 5.06 7490 12.54 136.57 54.84 9.18
(10.72)  (82.52)  (6.76) (100.00)
1982-83 8.73 74.71 24.67 108.11  13.36 124.71 86.69 10.71
(8.08)  (69.10) (22.82) (100.00)
1983-84  9.86 98.39 9.89 118.14  16.71 147.01 80.36 11.37
(8.35) (83.28)  (8.37) (100.00)
1984-85 10.67 115.28 10.83 136.78  22.03 17829  76.72 12.36
(7.80)  (84.28) (7.92)  (100.00)
1985-86  45.52 111.02 13.00 169.54 2644 191.93 88.33 13.78
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(26.85) (65.48) (7.67)  (100.00)

1986-87 55.27 127.54 13.18 19599  31.85 230.22 85.13 13.83
(28.20) (65.07) (6.73)  (100.00)

1987-88  65.29 154.29 15.78 23536  36.88 264.36 89.03 13.95
(27.74) (65.55) (6.71)  (100.00)

1988-89  82.47 171.18 22779 27644  48.62 318.05 86.92 15.29
(29.83) (61.92) (8.25)  (100.00)

1989-90 65.17 192.82 36.02  294.01 50.05 350.69 83.84 14.27
(22.17) (65.58) (12.25) (100.00)

1990-91 80.36 217.89 27.87 326.12 5472 405.65 80.39 13.49
(24.64) (66.81) (8.55) (100.00)

1991-92 105.27 238.25 20.74 364.26  65.17 49229  73.99 13.24
(28.90) (65.41) (5.69) (100.00)

1992-93 125.64 240.60 22.19 388.43  62.26 588.60 65.99 10.58
(32.35) (61.94) (5.71)  (100.00)

1993-94 127.82 296.63 10541 529.86  76.33 909.08 58.29 8.40
(24.12) (55.98) (19.90) (100.00)

1994-95 144.63 290.76 3750  472.89 9492 796.20 59.39 11.92
(30.58) (61.49) (7.93) (100.00)

1995-96 159.71 391.00 20.87 571.58 133.18 796.41 71.77 16.72
(27.94) (68.41) (3.65) (100.00)

1996-97 217.57 388.06 28.53 634.16 124.84 813.58 77.95 15.34
(34.31) (61.19) (4.50) (100.00)

1997-98 286.77 306.58 3942 63277 103.40 850.72 74.38 12.15
(45.32) (48.45) (6.23)  (100.00)

1998-99 300.55 392.32 48.88 741.75 139.82 1022.93 72.51 13.67
(40.52) (52.89) (6.59) (100.00)

1999-00 341.76 415.04 50.76 807.56 186.85 1195.40 67.56 15.63
(42.32) (51.39) (6.29)  (100.00)

2000-01 164.25 845.01 61.31 1070.57 227.96 1601.89 66.83 14.23

(R.E.) (15.34) (78.93) (5.73) (100.00)

2001-02 183.16 892.17 60.88 1136.21 245.80 1785.15 63.65 13.77

(B.E.) (16.12) (78.52) (5.36) (100.00)

Note: Shared taxes include (i) share of income tax proceeds, and (ii) share of proceeds from Union

excise duties.

Source :

Budget in Brief, Government of Meghalaya:: 1974-75; 1977-78; 1978-79; 1982-83; 1983-84;

Budget at a Glance, Government of Meghalaya:: 1984-85; 1986-87; 1989-90; 1996-97; 2000-01;

2001-2002
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made to ascertain the compositional magnitude of the total Central
transfers in the over-all State finances. Table 5.8 gives a picture of the
total resources transferred from the Union to the State of Meghalaya
during the period 1972-73 to 2001-02. The total Central resources
transferred to the State in absolute terms were Rs. 20.71 crores in
1972-73, which increased to Rs. 1136.21 crores in 2001-02. The ratio
of Union resources transferred to aggregate State’s expenditure was
62.29 per cent in 1972-73 which increased to 63.65 per cent in 2001-
02. During this period, there were fluctuations as high as 90.11 per cent
in 1979-80 and as low as 58.29 per cent in 1993-94. On the other hand,
the ratio of the State’s total own resources both tax and non-tax to
aggregate State’s expenditure was 6.44 per cent in 1972-73 which
showed a modest increase in 2001-02 which is 13.77 per cent. From
the information that we have for the thirty years of our study, we can
hypothesise that the State will continue to depend heavily on the
Central transfers, in the years to come.

A detailed examination of Table 5.8 also reveals that the funds
made available to the State through the statutory transfers were Rs.
13.23 crores in 1972-73 which increased steeply to Rs. 892.17 crores
in 2001-02. In relative terms, the statutory grants follow the declining

trend, from 63.88 per cent of the total resources transferred in 1972-73
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to 51.39 per cent of the total resources transferred in 1999-00, even
though the budget figure in 2001-02 is 78.52 per cent. Thus the Table
clearly reveals that the significance of the statutory grants which fall
under the purview of the Finance Commission has been declining. The
important factors that have contributed to the declining effectiveness of
the Finance Commission in determining the nature and quantum of
financial assistance to the State by the Union could be found in the
nature of central planning process that the economy has adopted.® On
the other hand, the increasing dependence of the State government on
the non-statutory grants (although this percentage shows a declining
trend, in comparison to the statutory grants) cannot remain the trend in
order to maintain the financial autonomy of the State. This clearly
shows that the over dependence of the State government on Central
grants and aids may not be conducive to the financial health of the
State economy.

Moreover, Table 5.8 discloses the fact that the State’s share of
divisible taxes and duties has increased both in absolute and in relative
terms, from Rs. 2.12 crores in 1972-73 to Rs. 341.76 crores in 1999-
2000. In terms of percentage, the share of divisible taxes to the total
resources transferred which was 10.24 per cent in 1972-73 jumped to

42.32 per cent in 1999-2000. However the budget estimate for 2001-02
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is Rs. 183.16 crore, that is 16.12 per cent of the total resources
transferred. This trend without any doubt has brought about a plausible
deleterious effects on the growth and sustenance of the taxation efforts
of the State in recent times.

Further, if the pattern of the composition of federal transfers is to
be taken as the yardstick to measure the relative degree of self-reliance
of the State, then the findings of the foregoing Table corroborate the
inference drawn earlier that the degree of self-reliance in Meghalaya is
exceptionally low. This is further supported by Meghalaya’s
remarkably high dependence on grants, the high and increasing share
of tax devolution, and the relatively small share of Meghalaya’s own
taxes and non-tax revenue in the overall resource mobilisation effort of

the State.

5.5 Summary of the Findings

In this chapter we have attempted to study the problem of
resource constraint and at the same time to find out the prospects of
internal resource mobilization in the State since its inception in 1972-
73, covering a period of thirty years of economic planning so as to

meet the challenges of mounting expenditure.
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From the above analysis of the planning period covering a span of
thirty years, State’s own tax revenue has registered a growth rate of
16.71 per cent per annum during the period of our study. This increase
of State’s own tax revenue over the years may be attributed to the
extension of the tax base and tax coverage of these taxes and also due
to an upward revision of the tax rates during these years.

The trend of total tax revenue of the State during the thirty years
of our study shows the annual compound rate of growth of
approximately 18.59 per cent. Total tax revenues show a rising trend
throughout the period. Since the total tax revenue includes shared
taxes, the higher exponential growth rate may be ascribed to the better
tax mobilisation efforts made by the Central Government from time to
time. Further, higher growth of total taxes indicates the degree of
elasticity and buoyancy that are inherent in the shared taxes resulting in
a larger devolution of resources from the Centre to the State by way of
higher share in the Central taxes.

As seen earlier, total public expenditure recorded the annual
compound rate of growth of approximately 14.68 per cent. The growth
in public expenditure may be explained by the intensive development

efforts made by the government through comprehensive economic
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planning which necessitated the exploring of the new bases and
sources of additional resources.

The net state domestic product indicates an annual compound
rate of growth of about 12.61 per cent. This increase in net state
domestic product during our period of study may be the result of the
relative greater contribution of the secondary and tertiary sectors to the
State income. Given the exponential growth rates of State’s own taxes
and the net state domestic product, it may be observed that the growth
rate of State’s own taxes has continually outpaced the growth of net
state domestic product.

The percentage of State’s own tax revenue to net state domestic
product, increased slowly over the years. If, we judge the performances
of the State’s own tax revenue on the basis of its contribution to State
income, then the performances of the State’s own tax revenue presents
a poor picture altogether. From this angle, the State’s own tax revenue
has been increasing at a very slow rate during the period of our study.

The percentage of total tax revenue to net state domestic product
shows the resultant picture of dismal growth rate of total tax revenue.
Nonetheless, during the thirty years of our study, a moderate share in

incremental income has been transferred to the public exchequer.
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The ratio of the State’s own tax revenue to the total tax revenues
accruing to the State during these years shows a distressing feature in
that the ratio remained stagnant during the period of our study. This
indicates that the State has not put in extra efforts in raising its own tax
revenue in a much more efficient way during the period of our study
and also has not made any sincere effort to tap more resources.

Regarding total public expenditure as a percentage of net state
domestic product, the figures show the rapid expansion of Government
expenditure in absolute terms and as percentage of State income in the
Planning period due to the change in outlook as regards the State’s role
in the development of the economy. The Five Year Plans clearly have
an impact on the growth of Government expenditure.

State’s own tax revenue as a percentage of total public
expenditure exhibits that the State has not been able to generate enough
of its own resources so as to be able to cope with mounting public
expenditure. The State has a long way to go in order to be self-reliant.

The observation on total tax revenue as a percentage of total
public expenditure proves of the big contribution by the shared taxes to
the total tax revenue, while State’s own tax revenue showed a slow

increasing trend. Here, again it only proves that the State has not put in
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extra effort to mobilise sufficient resources to counter the explosive
cycles of public expenditure growth.

If we visualise tax-income ratio as the simplest measure of tax
burden or sacrifice, the analysis reveals that the State of Meghalaya
fares rather poorly on this count.

The State has been depending more and more on shared taxes for
the purpose of resource mobilisation. The State of Meghalaya is too
poor to generate its own resources that it has to depend entirely on the
Centre for its own survival. Moreover, the relative importance of the
State’s own taxes has been much less than it has been in the case of
shared taxes as a component of total revenue of the State during the
period of our study. Therefore, on the basis of its own effort, in the last
thirty years of our study, Meghalaya’s revenue performance has been
rather dismal in the sense that the State raised a lower proportion of
revenue in comparison to other sources of revenue, viz., shared taxes.

The indirect taxes have contributed a larger share to the increase
in tax revenue of the Meghalaya Government over the years. While the
total tax revenue has swollen up by more than ninety seven times
during 1972-73 to 2001-02, the direct tax revenue has increased by a
mere nearly twenty four times and the indirect tax revenue has

expanded by more than one hundred and twenty three times. In both
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the sources of tax revenue, the indirect taxes occupy a predominant
position throughout the period of our study.

Since there 1s a substantial existence of a subsistence sector in the
State economy, as a result, the taxable capacity of the people is
extremely weak in addition to the already limited tax base. Therefore,
it is not possible on the part of the State government to bring in better
elasticity into the overall tax system through direct taxes. Moreover, it
has become imperative to rationalise the insignificant role of the direct
taxes in the overall tax structure of the State economy.

There are also other important factors which contribute to the
decline in the importance of direct taxation as a source of revenue for
the State such as the negligible contribution of the agricultural income
tax to the total direct taxes due to its gradual disappearance from the
scene or the half-hearted implementation of the same, and the existence
of mass poverty and the prevalence of self-employment, which has
kept many people away from the direct tax net. Therefore, from the
above findings it can be concluded that Meghalaya has still a long way
to go before it can acquire the status of a developed State.

On the other side of the picture we find the increasing reliance of
the economy of Meghalaya on indirect taxation, which is in tune with

the stand taken by the Taxation Enquiry Commission and the Planning
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Commission, regarding the role and effectiveness of indirect taxation
in India.

The contribution of direct tax to the total tax system of the State
keeps on steadily declining. Another alarming feature of the tax
structure in Meghalaya is the heavy dependence on shared taxes as a
source of revenue. Thus, it can be pointed out that the State has to
make more efforts in order to intensify its own source of revenue.

The pattern of State’s own taxes has changed significantly in
relative terms, i.e., there has been a tremendous increase in taxes on
commodities and services. The percentage contribution of Land
Revenue and Stamps and Registration has declined consistently during
the period of study. That is, with the gradual commercialisation and
modernisation of an economy, it becomes possible for a developing
economy to shift from agricultural taxes to taxes on commodities and
services.

The next interesting observation is the changes in the composition
of State taxes on commodities and services during the period of our
study. Sales Taxation has been occupying a predominant position in
the tax structure due to the extension of sales taxation along with the
expansion of the tax base and, the frequent upward revision of its rate

from time to time. Similarly, in the case of State Excise, there has been
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an increase due to the fact that the State does not follow the other
States in the country in implementing the policy of prohibition. The
Duties on Electricity are showing a declining trend. During the period
of our study, the contribution was between two and less than one per
cent. The same observation could be made in the case of the
contribution of Motor Vehicle Tax including Goods and Passenger.
Even the Entertainment including Betting Taxes showed a declining
trend during the period of our study. Therefore, all these declining
trends are an indicator that the State has not been able to rationalise its
budgets throughout the period of our study.

Regarding the shared taxes it may be noted that the total share in
Central Taxes, Duties, etc., has increased steadily. This is mainly
contributed by the share of Union Excise Duties. On the other hand,
the percentage share of taxes on income other than corporation tax in
the gross shared taxes shows a declining trend throughout the period
under study.

A striking feature of the State’s taxation is the phenomenal
increase in shared taxes contribution to the total tax revenue of the
State. There is a continual outpacing of the State’s own tax revenue by
the shared taxes. The increasing dependence of the State on the share

of Central taxes might partly be due to the ever-increasing pressure of
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the State on the Central Government to widen the pool of shareable
taxes.

Thus, the trend that is observed from the pattern of the
composition of the State’s taxes is not at all warranted from the point
of view of a healthy fiscal economy. The reverse would have been
commendable in the context of the State’s efforts at achieving self-
reliance with regard to resource mobilisation of sufficient resources for
implementing several developmental programmes.

To what extent the exercise of resource mobilisation by the
Government has been a success can be judged from the improvement
in the proportion of net state domestic product taken away as taxes.
Moreover, the percentages of different sources of revenue to net state
domestic product can be used to study the shifts in the tax structure.
The State’s Sales Tax has emerged as the single most important source
of the State’s own tax revenue during the period of our study. Next
comes the State Excise as the second most important source of
revenue. The remaining part of net state domestic product was
accounted for by the other taxes viz., Professional Tax, Land Revenue,
Stamps and Registration Fees, Motor Vehicle Tax, Goods and
Passenger Tax, Duties on Electricity, Entertainment including Betting

Taxes and Purchase Tax. Thus, from the point of view of productivity,
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this latter group of taxes has clearly displayed a dismal performance
during the period of our study.

A closer scrutiny of the ratio of indirect taxes to net state
domestic product reveals that the overall incidence of indirect taxes has
increased more than ten times during the period of our study. It is to be
noted that the relative importance of different taxes, however, has not
varied much, when they are related to net state domestic product.

Therefore, in the absence of additional means to mop up adequate
revenue, the State of Meghalaya is far from the goal of financial self-
reliance, whose dependence on federal transfers constitute more than
seventy six per cent of the total fiscal resources of the State. As a
consequence of the devolution of increasing developmental
responsibilities to the State on the one hand and at the same time the
allocation of relatively inelastic sources of revenue on the other, there
has been a growing and widening gap between the State’s own
financial resources and its expenditure requirements. This has
augmented the need for increasing transfers of funds from the Centre to
the State.

The total Central resources transferred to the State in absolute
terms were Rs. 20.71 crores in 1972-73 which increased to Rs. 1136.21

crores in 2001-02. The ratio of Union resources transferred to
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aggregate State’s expenditure was 62.29 per cent in 1972-73 which
increased to 63.65 per cent in 2001-02. From the information that we
have for the thirty years of our study, we can hypothesise that the State
will continue to depend heavily on the Central transfers, in the years to
come.

The significance of the statutory grants which fall under the
purview of the Finance Commission has been declining. The important
factor could be found in the nature of central planning process that the
economy has adopted. On the other hand, the increasing dependence of
the State government on the non-statutory grants (although this
percentage shows a declining trend, in comparison to the statutory
grants) cannot remain the trend in order to maintain the financial
autonomy of the State. This clearly shows that the over dependence of
the State government on Central grants and aids may not be conducive
to the financial health of the State economy.

The State’s share of divisible taxes and duties has increased both
in absolute and in relative terms. This trend without any doubt has
brought about a plausible deleterious effects on the growth and
sustenance of the taxation efforts of the State in recent times.

Further, if the pattern of the composition of federal transfers is to

be taken as the yardstick to measure the relative degree of self-reliance
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of the State, then the findings corroborate the inference drawn earlier
that the degree of self-reliance in Meghalaya is exceptionally low. This
is further supported by Meghalaya’s remarkably high dependence on
grants, the high and increasing share of tax devolution, and the
relatively small share of Meghalaya’s own taxes and non-tax revenue

in the overall resource mobilisation effort of the State.

5.6 Concluding Remarks

It is evident from the above discussions that the State has failed
miserably on the front of internal resource mobilisation thereby giving
rise to a situation of explosive cycle of expenditure growth. It is a well-
known fact that the capacity of the Government to execute
development programmes in the State depends upon its willingness and
capacity to generate the necessary resources. After using the familiar
growth rate formula, it is found that State’s total public expenditure
(both revenue and capital accounts) recorded a growth rate of 14.68 per
cent per annum during the three decades of our study as seen in the last
chapter, while State’s own tax revenue has registered a growth rate of
16.71 per cent per annum during the period of our study and State’s
total tax revenue registered a growth rate of 18.59 per cent per annum

during the period of our study. From the above observations, it is very



306

difficult to accept the hypothesis that the level of public expenditure
depends much more heavily on the tax system prevailing in the State
so as to place the required revenues at the disposal of the government.
This could be explained by the fact that in a backward State like
Meghalaya, not only are the monetary and capital markets
underdeveloped, but the level of taxation is very low due to the very
structure of the State economy which is extremely backward in many
respects.

The financial dependence of the State on the Union government
has been on the increase in recent years. It is felt that to a large extent,
the financial problems of the State arise owing to lack of effort on its
own part to raise additional resources.

Since the economy of Meghalaya is so poor and backward it is
imperative that a higher proportion of whatever economic resources so
generated be diverted into productive investment. The option for direct
tax is very limited, so the State needs to generate higher revenues from
indirect tax and non-tax sources. According to a panel of economists
“the way to solvency is no more through spending cuts, it’s through
higher income generation.””

As we have seen above, a modern state is a welfare state.

Meghalaya is no exception to this. As a result, public expenditure is



307

bound to rise with the progress of the society, and the ways and means
to finance these expenditures would have to be found out.

Keeping in mind the constraints of the growth of State’s tax
revenues over the years which we believe has given rise to an
explosive cycle of public expenditure growth, an appraisal of the
constituent expenditure instruments in terms of determinant study
assumes much current significance. Such a study, we believe, would
help in identifying the factors responsible for the observed anomaly.
An attempt therefore is made to look into this intrinsic issue in terms of
determinant analysis, in the next chapter.
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Table 5.5 Composition of the Total Tax Revenue of Meghalaya

(Rupees in Crores)

Year Total Taxes | Direct Indirect State Taxes | Direct Indirect Shared Direct Indirect
Taxes Taxes Taxes Taxes Taxes Taxes Taxes
1 2 3 4 5 6 7 8 9 10
1972-73 3.33 0.89 2.44 1.21 0.01 1.20 2.12 0.88 1.24
(100.00) (26.73) (73.27) (100.00) (0.83) (99.17) (100.00) (41.51) (58.49)
1973-74 3.86 1.01 2.85 1.55 0.08 1.47 2.31 0.93 1.38
(100.00) (26.17) (78.83) (100.00) (5.16) (94.84) (100.00) (40.26) (59.74)
1974-75 4.18 1.05 3.13 1.95 0.13 1.82 2.23 0.92 1.31
(100.00) (25.12) (74.88) (100.00) (6.67) (93.33) (100.00) (41.26) (58.74)
1975-76 5.10 1.41 3.69 2.18 0.09 2.09 2.92 1.32 1.60
(100.00) (27.65) (72.35) (100.00) (4.13) (95.87) (100.00) 45.21) (54.79)
1976-77 5.57 1.28 4.29 2.48 0.11 2.37 3.09 1.17 1.92
(100.00) (22.98) (77.02) (100.00) (4.44) (95.56) (100.00) (37.86) (62.14)
1977-78 5.82 1.32 4.50 2.58 0.10 2.48 3.24 1.22 2.02
(100.00) (22.68) (77.32) (100.00) (3.88) (96.12) (100.00) (37.65) (62.35)
1978-79 6.98 1.36 5.62 3.39 0.09 3.30 3.59 1.27 2.32
(100.00) (19.48) (80.52) (100.00) (2.65) (97.35) (100.00) (35.38) (64.62)
1979-80 10.56 1.36 8.83 4.04 0.19 3.85 6.52 1.54 4.98
(100.00) (19.48) (83.62) (100.00) (4.70) (95.30) (100.00) (23.62) (76.38)
1980-81 12.07 2.04 10.03 4.88 0.26 4.62 7.19 1.78 5.41
(100.00) (16.90) (83.10) (100.00) (5.33) (94.67) (100.00) (24.76) (75.24)




1981-82 14.23 2.03 12.20 6.20 0.22 5.98 8.03 1.81 6.22
(100.00) (14.27) (85.73) (100.00) (3.55) (96.45) (100.00) (22.54) (77.46)
1982-83 16.10 2.26 13.84 7.37 0.24 7.13 8.73 2.02 6.71
(100.00) (14.04) (85.96) (100.00) (3.26) (96.74) (100.00) (23.14) (76.86)
1983-84 19.36 2.35 17.01 9.50 0.26 9.24 9.86 2.09 7.77
(100.00) (12.14) (87.86) (100.00) (2.74) (97.26) (100.00) (21.20) (78.80)
1984-85 2291 2.40 20.51 12.24 0.21 12.03 10.67 2.19 8.48
(100.00) (10.48) (89.52) (100.00) (1.72) (98.28) (100.00) (20.52) (79.48)
1985-86 60.45 3.73 56.72 14.93 0.33 14.60 45.52 3.40 42.12
(100.00) 6.17) (93.83) (100.00) 2.21) (97.79) (100.00) (7.47) (92.53)
1986-87 73.01 4.48 68.53 17.74 0.51 17.23 55.27 3.97 51.30
(100.00) (6.14) (93.86) (100.00) 2.87) (97.13) (100.00) (7.18) (92.82)
1987-88 84.91 5.19 79.72 19.62 0.45 19.16 65.29 4.74 60.56
(100.00) 6.11) (93.89) (100.00) (2.29) (97.71) (100.00) (7.26) (92.74)
1988-89 110.19 5.53 104.66 27.72 0.50 27.22 82.47 5.03 77.44
(100.00) (5.02) (94.98) (100.00) (1.80) (98.20) (100.00) (6.09) (93.91)
1989-90 96.37 7.87 88.50 31.20 0.70 30.50 65.17 7.17 58.00
(100.00) (8.17) (91.83) (100.00) (2.24) (97.76) (100.00) (11.00) (89.00)
1990-91 116.37 6.23 110.14 36.01 0.39 35.62 80.36 5.84 74.52
(100.00) (5.35) (94.65) (100.00) (1.08) (98.92) (100.00) (7.27) (92.73)
1991-92 147.81 11.26 136.55 42.54 0.65 41.89 105.27 10.61 94.66
(100.00) (7.62) (92.38) (100.00) (1.53) (98.47) (100.00) (10.08) (89.92)
1992-93 169.82 13.16 156.66 44.18 0.52 43.66 125.64 12.64 113.00
(100.00) (7.75) (92.25) (100.00) (1.18) (98.82) (100.00) (10.06) (89.94)
1993-94 175.75 17.04 158.71 47.93 1.04 46.89 127.82 16.00 111.82
(100.00) (9.70) (90.30) (100.00) 2.17) (97.83) (100.00) (12.52) (87.48)




1994-95 200.90 18.85 182.05 56.27 1.05 55.22 144.63 17.80 126.83
(100.00) (9.38) (90.62) (100.00) (1.87) (98.13) (100.00) (12.31) (87.69)
1995-96 225.97 32.20 193.77 66.26 0.61 65.65 159.71 31.60 128.11
(100.00) (14.25) (85.75) (100.00) 0.92) (99.08) (100.00) (19.79) (80.21)
1996-97 294.94 39.60 255.34 77.37 1.28 76.09 217.57 38.32 179.25
(100.00) (13.43) (86.57) (100.00) (1.65) (98.35) (100.00) (17.61) (82.39)
1997-98 360.32 60.43 299.89 73.55 0.69 72.86 286.77 59.74 227.03
(100.00) (16.77) (83.23) (100.00) (0.94) (99.06) (100.00) (20.83) (79.14)
1998-99 388.91 42.08 346.83 88.36 1.05 87.31 300.55 41.03 259.52
(100.00) (10.82) (89.18) (100.00) (1.19) (98.81) (100.00) (13.65) (86.35)
1999-00 444,74 47.40 397.34 102.98 0.57 102.41 341.76 46.84 294.92
(100.00) (10.66) (89.34) (100.00) (0.55) (99.45) (100.00) (13.71) (86.29)
2000-01 296.73 24.05 272.68 132.48 3.49 128.99 164.25 20.56 143.69
RE. (100.00) 8.11) (91.89) (100.00) (2.63) (97.37) (100.00) (12.52) (87.48)
2001-02 323.61 21.27 302.34 140.45 0.67 139.78 183.16 20.60 162.56
B.E. (100.00) 6.57) (93.43) (100.00) (0.48) (99.52) (100.00) (11.25) (88.75)

Source: (1) Budget at a Glance, Government of Meghalaya:: 1984-85 to 2001-2002
Government of Meghalaya, 1974-75; 1977-78; 1978-79 (Figures in parentheses indicate the proportion to the total.)

Note: Rate of Growth:

(1
(i)
(iii)
(iv)
)
(vi)

Total Direct Taxes = 0.5671 4™ s R? = 0.9333
Total Indirect Taxes = 2.0305 e%!*** s R? = 0.9585

State’s Own Direct Taxes = 0.0572 >3 R? = 0.7822
State’s Own Indirect Taxes = 1.1332 ¢*'%% R% = (.9878

Shared Direct Taxes = 0.5108 e*'** R? = 0.9265
Shared Indirect Taxes = 0.9091 e**'% R? = 0.9308

(2) Statistical Hand Book, Meghalaya, 1976

(3) Budget in Brief,







Table 5.6 Relative Contributions of State’s Own Tax and Shared Taxes in Total Tax Revenue

(Rupees in Crores)

Taxes on | Taxes on Taxes on Commodities and Services Share in Central Taxes
Income Property &
& Capital
Expen- Transaction
diture
Year Profes- Land Stamps | State Sales Motor Goods Duties Enter- Pur- State Taxes Other Share Addi- Taxes Total Total
sional Rev- & Excise Tax Vehicle | And On tain- chase Own On Taxes Of tional On Share Tax
Tax enue Regis- Tax Pass- Elec- ment Tax Tax Income | On Union Duties Hotels | In Rev-
tration enger tricity inclu- Rev- Other Incom | Excise Of Central nue
Fees Tax ding Nue Than e Duties Excise Taxes,
Betting Cor- And Duties,
Taxes pora- Expen- Etc.
tion diture
Tax
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19
1972-73 0.01 0.09 0.17 0.55 0.20 0.04 0.02 0.13 1.21 0.87 0.02 1.23 2.12 333
(0.03) | (2.70) (5.11) (16.52) | (6.01) (1.20) (0.60) (3.90) (36.34)
*0.83 | *7.44 *14.05 *45.45 *16.53 *3.31 *1.65 *10.74 (100.00) | (26.13) | (0.60) (36.94) (63.66) (100.00)
1973-74 0.02 0.05 0.08 0.22 0.78 0.17 0.07 0.02 0.14 1.55 0.93 0.02 1.36 2.31 3.86
(0.52) (1.30) | (2.07) (5.70) (20.21) | (4.40) (1.81) (0.52) (3.63) (40.16)
*1.29 *3.23 | *5.16 *14.19 *50.32 *10.97 *4.52 *1.29 *9.03 (100.00) | (24.09) | (0.52) (35.23) (59.84) (100.00)
1974-75 0.03 0.10 0.09 0.28 1.03 0.18 0.08 0.02 0.14 1.95 0.92 0.02 1.29 223 4.18
(0.72) (2.39) | (2.15) (6.70) (24.64) | (4.31) (1.91) (0.48) (3.35) (46.65)
*1.54 *5.13 | *4.62 *14.36 *52.82 *9.23 *4.10 *1.03 *7.18 (100.00) | (22.01) | (0.48) (30.86) (53.35) (100.00)
1975-76 0.04 0.05 0.09 0.30 1.21 0.20 0.10 0.02 0.17 2.18 1.32 0.02 1.58 2.92 5.10
(0.78) (0.98) | (1.76) (5.88) (23.73) | (3.92) (1.96) (0.39) 333 | ... (42.75)
*1.83 *2.29 | *4.13 *13.76 *55.50 *9.17 *4.59 *0.92 *7.80 (100.00) | (25.88) | (0.39) (30.98) (57.25) (100.00)
1976-77 0.06 0.05 0.10 0.38 1.30 0.23 0.15 0.03 0.18 2.48 1.17 0.02 1.90 3.09 5.57
(1.08) (0.90) | (1.80) (6.82) (23.34) | (4.13) (2.69) (0.54) (3.23) (44.52)
*2.42 *2.02 | *4.03 *15.32 *52.42 *9.27 *6.05 *1.21 *7.26 (100.00) | (21.01) | (0.36) (34.11) (55.48) (100.00)
1977-78 0.04 0.06 0.11 0.40 1.32 0.25 0.15 0.05 0.20 2.58 1.22 0.02 2.00 3.24 5.82
(0.69) (1.03) | (1.89) (6.87) (22.68) | (4.30) (2.58) (0.86) (3.44) (44.38)
*1.55 *2.33 | *4.26 *15.50 *51.16 *9.69 *5.82 *1.94 *7.75 (100.00) | (20.96) | (0.34) (34.36) (55.67) (100.00)




1978-79 | 0.07 002 ] 0.13 0.84 1.60 031 0.16 0.04 0.22 0.00 339 127 0.02 1.78 0.52 3.59 6.98

(1.00) 0.29) | (1.86) | (12.03) | (2292) | @44) | @29 | 057 | (3.15) (48.57)

#2.06 *0.59 | *3.83 | #2478 | #4721 | *9.14 *472 | *1.18 6.49 (100.00) | (18.19) | (0.29) | (25.50) | (7.45) (51.43) | (100.00)
197980 | 0.08 010 | 0.14 0.97 1.97 035 0.18 0.06 0.18 0.01 4.04 1.54 448 0.50 6.52 10.56

(0.76) 0.95) | (1.38) | (9.19) | (18.66) | 331 | (1.70) | (057) | (1.70) | (0.09) | (38.26)

#1.98 #2047 | %346 | *24.01 | *48.76 | *8.66 ¥446 | *1.49 *446 | *0.25 (100.00) | (14.58) 4242) | @473) (61.74) | (100.00)
198081 | 0.12 014 | 0.17 127 231 038 0.19 0.05 0.25 488 178 487 0.53 0.01 7.19 12.07

(0.99) (1.16) | (141) | (10.52) | (19.14) | 3.15) | (1.57) | (041) | 2.07) (40.43)

2 46 #0287 | %348 | *26.02 | *4734 | *7.79 #3.89 #1.03 512 (100.00) | (14.75) 4035) | 439) | (0.08) | (59.57) | (100.00)
198182 | 0.16 006 | 021 1.59 271 0.48 0.63 0.11 022 0.03 6.20 1.80 —0.02 | 558 0.66 0.01 3.03 14.23

(1.12) 042) | 148) | (11.17) | 1904) | 337 | @43) | ©77) | 155 | ©21) | @357

#2.58 *0.97 | *3.39 | *25.65 | #4371 | *7.74 ¥10.16 | *1.77 #3.55 #0.48 (100.00) | (12.65) | (—0.14) | (3921) | (4.64) | (0.07) | (56.43) | (100.00)
198283 | 0.17 007 | 022 1.90 352 0.56 0.25 0.02 032 0.34 737 2.02 0.01 6.03 0.67 873 16.10

(1.06) 043) | (137) | (11.80) | (21.86) | 3.48) | (1.55) | (0.12) | (1.99) | 2.11) | (45.78)

#2.31 #0.95 | *2.99 | #2578 | *41.76 | *7.60 #3.39 #0.27 #434 | *4.61 (100.00) | (12.55) | (0.06) | 37.45) | (4.16) (54.22) | (100.00)
198384 | 021 004 | 031 234 4.90 075 0.32 033 0.26 0.04 9.50 2.09 6.84 0.93 9.86 19.36

(1.08) ©21) | (1.60) | (1209 | 2531) | 3.87) | (1.65) | (1.70) | (134 | ©021) | (49.07)

¥.21 ¥0.42 | *3.26 | *24.63 | #51.58 | #7.90 *3.37 *3.47 .74 | 042 | (100.00) | (10.80) (3533) | 4.80) (50.93) | (100.00)
198485 | 0.12 008 | 032 3.14 6.87 075 035 0.11 038 0.12 1224 2.19 0.01 728 1.19 10.67 2291

(0.52) 0.35) | (1.40) | (13.71) | 2999) | 327y | (1.53) | 048) | (1.66) | (0.52) | (53.43)

*0.98 *0.65 | *2.62 | #2565 | *56.13 | %6.13 ¥.86 | 090 | *3.10 | *0.98 (100.00) | (9.56) | (0.04) | B31.78) | (5.19) (46.57) | (100.00)
198586 | 0.22 011 | 036 337 8.55 1.22 0.40 0.03 0.39 0.28 14.93 339 40.45 1.68 45.52 60.45

(0.36) 0.18) | (0.60) | (557 | (14.14) | 2.02) | (0.66) | (0.05) | (0.65) | (0.46) | (24.70)

*1.47 %074 | *241 | *2257 | #5727 | #8.17 2,68 ¥0.20 | *2.61 #1.88 (100.00) | (5.61) (6692) | (2.78) (7530) | (100.00)
198687 | 0.26 025 | 051 4.08 10.18 1.14 0.48 0.10 051 0.23 17.74 397 4934 1.96 55.27 73.01

(0.36) 0.34) | 070) | (559 | (13.94) | (1.56) | (0.66) | (0.14) | (0.70) | (0.32) | (24.30)

#1.47 *141 | *2.87 | *23.00 | *57.38 | *6.43 #2.71 ¥0.56 | *2.87 | *1.30 | (100.00) | (5.44) 6758) | (2.68) (75.70) | (100.00)
1987-88 | 0.42 003 | 050 4.69 10.85 124 0.53 0.19 .12 0.05 19.62 474 0.01 58.36 2.18 65.29 8491

(0.49) 0.04) | 059 | (552 | 1278) | 146) | 0.62) | (©22) | 132 | 006 | @23.11)

¥2.14 *0.15 | *2.55 | #2391 | #5530 | *6.32 ¥.70 | *0.97 *#5.71 #0.25 (100.00) | (5.58) | (0.01) | (68.73) | (2.57) (76.89) | (100.00)




1988-89 | 0.40 0.10 0.55 598 17.54 1.40 0.59 0.01 0.76 0.39 27.72 5.03 75.07 2.37 82.47 110.19

(0.36) (0.09) | (0.50) (5.43) (15.92) | (1.27) (0.54) (0.01) (0.69) (0.35) (25.16)

*1.44 *0.36 | *1.98 *21.57 *63.28 *5.05 *2.13 *0.04 *2.74 *1.41 (100.00) | (4.56) (68.13) (2.15) (74.84) (100.00)
1989-90 | 0.49 0.21 0.60 10.87 15.02 1.61 0.85 0.01 0.57 0.97 31.20 7.17 55.21 2.79 65.17 96.37

(0.51) (0.22) | (0.62) (11.28) | (15.59) | (1.67) (0.88) (0.01) (0.59) (1.01) (32.38)

*1.57 *0.68 | *1.92 *34.84 *48.14 *5.16 *¥2.72 *0.03 *1.83 *3.11 (100.00) | (7.44) (57.29) (2.90) (67.62) (100.00)
1990-91 0.34 0.04 0.70 12.57 17.46 2.11 0.81 0.04 0.69 1.25 36.01 5.84 72.27 2.25 80.36 116.37

0.29) (0.03) | (0.60) (10.80) | (15.00) | (1.81) (0.70) (0.03) 0.59) (1.07) (30.94)

*0.94 *0.11 | *1.94 *34.91 *48.49 *5.86 *2.25 *0.01 *1.92 *3.47 (100.00) | (5.02) (62.10) (1.93) (69.06) (100.00)
1991-92 | 0.53 0.12 0.72 17.62 18.24 2.40 1.03 0.01 0.60 1.27 42.54 10.60 91.02 3.65 105.27 147.81

(0.36) (0.08) | (0.49) (11.92) | (12.34) | (1.62) (0.70) 0.01) 0.41) (0.86) (28.78)

*1.25 *0.28 | *1.69 *41.42 *42.88 *5.64 *2.42 *0.02 *1.41 *2.99 (100.00) | (7.17) (61.58) (2.47) (71.22) (100.00)
1992-93 0.38 0.14 0.68 18.25 19.63 2.58 1.02 0.01 0.56 0.93 44.18 12.64 108.73 4.27 125.64 169.82

(0.22) (0.08) | (0.40) (10.75) | (11.56) | (1.52) (0.60) (0.01) (0.33) (0.55) (26.02)

*0.86 *0.32 | *1.54 *41.31 *44.43 *5.84 *2.31 *0.02 *1.27 *2.10 (100.00) | (7.44) (64.03) (2.51) (73.98) (100.00)
1993-94 | 0.83 0.21 0.94 20.74 19.71 252 1.19 0.01 0.60 1.18 47.93 16.00 107.47 4.35 127.82 175.75

0.47) (0.12) | (0.53) (11.80) | (11.21) | (1.43) (0.68) (0.01) (0.34) 0.67) (27.27)

*1.73 *0.44 | *1.96 *43.27 *41.12 *5.26 *2.49 *0.02 *1.25 *2.46 (100.00) | (9.10) (61.15) (2.48) (72.73) (100.00)
1994-95 0.99 0.06 0.97 20.58 27.18 245 1.35 0.01 1.51 1.17 56.27 17.80 121.88 4.95 144.63 200.90

(0.49) (0.03) | (0.48) (10.24) | (13.53) | (1.22) 0.67) 0.01) (0.75) (0.58) (28.01)

*1.76 *0.11 | *1.73 *36.57 *48.30 *4.35 *2.40 *0.02 *2.68 *2.08 (100.00) | (8.86) (60.67) (2.46) (71.99) (100.00)
1995-96 -0.09 0.70 1.39 26.15 29.44 3.14 1.46 0.06 2.67 1.34 66.26 31.60 123.27 4.84 159.71 22597

(-0.04) (0.31) | (0.62) (11.57) | (13.03) | (1.39) (0.65) 0.03) (1.18) (0.59) (29.32)

*-0.14 *1.06 | *2.10 *39.47 *44.43 *4.74 *2.20 *0.09 *4.03 *2.02 (100.00) | (13.98) (54.55) (2.14) (70.68) (100.00)
1996-97 1.13 0.15 1.16 31.28 31.40 295 5.71 0.01 0.56 3.02 71.37 38.32 173.62 5.63 217.57 294.94

(0.38) (0.05) | (0.39) (10.61) | (10.65) | (1.00) (1.94) (0.00) 0.19) (1.02) (26.23)

*1.46 *0.20 | *1.50 *40.43 *40.59 *3.81 *7.38 *0.01 *0.72 *3.90 (100.00) | (12.99) (58.87) (1.91) (73.77) (100.00)
1997-98 0.57 0.12 2.09 28.12 36.83 2.96 1.30 0.09 0.23 1.24 73.55 59.74 220.85 6.18 286.77 360.32

(0.16) (0.03) | (0.58) (7.80) (10.22) | (0.82) (0.36) (0.03) (0.06) (0.34) (20.41)

*0.78 *0.16 | *2.84 *38.23 *50.07 *4.02 *1.77 *0.12 *0.31 *1.69 (100.00) | (16.58) (61.29) (1.72) (79.59) (100.00)




1998-99 | 0.73 032 | 228 3260 | 4592 | 2.90 1.39 0.78 123 0.12 88.36 41.03 25336 | 6.16 30055 | 388.91

(0.19) 0.08) | 059 | @4 | (118D | 075 | 036) | ©200 | 032 | ©.03) | 2272

#0.83 *036 | *2.58 | *37.00 | *51.97 | *328 | *1.57 | *0.88 | *1.39 | *0.14 | (100.00) | (10.55) 65.15) | (1.58) (77.28) | (100.00)
1999-00 | 0.39 017 | 2.66 3951 | 5352 | 3.79 1.40 0.02 123 0.29 10298 | 46.84 294.92 34176 | 44471

(0.09) 0.04) | 0.60) | (8.8%) | (12.03) | (0.85) | (0.31) | (0.00) | (0.28) | 0.07) | (23.16)

#0.38 #0.17 | *2.58 | #3837 | *51.97 | *3.68 | *1.36 | *0.02 | *1.19 | *0.28 | (100.00) | (10.53) (66.31) (76.84) | (100.00)
200001 | 331 0.18 | 2.54 4800 | 6500 | 4.70 3.10 1.00 1.67 2.98 13248 | 20.56 143.69 16425 | 296.73
RE. (1.12) 0.06) | (0.86) | (16.18) | (21.91) | (1.58) | (1.04) | (0.34) | (0.56) | (1.00) | (44.65)

#2.50 #0014 | ¥1.92 | #3623 | #49.06 | *3.55 | *2.34 | *0.75 | *1.26 | *225 | (100.00) | (6.93) (48.42) (55.35) | (100.00)
200102 | 0.48 0.19 | 293 5380 | 72.80 | 4.70 332 0.25 134 0.64 14045 | 20.60 162.56 183.16 | 323.61
B.E (0.15) 0.06) | 091 | (16.62) | (2250) | (145 | (1.03) | 0.08) | (041) | (0.20) | (43.40)

%0.34 #0.14 | *2.09 | *3830 | *51.83 | *335 | *2.36 | *0.18 | *0.95 | *046 | (100.00) | (6.37) (50.23) (56.60) | (100.00)

Note : (i) Figures in Parenthesis indicate the proportion to total

(iii) N.A. = Not available (iv) Negl. = Negligible

Source : Meghalaya Budget in Brief, Government of Meghalaya, 1974-75; 1978-79; 1983-84; 1982-83
Budget at a Glance, Government of Meghalaya:: 1984-85 to 2001-02

Statistical Hand Book, Meghalaya,1976

Rate of Growth :

Column 13 = 0.5098 &*'***; R* = 0.9267
Column 14 = 1.0174 &-"%"; R? = 0.5842
Column 15 = 0.8391 ¢”*'""; R* = 0.9288
Column 16 = 0.7303 ¢”'*®; R* = 0.3752
Column 18 = 1.4510 ¢”"*"; R* = 0.9385
Column 19 = 2.6266 ¢”'**; R* = 0.9628

(ii) Figures with an asterisk indicate the proportion to State own tax




Table 5.5 Composition of the Total Tax Revenue of Meghalaya

(Rupees in Crores)

Year Total Taxes | Direct Indirect State Taxes | Direct Indirect Shared Direct Indirect
Taxes Taxes Taxes Taxes Taxes Taxes Taxes
1 2 3 4 5 6 7 8 9 10
1972-73 3.33 0.89 2.44 1.21 0.01 1.20 2.12 0.88 1.24
(100.00) (26.73) (73.27) (100.00) (0.83) (99.17) (100.00) (41.51) (58.49)
1973-74 3.86 1.01 2.85 1.55 0.08 1.47 2.31 0.93 1.38
(100.00) (26.17) (78.83) (100.00) (5.16) (94.84) (100.00) (40.26) (59.74)
1974-75 4.18 1.05 3.13 1.95 0.13 1.82 2.23 0.92 1.31
(100.00) (25.12) (74.88) (100.00) (6.67) (93.33) (100.00) (41.26) (58.74)
1975-76 5.10 1.41 3.69 2.18 0.09 2.09 2.92 1.32 1.60
(100.00) (27.65) (72.35) (100.00) (4.13) (95.87) (100.00) 45.21) (54.79)
1976-77 5.57 1.28 4.29 2.48 0.11 2.37 3.09 1.17 1.92
(100.00) (22.98) (77.02) (100.00) (4.44) (95.56) (100.00) (37.86) (62.14)
1977-78 5.82 1.32 4.50 2.58 0.10 2.48 3.24 1.22 2.02
(100.00) (22.68) (77.32) (100.00) (3.88) (96.12) (100.00) (37.65) (62.35)
1978-79 6.98 1.36 5.62 3.39 0.09 3.30 3.59 1.27 2.32
(100.00) (19.48) (80.52) (100.00) (2.65) (97.35) (100.00) (35.38) (64.62)
1979-80 10.56 1.36 8.83 4.04 0.19 3.85 6.52 1.54 4.98
(100.00) (19.48) (83.62) (100.00) (4.70) (95.30) (100.00) (23.62) (76.38)
1980-81 12.07 2.04 10.03 4.88 0.26 4.62 7.19 1.78 5.41
(100.00) (16.90) (83.10) (100.00) (5.33) (94.67) (100.00) (24.76) (75.24)
1981-82 14.23 2.03 12.20 6.20 0.22 5.98 8.03 1.81 6.22
(100.00) (14.27) (85.73) (100.00) (3.55) (96.45) (100.00) (22.54) (77.46)




1982-83 16.10 2.26 13.84 7.37 0.24 7.13 8.73 2.02 6.71
(100.00) (14.04) (85.96) (100.00) (3.26) (96.74) (100.00) (23.14) (76.86)
1983-84 19.36 2.35 17.01 9.50 0.26 9.24 9.86 2.09 7.77
(100.00) (12.14) (87.86) (100.00) (2.74) (97.26) (100.00) (21.20) (78.80)
1984-85 22.91 2.40 20.51 12.24 0.21 12.03 10.67 2.19 8.48
(100.00) (10.48) (89.52) (100.00) (1.72) (98.28) (100.00) (20.52) (79.48)
1985-86 60.45 3.73 56.72 14.93 0.33 14.60 45.52 3.40 42.12
(100.00) (6.17) (93.83) (100.00) 2.21) (97.79) (100.00) (7.47) (92.53)
1986-87 73.01 4.48 68.53 17.74 0.51 17.23 55.27 3.97 51.30
(100.00) (6.14) (93.86) (100.00) 2.87) (97.13) (100.00) (7.18) (92.82)
1987-88 84.91 5.19 79.72 19.62 0.45 19.16 65.29 4.74 60.56
(100.00) (6.11) (93.89) (100.00) (2.29) 97.71) (100.00) (7.26) (92.74)
1988-89 110.19 5.53 104.66 27.72 0.50 27.22 82.47 5.03 77.44
(100.00) (5.02) (94.98) (100.00) (1.80) (98.20) (100.00) (6.09) (93.91)
1989-90 96.37 7.87 88.50 31.20 0.70 30.50 65.17 7.17 58.00
(100.00) (8.17) (91.83) (100.00) (2.24) (97.76) (100.00) (11.00) (89.00)
1990-91 116.37 6.23 110.14 36.01 0.39 35.62 80.36 5.84 74.52
(100.00) (5.35) (94.65) (100.00) (1.08) (98.92) (100.00) (7.27) (92.73)
1991-92 147.81 11.26 136.55 42.54 0.65 41.89 105.27 10.61 94.66
(100.00) (7.62) (92.38) (100.00) (1.53) (98.47) (100.00) (10.08) (89.92)
1992-93 169.82 13.16 156.66 44.18 0.52 43.66 125.64 12.64 113.00
(100.00) (1.75) (92.25) (100.00) (1.18) (98.82) (100.00) (10.06) (89.94)
1993-94 175.75 17.04 158.71 47.93 1.04 46.89 127.82 16.00 111.82
(100.00) (9.70) (90.30) (100.00) .17) (97.83) (100.00) (12.52) (87.48)
1994-95 200.90 18.85 182.05 56.27 1.05 55.22 144.63 17.80 126.83
(100.00) (9.38) (90.62) (100.00) (1.87) (98.13) (100.00) (12.31) (87.69)
1995-96 225.97 32.20 193.77 66.26 0.61 65.65 159.71 31.60 128.11
(100.00) (14.25) (85.75) (100.00) (0.92) (99.08) (100.00) (19.79) (80.21)
1996-97 294.94 39.60 255.34 77.37 1.28 76.09 217.57 38.32 179.25
(100.00) (13.43) (86.57) (100.00) (1.65) (98.35) (100.00) (17.61) (82.39)




1997-98 360.32 60.43 299.89 73.55 0.69 72.86 286.77 59.74 227.03
(100.00) (16.77) (83.23) (100.00) (0.94) (99.06) (100.00) (20.83) (79.14)
1998-99 388.91 42.08 346.83 88.36 1.05 87.31 300.55 41.03 259.52
(100.00) (10.82) (89.18) (100.00) (1.19) (98.81) (100.00) (13.65) (86.35)
1999-00 44474 47.40 397.34 102.98 0.57 102.41 341.76 46.84 294.92
(100.00) (10.66) (89.34) (100.00) (0.55) (99.45) (100.00) (13.71) (86.29)
2000-01 296.73 24.05 272.68 132.48 3.49 128.99 164.25 20.56 143.69
RE. (100.00) 8.11) (91.89) (100.00) (2.63) (97.37) (100.00) (12.52) (87.48)
2001-02 323.61 21.27 302.34 140.45 0.67 139.78 183.16 20.60 162.56
B.E. (100.00) (6.57) (93.43) (100.00) (0.48) (99.52) (100.00) (11.25) (88.75)

Source : Budget at a Glance, Government of Meghalaya:: 1984-85; 1986-87; 1987-88; 1988-89; 1992-93; 1996-97; 2001-2002
Statistical Hand Book, Meghalaya, 1976
Budget in Brief, Government of Meghalaya, 1974-75; 1977-78; 1978-79

Figures in parentheses indicate the proportion to the total.

Note: Rate of Growth:

()
(i)
(iii)
(iv)
)
(vi)

Total Direct Taxes = 0.5671 ™" R? = 0.9333
Total Indirect Taxes = 2.0305 e***'  R? = 0.9585

State’s Own Direct Taxes = 0.0572 >3 R? = 0.7822
State’s Own Indirect Taxes = 1.1332 *!%8% RZ = (.9878

Shared Direct Taxes = 0.5108 *'*** R? = 0.9265
Shared Indirect Taxes = 0.9091 e**'% R? = 0.9308




CHAPTER VI

EMPIRICAL ANALYSIS OF THE DETERMINANTS
OF PUBLIC EXPENDITURE

6.1 Introduction

In the preceding chapter we have analyzed the compositional
pattern of tax revenues of Meghalaya. From the above analysis we
have found that the performance of Meghalya on the resource
mobilization front, particularly its own taxing power, has not been
satisfactory. This has culminated in the form of explosive cycle of
public expenditure growth in the State. Therefore, attainment of a
desirable level of financial self-reliance on the part of the State remains
a distant reality. As a result, the financial dependence of Meghalaya on
the Union Government has been on the increase in recent years.
Further, the analysis carried out so far proves that, Meghalaya has been
making half-hearted tax efforts during the entire period of our study to
tide over the phenomenal increase in public expenditure that has
occurred in the State during the said period. As public expenditure
keeps on mounting while the means to finance expenditure are lagging
behind, creates a situation of poverty of the State. This calls forth a
detailed analysis of the determinants of public expenditure to ascertain

the intricacies of its explosive growth. And, since we have already



310

argued in the previous chapter that both public expenditure and
taxation are two sides of the same coin, an analysis of the determinants
of public expenditure in isolation from the determinants of taxation
may give a partial picture of the wider problem of explosive cycle of
expenditure growth. So, an attempt is made in this chapter to analyze
the determinants of both public expenditure and taxation by giving
more weight-age to expenditure side of the problem as the main
objective of our study is to focus on the determinants of public

expenditure.

6.1 Core of the Problem

From the trends of public expenditure and taxation that have
emerged from our analyses that we have carried out in the previous
chapters, it has become necessary to find out the important variables
that determine public expenditure and revenue in Meghalaya. The
determinants’ study would enable us to have a better understanding of
the mechanism of changes that take place in public expenditure and
taxation of the State. Changes over time in expenditures can result
from the changes in the quantity (including quality) and the cost of
public services provided and the capacity of the Government to

mobilize adequate resources from its various taxes and other sources.
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Changes in per capita tax revenues over time, on the other hand, may
result from changes either in taxable capacity or in tax effort on the
part of the State." The variables which are presumed to explain the
changes in expenditures may also be held to influence the changes in
revenue. What is more important is that, in a time-series determinants’
study, one faces the problem of restricted choice of the variables
because, either comparable data for a reasonable time period are not
available or inclusion of certain variables gives rise to the problem of
multi-collinearity.”> A very recent study tested, with the help of the
latest available data of some selected developing countries, and proved
the hypothesis of Peacock and Wiseman according to which
expenditure relates to revenue.” But, what has been the consequences
of their inter-relationship in the context of Meghalaya remains to be
examined by the empirical equations that we have developed in

Chapter III of our study.

6.2 Empirical interpretation of the Determinants of Public
Expenditure in Meghalaya

The empirical equations of the model that we have cited in

Chapter III are being tested below. First of all, we shall examine the



312

following equation which we may call it a global empirical equation
for estimating the public expenditure of Meghalaya.

E=ay+ a;NSDP + a,Yc+ a3 CPI + a,CrA + as Pveh + as Gveh
+ a;RL+ agEmp + agHB + a;9oDoct + a;; SP + a;; SPS ........ (6.1)

In the above estimating equation, we have taken public
expenditure as a function of twelve variables viz., net state domestic
product (NSDP), per capita income (Y¢), consumer price index (CPI),
area under crop (CrA), number of passenger vehicles per 1000
population (PVeh), number of goods vehicles per 1000 population
(GVeh), road length per 100 KM? (RL), employment (Emp), hospital
beds per 1000 population (HB), doctors per 1000 population (Doct),
enrolment at school level (SP) and enrolment at post-school level
(SPS). We would like to see whether the above variables have any

influence upon public expenditure.

A
E =108.3438 + 0.4531 NSDP + 0.0113 Y-+ 0.1004 CPI
(0.5808)  (4.8305) (0.5277) (0.5251)
+ 0.0828 CrA —37.8222 PVeh + 27.8828 GVeh + 2.0572 RL
(0.0838) (=2.1424) (2.0850) (0.3618)
—2.6278 Emp —35.0430 HB + 223.3164 Doct
(~0.9294) (~0.5695) (0.3976)
—0.1094 SP — 0.8613 SPS
(-0.3612)  (-0.1333)

R = 0.9960 D-W Statistic = 2.2754
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In this particular equation (6.1) the estimates of the parameter
viz., NSDP, PVeh and GVeh are significant, which means that these
estimates are reliable for prognosis purposes. Whereas NSDP and Y as
well as CPI which are considered to be pure economic variables, reveal
that the estimates of the parameters of Yc and CPI are not significant
although we have desired the t-estimates should have been more
meaningful had these been reliable for the purpose of estimating the
expenditure. This equation would probably reveal some important
information if we examine together with the revenue empirical
equation given in equation (6.22). R’ does not yield so relevant
statistical information in this regression analysis when the number of
variables is very large because each individual variable contributes
something to the total variance as a result of which R* becomes very
large. There is no auto-correlation present. Of course we can adopt a
generalized linear regression model to remove the effect of auto-

correlation in the following way:

We define p (auto-correlation coefficient)
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Now we write

Et =ay + a; lOg YNSDPt + ar lOg YC[ + a; lOg YCPIt + ay lOg YCrAt
+ as log Ypvew + a l0g Yoven + a7 l0g Yru
+ ag log Yy + aglog Yup: + ajo log Ypocu

+a;; log Ysp, + app log Ysps, + Uy Ll (6.3a)

and pE, ;= p (ap.; + a; log Yysppi-1 + az log Yo + az log Yepy +
aglog Yearr + aslog Ypven: + as log Yeven:1 +
ay log Yrpe.1 + as log Ygmpr.1 + ao log Yyp.; +

aolog Ypoerr1 + ajplog Yspry + ajlog Yspses + Uy p)

Then by subtracting (6.3.b) from (6.3.a) we derive

( Et— pEt-1) = (ao, — Paor1) + an™(Ynsppi— PYsppr1) +
azx*(Yo— PYcr1) + as™(Yepn— PYcrr) +
ay*(Yerar— P Yerars) + as?™(Ypvew— PYpven1) +
as*(Yoven— PY6ven-1) + an™(Yre— PYrrr1) +
ass™ (Y empi— PYEmpr-1) + Ao (Yupi— PYupr1) +
a100*(Ypocri— P Ypoerr-1) + a11:*(Ysp— PYsprr) +

ap(Yspsi— PYsps) + (U= pUy) (6.4)

We can simply write (6.4) as
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E* = ap™* + a;* Yyspp™ + a2 Yo + as*Yepr™ + agy™ You™ +
s Ypyew™ + A6 Y Gven™ + a7 Yri ™ + as*Yepp™ + a0 Ypp™ +

a0 Ypoer:™ + ap.*Ysp* + app*Ysps™ + U* L (6.5)
where E* = E — pE
a;* = (a;— pa)
Yspp:® = (Ynsppi— PYnsppr1)
Yo = (Yor— PYer1)
Yeru™ = (Yeru—pPYcrri)
Yeur* = (Yom— PYcrar1)
Yoven™ = (Yevew— PYpven1)
Yoven™ = (Yoven— PYGvenr-1)
Yru* = (Yr— PYrir1)
Yempe™ = (Yempr— PY Empr-1)
Yup* = (Yup— PYupi1)
Ypoer™ = (Ypocri— PYpoctr-1)
Ysp™ = (Yspi— PYspr1)

Yspsi™ = (Yspsi— PYspsi-1)

If we now test this model (6.5) empirically, surely we shall have

either no auto-correlation or less magnitude of auto-correlation than at
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present. But at this stage we try to analyze all these models as if there
1S no auto-correlation.

The above empirical equation (6.1) exhibits that the model is the
best fit as indicated by R’. Also we are satisfied with the empirical
evidence that there is no correlation in the disturbance term yet we
have some serious doubts regarding the adequacy of this model. Thus
the equation poses a number of questions: (1) with regard to the
estimates of the parameter having the minimum variance property; (2)
whether there are possible relationships among the independent
variables which might give rise to the problem of multi-collinearity;
(3) there is the problem of denomination (e.g. NSDP is in terms of
money, CPI is an index number and vehicles, are numbers, etc.) which
poses a serious threat to the estimate of the parameters concerned.

Now the first question is answered by the t-values themselves

since t is defined by

We can always adopt a rule of thumb to test the significance of

the parameters of independent variables at 5 per cent reliability should
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have been exactly 1.96 which we might take as 2. In which case the
second moment of the variance of the estimate of the parameter should
be either half or nearly half the estimate of the parameter itself which
will only then give t value > 1.96. So far in this model given in the
empirical equation (6.1) out of 12 independent variables, 9 variables do
not possess estimates which have a minimum variance property or
acceptable. As a result of which we did not have significant t values for
the estimates of the parameters. The effect of this is rather serious. We
can see that this empirical equation (6.1) is a best fit indicated by R’.
Also we do not have the problem of auto-correlation of high order. Yet
it will not be justified to use this empirical equation for prognosis.
Coming to the second question whether there is multi-
collinearity problem that exists. We know that a complete multi-
collinearity gives rise to indeterminancy of the estimates of the
parameter. We intend to estimate this model to examine whether the
above named variables have the minimum variance property or not. If
we found that the equation containing insignificant t associated with an
estimate of the parameter, then we might re-compute another model to
find the exact viable relationship between public expenditure (E) and
the independent variables having the character of BLUE. We can call

this process as reduction analysis.



318

We may also adopt another transformation by using a model for

public expenditure such as

E* =

Et:a0+a]E[_]+ U[

A A A
E =ay+aE,,

We shall have,

Then we can try the above model

ap+ a; NSDP + a, Y-+ a; CPI + a,CrA + as PVeh +
as GVeh + a; RL + ag Emp + ag HB + a;pDoct +
a;; SP+ ap ses (6.10)

Now we shall have the log linear version of the same model. The result

of the empirical equation is

AN

logE = —55 + 0.6934log NSDP + 0.0933 log Yo +

(—0.7028) (1.3760) (0.1449)

0.6875 log CPI + 0.3281 log CrA — 0.9285 log P Veh +
(0.8412) (0.2178) (—-1.7730)
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0.4257 log G Veh + 0.1251 log RL — 0.3291 log Emp —

(1.0355) (0.1742) (-0.3614)

0.2754 log HB + 0.6152 log Doct + 0.3477 log SP +
(-0.6192) (1.0287) (0.4614)

0.1602 log SPS

(0.2117)

R’ = 0.9935 D.W. Statistic = 0.6551 ... (6.11)

This particular empirical equation has twelve independent
variables. Of these only the Passenger Vehicles (PVeh) with parameter
estimate which happens to be significant or should we say reliable,
whereas all the other eleven independent variables did not give us
reliable estimates of their parameters. Therefore, we cannot reject the
equation but certainly we shall be careful to use this equation as an
indicator for future demand for public expenditure. Also we could see
D-W Statistic gives the impression that it carries serious type of auto-
correlation present, although in the long time series analysis,

experience has led us to believe the presence of auto-correlation.

We may also adopt another expenditure function (6.12) such as

E =f(Yc, CPI, PVeh, GVeh, Doct)

This empirical equation gives the result as
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E= —1282588 —0.0385 Yc + 0.6281 CPI + 18.1914 P Veh —
(- 1.9456) (- 0.9237) (4.1616) (0.6265)

28.672 G Veh + 116.0391 Doct
(—1.6769) (0.2299)

R = 0.9744 D-W Statistic = 1.3085 ... (6.12)
This empirical equation using two prominent economic variables

such as Yc and CPI and others which are socio-demographic variables
gives us a rather one singular information for the first time that
consumer price index (CPI) is a reliable variable that influences the
expenditure although we expected Yc should have been having positive
influence upon expenditure, but it is not. Out of the entire variables, the
estimate of the parameter of goods vehicles (GVeh) is statistically
significant. Therefore here again we cannot use this equation as an

empirical basis for prediction purposes.

Coming to equation (6.13) where E = f (Yc) which is the most

quoted variable in almost every piece of literature, we have

A
E=-66.2423 + 0.0913 Yc
(- 3.5559)  (22.8330)

R? = 0.9525 D-W Statistic = 0.7835 ... (6.13)



321

The above equation shows that the estimate of parameter of per
capita income (Yc¢) is very highly significant. D-W Statistic shows the

presence of auto-correlation.

Now let us take another equation E = f (NSDP). The empirical

equation yields the following

AN
E = 6.0718 + 0.5439 NSDP
(2.5740) (62.7014)

R* = 09771  D-W Statistic = 1.9653 ... (6.14)

The equation (6.14) has been used to determine the public
expenditure only with one independent variable viz., net state domestic
product (NSDP) which could be considered as the sum total effect of
all sectors of the economy. The t-statistic for estimate of the parameter
viz., t-value is so high that we can say this is significant at the level of
probability as high as 100 per cent. R* shows that nearly 98 per cent of
the variations in public expenditure are explained by NSDP. Also we
can say definitely that there is no auto-correlation whatsoever.

However, we would like to use the following model used by the
earlier studies® which takes into consideration the primary sector

income (Yp), the per capita income (Y,) and the consumer price index

(CPI).
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AN
E = —753320 + 0.4644Yp + 0.1494Yc + 0.1768 CPI
(1.2101) (3.0184) (0.1012) (2.3604)

R® = 0.9902 D.W. Statistic = 1.6855 ... (6.15)
Now let us examine equation (6.15) if it could give us any clue
regarding the sign of the estimate of the parameter of per capita income
(Y¢). This empirical equation bears positive sign for all the estimated
parameters of the independent variables. Except that of the estimate of
parameter of Y, all other estimates are significant, as R® gives us 99
per cent of the total variation contributed by the variables. We found
also that there is also almost no auto-correlation evidenced by the D-W
Statistic.
Let us examine equation (6.16) which is a log linear empirical
relationship of expenditure as a function of per cent of primary sector

income (Yp), per capita income (Y¢) and consumer price index (CPI).

A
log E = —5.0664 + 0.1638 log Yp —
(—4.8203) (0.6389)

0.1193 log Yc + 1.4042 log CPI
(-0.5319) (4.9075)

R’ = 0.9935 D.W. Statistic = 1.0594 ... (6.16)
Here its signs are positive for Yp, and CPI whereas the Ychas a

negative sign which we think may not be acceptable. We can offer
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some kind of interpretation for this. We can see that though Y is
increasing, it is not increasing in the same rate or proportionately with
respect to expenditure. Thus there is a comparatively sluggish growth
rate of Y¢ than that of public expenditure. Also we have noticed that
the t value for CPI is highly significant whereas the other estimates of
the parameter are of statistically significance at 5 per cent level. Going
by the coefficient of determination R* which is equal to 0.99 there is
no least doubt about the adequacy of the model though the D-W
Statistic shows the presence of auto-correlation in the data.

Let us consider the following model:

AN
E = —121.7578 + 0.6832Yc + 0.4001 CPI
(—1.7449) (0.4032) (29.3062)

R® = 0.9863 D.W. Statistic = 1.3825 ... (6.17)

If we examine equation (6.17), which is an expenditure function

of the same variables viz., per capita income (Y¢) and consumer price
index (CPI), like in the previous cases, in the expenditure empirical
function, Y function bears a positive sign. This, again, confirms our
view, though most of the economists treat revenue and expenditure as
almost having the same explanatory variables; but it is not so, because
we found here in all our empirical equations, the negative sign of Y.

estimate of revenue function, whereas, in the expenditure function, it is
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a positive sign. There must be some plausible cause for this variation
of signs in case of revenue and expenditure. D-W Statistic shows that
there i1s some minor auto-correlation.

Now we shall have the log linear version of the same model. The

empirical equation is:

N
logE = —4.7812 — 0.1655 log Yc + 1.5833 log CPI
(=5.0937) (-0.7891) (41.9382)
R> = 0.9933 D.W. Statistic = 1.2806  ......(6.18)

Coming to the empirical equation (6.18), here, expenditure is a
function of per capita income (Yc) and consumer price index (CPI).
Again if we simply look at the negative sign of the parameter estimate
of Yc which is also shown by equation (6.16); but Y, which was
included as the independent variable in equation (6.16) is dropped in
equation (6.18) so the negative sign of the estimate of parameter Y.
may be interpreted in the same way as for the other equations. Whereas
the CPI happens to be a prominent contributor to public expenditure.
And the coefficient of determination R’ explains 99 per cent of the total
variation. D-W Statistic shows that there is only a little bit of presence
of auto-correlation in the disturbance term. This empirical equation is

therefore acceptable statistically.
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We shall consider the following model:

A
E = -21.7695 + 0.8231 Yp — 0.6538Yc
(~0.3441)  (31.1170) (~0.4173)

R’ = 09878  D.W.Statistic = 1.6366 ... (6.19)
The above empirical equation (6.19) is a linear version of public
expenditure as a function of per cent of primary sector income (Y») and
per capita income (Y¢). Here Y 1s having the negative sign whereas Yp
not only bears a positive but it is also an estimate of a parameter which
is highly significant and R’ is equal to .99. D-W Statistic shows that
there is almost no auto-correlation.
Now we shall have the log linear version of the same model. The

empirical equation is:

A
log E = —6.7490 + 1.4266 log Yp + 0.1369 log Yc
(—4.8110)  (29.1694) (0.4447)
R’ = 0.9865 D.W. Statistic = 0.4997 ... (6.20)

Now coming to equation (6.20), we are estimating the
expenditure as a function of per cent of primary sector income (Yp) and
per capita income (Y¢). Here, again, the estimate of Yp is positive as
well as that of Y. Also the parameter estimate of Yp alone is highly
significant while that of Y is insignificant. D-W Statistic leads us to

believe that there 1s auto-correlation.
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Finally, we shall use the three sectors of the economy as
explanatory variables. That is,
E = f(Yp, Y5, Yr). This empirical equation gives the following

result:

AN
E = —2345.813 + 11.4492Yp — 14.1968 Y5 + 50.4898 Yr
(—1.7313) (0.8565) (—0.6945) (3.5160)

R*=0.8031 D-W Statistic = 0.7160  ............. 6.21)

In the equation (6.21) we determine public expenditure using the
variables primary sector (Yp), secondary sector (¥s) and the tertiary
sector (Yy). First R is quite large and explains 80 per cent of the total
variance of the regression equation. However the D-W Statistic
indicated the existence of auto-correlation. Coming to the most
important part of the empirical analysis, viz., significance of the
estimates of the parameter we could see that only the tertiary sector
which is highly significant at least at 99 per cent probability, whereas
in the case of the other two variables, their estimates of parameter are
not significant even at 95 per cent level of probability, although the
constant term gives an estimate of parameter which is significant at 95
per cent level of probability. But statisticians usually ignore the

significance of the estimate of the parameter of the constant term since
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it is only the variables which are of importance in order to estimate the

demand for public expenditure.

6.3 Empirical interpretation of the determinants of revenue in
Meghalaya
The determinants of revenue in the State of Meghalaya can be
tested with the help of the following empirical equations. We shall first
of all examine the global empirical equation for estimating the public

revenue of Meghalaya.

R=ay+a; NSDP + a, Yo + a; CPI + a;, CrA + as PVeh +

as GVeh + a; RL + ag Emp + agsHB + a;9 Doct +

apg SP + 5%) ses . (6.22)
A
R =237.5625 - 0.5363 NSDP + 0.0730 Y. + 0.6491 CPI —
(0.8126) (—1.0967) (2.2598) (5.1647) (-0.5191)

0.7317 CrA — 84.4928 PVeh + 52.4128 GVeh — 11.3437 RL
(-0.5191) (-2.8861) (2.5706) (—-1.3042)

-3.5061 Emp —43.40235 HB + 1653.063 Doct —0.756 SP
(~0.7646) (~0.4808) (1.9505) (-0.0156)

+ 4.2634 SPS
(0.4079)

R’ =0.9921 D-W=1.8618
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We have taken revenue as a function of variables other than Y,
Yp and CPI which are given more importance by the earlier studies. We
would like to find out whether the variables have any influence upon
the revenue.

Straightaway, we know that from the schools (SP) hardly do we
have any chance of earning revenue. In fact, it is the grant that is given
to them which constitutes the government expenditure. In the case of
school education, it is a free education up to matriculation level.
Therefore, most of the students do not pay or pay only nominal school
fees. Salaries of teachers are being borne by the government. Again it
has negative influence upon the source of revenue. This also applies in
the case of enrolment at the post-school level (SPS). So in our opinion,
there is a negative sign for the estimates of the parameter and we have
rightly observed that this variable with negative sign for the school
enrolment, whereas positive sign for post-school enrolment. Similarly,
road length (RL) is also taking a big chunk of public expenditure. It is
not so much a source of revenue. Anything that the government does in
the name of road tax is negligible compared to the cost of construction
and as such it should bear a negative sign.

Now coming to another variable hospital beds per 1000

population (HB), here again in the government run hospitals and public
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health centres, the patients pay a minimal fee or no fee at all compared
to the expenditure incurred in running and maintaining these hospitals.
Here again, this variable is an expenditure-oriented variable rather than
revenue-oriented variable. Therefore, we should have a negative sign
for the estimate of the parameter of this variable. And this is so,
because it has a high magnitude of regression coefficient which is —
43.40235.

The variable area under crop (CrA) is a revenue-oriented
variable. Therefore, we believe that if it is not a significant contributor
to revenue, at least a positive contribution from this variable is
expected. Also we have to note that in Meghalaya, although a variety
of crops are grown, yet Meghalaya is not self-sufficient in food
production. So far, there is no imposition of agricultural income tax on
the farmers except land revenue. Nevertheless, some positive
contribution to revenue is expected. But it has come out to be negative
which is against our expectation.

Regarding the number of passenger vehicles (PVeh) as an
explanatory variable for estimating the revenue function it should have
a positive sign for the estimate of the parameter but it was not so. It has
a negative sign. Also the magnitude of the coefficient is very high. In

this particular case the government pays huge subsidy to the State
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Transport Corporation which could not meet its expenditure from the
revenue earned from the passengers. Every year the Corporation has to
depend on government for subsidy. Therefore, probably it contributes
negatively as a source of revenue-earning for the state.

While the goods transportation (GVeh) is mainly done by the
private operators, it is an important source of revenue earning
compared to many other sources. And its positive contribution to
revenue is shown by the positive sign with a regression coefficient
which is 52.4128.

We are using the number of persons employed (Emp) as one of
the explanatory variables in this revenue function. Employment here
refers to a permanent employment. To create and maintain permanent
employment means expenditure. Unlike in the private enterprises, the
government officials do not contribute anything towards revenue
directly. Therefore, we call it more an expenditure-oriented variable
rather than a revenue-oriented variable and as such we expect its
estimate of parameter to come out negatively and it is shown by our
empirical equation to be so.

Another variable specially the doctors per 1000 population
(Doct) pay both income tax as well as service tax and nothing more.

They are supposed to contribute positively towards revenue and the
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parameter estimate should therefore bear a positive sign and it is also
given by the empirical equation as such.

Now coming to the purely economic variables viz., net state
domestic product (NSDP), per capita income (Y¢) and consumer price
index (CPI), the estimate of the parameter of the NSDP is highly
expected by us as a positive contributor towards revenue. But this
parameter is given negative by the empirical equation. Only one
plausible explanation we can give here is that the growth of net state
domestic product and the growth of revenue are in the opposite
direction meaning that the rate of growth of revenue is increasing while
the rate of growth of net state domestic product is in decreasing order.
There may be some other explanations to this and it needs probably
further analysis of this parameter.

Next the per capita income (Yc) which as an independent
variable was discussed thoroughly while we were interpreting the
earlier empirical equations. The estimate of this parameter rightly bears
a positive sign. Also it is statistically important. So also like the other
independent variables, consumer price index (CPI) bears a positive
sign with a highly statistically significant estimate of the parameter. D-
W Statistic shows that there is no auto-correlation and the coefficient

of determination R’ explains 99 per cent of the total variation.
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However the result of this equation puzzles us a little bit as if the
entire revenue function is explained by doctors per 1000 population
(Doct) and the number of goods vehicles (GVeh) positively. The
contribution of the other variables has also great impact upon revenue
which we can infer on the very large estimates of the parameter. We
can accept this equation as a statistically viable model and see if
possible some of the variables could be dropped as an explanatory
variable in estimating revenue. The problem of a multiple regression
with many explanatory variables is that joint effect and the synergic
effect sometimes cannot be isolated but they have a common feature of
having a very high coefficient of determination and also as per the
additivity the estimate of the parameter concerned, the estimates also
likewise speak to accommodate all the variables.

In this empirical equation out of twelve variables, seven
variables bear a negative sign and 5 variables bear a positive sign. That
does not mean we should drop these seven variables bearing the
negative signs.

Now we shall have the log linear version of the same model. The

empirical equation is:
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logR = — 1.7187 + 0.3330 log NSDP + 0.1853 log Y +
(—3357) (1.7183) (0.4306)

0.8242 log CPI — 0.4843 log CrA — 0.1577 log P Veh +

(1.8244) (—0.5345) (—.2847)

0.0527 log G Veh + 05285 log RL — 0.1240 log Emp +
(.1599) (1.1415) (~0.1839)

0.0410 log HB + 0.5920 log Doct + 0.0957 log SP +
(0.1333) (1.2203) (0.1647)

0.1567 log SPS

(0.2888)

R’ = 0.9966 D.W.=13143 ... (6.23)

This empirical equation is having a very interesting feature to
show. First, it has got negative signs of parameter only for three
independent variables. Unlike the seven variables in the linear
equation, the variables which have negative contribution to revenue are
area under crop (CrA), passenger vehicles (PVeh) and employment
(Emp), and all the other variables have positive signs. We are ignoring
the signs of the constant term.

Of these variables only the independent variables net state
domestic product (NSDP) and consumer price index (CPI) bear the
estimates of the parameters which are statistically significant at 5 per
cent level given by the t values. While the other variables give the

estimates of the parameter which have t values giving non-significant
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results. Econometrically, for an empirical equation, significant t values
are more important than R’. Significant t values means that there is
reliability of the estimates of the parameter. Now according to this
equation we have almost all the variables apart from those three having
positive contribution to revenue. This makes a difference between the
linear and log linear function. Remember that the condition of
additivity of the parameters is always present in the case of linear
model whereas not in the case of log linear model. Only one advantage
of having log linear version is that the regression coefficient
themselves measure the elasticity of the particular variable with respect
to revenue though it is a constant elasticity. We shall of course make
some changes later on by changing the structure of the model by
dropping some independent variables.

Taking into account the empirical equations (6.22) and (6.23)
which we might consider them as a global empirical equation for
estimating the revenue of Meghalaya, where we have considered
certain explanatory variables, following the footsteps of our
predecessors, and found without any doubt, that the model is the best
fit as indicated by R°. Also we are satisfied with the empirical evidence
that there is no correlation in the disturbance term yet we have some

serious doubts regarding the adequacy of this model. Thus the equation
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poses a number of questions: (1) with regard to the estimates of the
parameter having the minimum variance property; (2) two of the
independent variables contribute directly to revenue; (3) whether there
are possible relationship among the independent variables which might
give rise to the problem of multi-collinearity; (4) there is the problem
of denomination which poses a serious threat as regard the estimate of
the parameters concerned.

Coming to the second question whether multi-collinearity
problem exists or not. We know that a complete multi-collinearity
gives rise to indeterminancy of the estimates of the parameter. Straight-
away in this model we have certain variables which we might consider
as strongly correlated e.g. between net state domestic product (NSDP)
and per capita income (Y¢). Again between passenger vehicles (Pveh)
and goods vehicles (Gveh), between hospital beds (HB) and doctors
(Doct), between school enrolment (SP) and post-school enrolment
(SPS) there will be relationship. We have to drop certain variables
from the model. In this particular case we have to examine some other
related things. Suppose an independent variable with parameter
estimate is having greater variance as well as related with another one
or two independent variables then we should drop such variable from

the model. Sometimes we may also drop a variable which might be
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influencing very remotely the revenue function. In this particular case,
straight-away from the requirement of minimum variance property we
can drop seven variables viz., net state domestic product (NSDP),
cropped area (CrA), road length (RL), employment (Emp), hospital
beds (HB), enrolment at school level (SP) and enrolment at post-school
level (SPS). Now we can understand that there should be very strong
co-relationship between net state domestic product (NSDP) and per
capita income (Y). We would like to retain Y. just because it yields an
estimate which is having the required minimum variance property. For
our practical purpose therefore we drop NSDP and take Y¢ as one of
the independent variables. Now in the case of PVeh and GVeh both of
them have non-significant values of t. Therefore it will be difficult to
select between these two. But RL depends on the intensity of the
variables like PVeh, GVeh and also it has an estimate which apparently
is not having minimum variance property. Therefore from these three
variables we drop RL as one of the independent variables. Now Emp as
an independent variable is assumed to contribute something to revenue
whether positive or negative but the magnitude of the contribution is
not as high as some other independent variables. Also it does not have
minimum variance property. Therefore we drop employment (Emp) as

an independent variable from the revenue function. The next
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independent variable hospital beds (HB) whose t-value itself indicates
that the estimate of this parameter (HB) is not having the requisite
minimum variance property. In spite of its magnitude of this regression
coefficient of (HB) we drop this variable as an independent variable.
Now coming to SP and SPS, we assume that there is a strong
relationship between these two variables. Also judging from the t
values we can say that the estimates do not have the minimum variance
property. Therefore we drop these two variables from the model.
Although the number of medical practitioners is too remotely
connected with revenue, yet it has possessed the minimum variance
property as well as the magnitude of regression coefficient and we can
retain this variable in the model.

Now we are left with the theoretical revenue function:

R = f(Yc, CPI, PVeh, GVeh, Doct)

R=ay+ a;Yc + a,CPI + a;PVeh + a,GVeh + asDoct .....(6.24)

We intend to estimate this model in order to examine whether
the above named variables have the minimum variance property or not.
If we found that the equation containing insignificant t associated with
an estimate of the parameter, then we might re-compute another model

to find the exact viable relationship between revenue and the
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independent variables having the character of BLUE. We can call this
process as reduction analysis.
Then we can try the above model

R*= ap+ a;Yc + a,CPI + a;PVeh + a,GVeh + asDoct ....(6.25)

AN
R = —122.4375 + 0.0356 Yo + 0.3843 CPI — 13.9974 Pveh
(—2.1923) (1.0082) (3.004) (-0.5757)
—2.3233 G Veh + 470.4375 Doct
(-0.1618) (1.1009)
R’ = 0.9829 D-W Statistic = 1.8179 ... (6.25)

Empirical equation (6.25) straight-away showed that the model
is a bad fit compared to (6.23) which is shown by R’ = .9829. D-W
Statistic which is equal to 1.8179 shows that there is no auto-
correlation in the disturbance term but one point is that both passenger
vehicles (PVeh) and goods vehicles (GVeh) whose estimates of the
parameter give non-significant t-value thereby making the estimates of
the parameter less reliable whereas another important variable per
capita income (¥Y¢) and the number of medical doctors (Doct) have t-
values which are only significant about 10 per cent level of probability.
At least we expected that per capita income (Yc) will be more an

influencing variable than any variable in the model. However the
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model showed that both passenger vehicles (PVeh) and goods vehicles
(Gveh) and the medical doctors (Doct) appear to be more dominating
variables in estimating the revenue of the State. Perhaps these three
sub-sectors contribute more to the realisation of revenue than per
capita income (Y¢) or consumer price index (CPI). On the other hand
consumer price index (CPI) happens to have a significant t-value. We
do not talk about the significance of the intercept term because it is not
a variable by itself but a product of joint effect of all the independent
variables. It should be interesting to see whether revenue can be
estimated by using passenger vehicles (PVeh) and goods vehicles
(GVeh) and the medical doctors (Doct), and dropping per capita
income (Y¢) and consumer price index (CPI). In that case, it will be an
equation of non-conventional type but worth examining.

We would like to recall here the earlier empirical equation (6.17)
where it is attempted to analyse expenditure by using consumer price
index (CPI) and per capita income (Yc) as explanatory variables.
There, it is found that the equation is the best fit but the parameter
estimates are not significant and the magnitude of the parameter
estimates are not very high. So, the same thing happens in this equation
(6.25). Therefore we must try another empirical equation by getting

revenue as a function of passenger vehicles (Pveh) and goods vehicles
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(Gveh) and another equation such as revenue as a function of medical
doctors (Doct) alone. These variables are included in equation (6.25).
Although the number of medical doctors (Doct) in Meghalaya is quite
small yet it has the estimate of the parameter which has the highest
value compared to the other variables, hence requiring an empirical
analysis.

Now coming to equation (6.26) where we have dropped few of

the independent variables

A
R = —72.2639 + 0.0287 Y-+ 0.3705 CPI — 7.1405 PVeh
(—2.9423)  (1.1662) (3.0254) (~0.8648)

R =0.982 D-W Statistic = 1.2068 ... (6.26)

Regarding the signs of the parameters concerned, the passenger
vehicles (PVeh) have a negative sign which shows that there is a
decline in revenue with the increase in passenger vehicles. Although
the magnitude of the parameter estimates of per capita income(Y¢) and
consumer price index (CPI) are not so high yet they are contributing
positively towards revenue. As regard the consumer price index (CPI)
the estimates of the parameter of CPI is statistically significant
whereas the estimates of the parameter of per capita income (Y¢) is not.
And as far as passenger vehicles (PVeh) is concerned its estimated

parameter is not the least significant which shows some doubt about
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the reliability of the estimates of this parameter but R° = .982 gives an
account of 98 per cent of the total variance by the equation. However,
D-W Statistic indicates that there is auto-correlation in the disturbance
term. As we had suggested earlier, this could be improved upon if we
adopt the generalised least squares method.

Now we shall consider equation (6.27) where we have excluded
the passenger vehicles (PVeh) and the goods vehicles (GVeh) as

explanatory variables.

A
R = —90.7275 + 0.0257 Y + 0.3289 CPI + 26.6992 Doct
(—2.0348)  (1.0315) (2.7631) (0.9421)

R’ =0.9814 D-W Statistic = 1.2158 ... (6.27)

The only demographic variable viz., the number of medical
doctors (Doct) is retained in this equation. Again we see R = 0.9814
which is 98 per cent of the total variance is explained by the equation
which indicates that the model is a good fit. As far as D-W Statistic is
concerned there is some degree of auto-correlation in the disturbance
term. Now coming to the estimates of the parameter we found that the
magnitude of the parameter, except for the medical doctors (Doct), the
other parameter estimates are not very high. Again we see that only
consumer price index (CPI) has an estimate which is more reliable due

to its significant value of t whereas the per capita income (Y¢) is not
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significant at 5 per cent level of probability and so is the estimate for
the parameter medical doctors (Doct). But we are satisfied that all the
variables contributed positively as given by the signs of the parameter
as we expected so when the model was formulated.

We have then a series of empirical analysis using different sets
of explanatory variables but we want to perform a more synthetic
analysis of the public revenue by using either transformed variables or
role of certain explanatory variables either in combination or alone for
explaining the revenue function. Towards this end we thought of the

following models:

R =f(PVeh, GVeh) .. (6.28)
Here we found earlier that the passenger vehicle (PVeh) and the goods
vehicle (GVeh) playing a prominent role in the multivariate model
discussed henceforth. Therefore we thought of analysing the role of

these variables individually in explaining the revenue and as such we

adopted this model (6.29).

A
R = —170.0287 + 91.2511 PVeh — 44.9420 GVeh
(-7.3061)  (10.1189) (-3.9526)

R?>=0.9603 D-W Statistic = 1.2055 ... (6.28)
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First we are having only a linear equation and as such we happen
to have additivity of the parameter. In so far the signs of the parameter
of the variables is concerned, two of them do bear positive signs. But
we found here the parameter for passenger vehicles (PVeh) bears a
positive sign whereas not the parameter of goods vehicles (GVeh). This
means that there is a negative influence so far as the contribution of
goods vehicles (GVeh) is concerned towards the realisation of revenue.
This may be probably due to the fact, that the goods transportation is
usually a private one and run by a multitude of operators as private
concerns and as such does not give a true account of the income or
expenditure for assessing the tax although we know that transportation
of goods is a very lucrative business and it is as good as the transport
of passengers. Moreover the goods vehicles (GVeh) performed not
only the inter-state services but also the door to door services and
hence it is the busiest of all transport operations and the charges in
transporting vary from one type of good to another and requiring
immediate or urgent disposal. Therefore they charge a very good price
for their services.

Coming to the coefficient for passenger vehicles (PVeh) we need
not say much except that it has a positive contribution towards the

realisation of revenue. R° = 0.9603 indicates that 96 per cent of the
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total variance is explained by the model. D-W Statistic = 1.2055 of
course gives more evidence of auto-correlation although it is not very
serious. So far the model fits very well yet we have the natural doubt if
not viability but validity of this model.

It is found in equation (6.26) the parameter estimate for medical
doctors (Doct) was the highest of all the variables. Therefore we have
an itch to see how this variable will alone react if we take revenue as a
function of the number of medical doctors (Doct) per thousand
population.

R=f(Doct)y (6.29)

This model (6.29) has been adopted but we must be careful after
all this variable is a demographic variable and not an economic
variable. So this may be unethical to adopt such a relationship and
revenue as a function of the number of medical doctors (Doct) per
thousand population. It is due to the empirical evidence in equation

(6.26) that we have a tendency to adopt this model.

AN

R= —613.3252 + 4931.246 Doct
(—2.8776) (4.3610)

R? = 0.4224 D-W Statistic = 0.2610 ... (6.29)
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This is another empirical equation which is not certainly
conventional may be because many of the studies will not conform to
our idea that revenue should be explained by the variable medical
doctors (Doct) per thousand population. But what inspired us to take
this variable is that in multiple regression model this variable is one of
those that had the highest regression coefficient. Therefore we want to
if not isolating by studying this variable in relation to revenue. As we
have said already, ethically, this demographic variable is not that
important to ensure the result which is given by the empirical evidence
R’ = 0.4224, that is, not worth reporting. Therefore we can say that this
explanatory variable could be ignored in multiple regression equation
although it has the highest regression coefficient. Of course the t-value
of this parameter of estimate is highly significant and the D-W Statistic
with the value of 0.2610 surely signifies that there is a heavy auto-
correlation of the disturbance term. As a result the estimated value
given by this empirical equation has a greater discrepancy with the
observed values. We only present this model to justify our curiosity.

Next we have revenue as a function of per capita income

R=1(Yc) cerer(6.30)

Coming to equation (6.30) almost all our predecessors have

adopted this model. Of course they also used consumer price index
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(CPI) as another independent variable in their models. But no doubt it
i1s almost universally accepted that per capita income (¥¢) is a more
probable explanatory variable which we have been discussing earlier.
That is why we have decided to take revenue as a function of per capita
income (Y) alone.

Coming to equation (6.30) where R = f (Y¢) which is the most
quoted variable almost in very piece of literature and we are curious to

see how this equation will fare:

A
R= —49.6230 + 0.9572 Y
(-3.5442) (31.8613)

R =0.9750  D-W Statistic = 1.0965 ... (6.30)
Here the parameter estimate for per capita income (Y) gives us a very
highly significant value, that means to say that the estimate of this
parameter is a reliable one. D-W Statistic = 1.0965 gives us the
indication that there is some auto-correlation of minor order. And R =
0.9750 definitely gives us the impression that the model is a viable one
and a valid one because it has explained 97 per cent of the total
variance. From this model we can infer that even in the absence of
other explanatory variables, per capita income (Y¢) is a judicious and

reliable variable to explain the revenue of the State.
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Now let us take
R =f(NSDP) creeeeenn (6.31)
Coming to equation (6.31) that revenue can be explained by net
state domestic product (NSDP) alone. Of course the per capita income
(Y¢) could be used as an explanatory variable if we can use also as the
explanatory variable. This can be considered as a modification of the

model (6.30).

A
R = —195.0608 + 2.2858 NSDP
(—-3.5619)  (10.1164)

R? =0.7974 D-W Statistic = 0.3004 ... 6.31)

This empirical equation should have been almost similar to
(6.30) in respect of the estimates of parameter, statistical significance
of the parameter, the coefficient of determination and the problem of
auto-correlation. But there is some degree of difference between this
empirical equation and the empirical equation using per capita income
(Y¢) alone. Roughly speaking, there is a strong correlation between net
state domestic product (NSDP) and per capita income (Y); after all
Net National Income is straightaway net state domestic product.
Therefore we expect all the qualities of the earlier model should be

similar to this model. We have found almost significant t-value of the
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estimate of the parameter of net state domestic product (NSDP) but D-
W Statistic indicates some doubt about the efficacy of this model by
having serious problem of auto-correlation in the disturbance term.
Also R” = 0.7974 which is less than the value of R® given by per capita
income (Y¢) as given by the empirical equation using only per capita
income (Y¢) so that it is per capita income (¥¢) which is a more reliable
variable than the net state domestic product (NSDP) in explaining the
revenue. We are having here 80 per cent of the total variance explained
by the model which means to say that it is not a reliable model like the
model in equation (6.30).

Let us consider the following model used by the earlier studies:

AN
R = 154843 + 0.6316 Yp — 1.6607 Yo + 0.1189 CPI
(.2694) (4.4467) (—1.2193) (1.7200)

R’ = 09818 D.W. Statistic = 0.9143 ... (6.32)

Now we are estimating equation (6.32). Here, revenue is a
simple linear function of per capita income (Y.), per cent of primary
sector income (Yp) and consumer price index (CPI). The coefficient of
determination R’ is equal to .98 while the D-W Statistic shows that
there is presence of auto-correlation. One interesting thing is that the
per cent of primary sector income (Yp) whose parameter estimate

comes out to be significant here was not taken into consideration in the
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earlier equations. Also we found negative sign here in case of
parameter estimate of per capita income (Y¢). One interesting feature
of this equation is that nearly all the parameter estimates are
statistically significant. This of course gives us another question to
ponder upon, that it is not always true, that in the time series data it is
found that there is sure auto-correlation. As R’ explains 98 per cent of
the total variation, so the only problem is the negative sign in the per
capita income (Y¢).

By taking the log linear of the above model we have:

A
log R = —6.1464 + 0.2471 log Yp + 0.2356 log Yc + 1.8958 log CPI
(-3.5097) (0.5786) (0.6325) (4.0273)
R® = 0.9818 D.W. Statistic = 0.9143 ... (6.33)

The model (6.33) as we have seen above portrays revenue as a
function of percent of income originating in primary sector (Yp), per
capita income (Y¢) and consumer price index (CPI). The coefficient of
regression R’ is quite high explaining 98 per cent of the total variation
by the model. As a result the model could be considered statistically
adequate model. And we expected that all these explanatory variables
contribute positively towards the estimation of revenue and as such
their positive signs support our assumption although the parameters

estimates of percent of income originating in primary sector (¥Yp) and
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per capita income (Y¢) are not statistically significant at 5 per cent level
whereas consumer price index (CPI) is highly significant. This could
be accounted for by sampling error in the explanatory demand
variables. Also there are probable seasonal and periodic variations in
these variables. But if we go by the signs of the parameter and the
coefficient of determination R* the model is rightly acceptable to us. As
regard the presence of auto-correlation D-W Statistic showed that there
is auto-correlation. On the other hand it is almost an admitted fact, that
the empirical analysis of time series data having an auto-correlation,
cannot be ignored.

We shall now consider another empirical equation:

A
R = —47.6445 + (0.9349) Yc + 0.4226 CPI
(—0.6409) (0.5179) (29.0541)

R’ = 0.9867  D.W. Statistic = 1.4674 ... (6.34)

Coming to equation (6.34), we have revenue function expressed
as a linear function of only 2 independent variables viz., per capita
income (Y¢) and consumer price index (CPI). Here again like in the
previous cases, Y has a negative sign and the CPI is having a positive
sign which is also significant. R” is equal to .9863 and D-W Statistic
shows that there is auto-correlation though not serious.

Let us consider:
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A
log R = —6.5800 + 0.3061 log Yc + 1.6268 log CPI
(—4.2148) (0.8775) (25.9078)
R> = 0.9815 D.W. Statistic = 0.7627 ... (6.35)

Now coming to equation (6.35) we have dropped the per cent of
primary sector income (Yp) to see if revenue could be explained alone
by per capita income (Y ) and the consumer price index (CPI) which
shows that the empirical equation (6.35) gives a completely different
picture. First it bore a positive sign of the parameter estimates of Y;
also CPI becomes very highly significant whereas D-W Statistic shows
that there is a presence of auto-correlation. We have used this version
of the model in order to see exactly what is the nature of per capita
income (Y¢) in explaining revenue. It also confirms the view that
revenue and expenditure are not exactly same vector of the dependent
variable. There is a slight difference between revenue and expenditure.

Consider another version of empirical equation:

A
R = 515195 + 0.8972Yp — 2.2011 Yc
(0.9527)  (37.5027) (~1.5970)

R® = 0.9919  D.W. Statistic = 1.8830 ... (6.36)

Next, we are adopting a linear version of equation (6.37), that is,
we are talking of equation (6.36). Here, again, the sign of the estimate

of parameter for per capita income (Y¢) bears a negative sign although
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the estimate is significant at more than 5 per cent level. The per cent of
primary sector income (Yp) comes out to be a positive contributor to
revenue. Also the estimate of this parameter is very highly significant.
D-W Statistic shows that there is no auto-correlation present. The
coefficient of determination R’ is equal to .9919 merely explains

entirely the total variation.

A
log R = —84199 + 1.4581 log Yp + 0.5825 log Yc
(—3.9740) (19.7402) (1.2524)
R> = 0.9690 D.W. Statistic = 0.4691 ... (6.37)

Now coming to equation (6.37), a log linear equation, we have
dropped consumer price index (CPI), although we have no reason to do
it. We wanted to see consumer price index (CPI), because, after all, it
1s an indicator of stability of the economy, and also that of general
welfare. But it certainly cannot influence public expenditure as much
as revenue. Thus, we took revenue as a function of per cent primary
sector income (Yp) and per capita income (¥Y¢). Now this time we found
that both of them have positive influence upon revenue. And the
estimate of the parameter of per cent primary sector income (Yp) is
very highly significant, so is the per capita income (Y.) estimate. And
R’ is equal to .9690, whereas D-W Statistic shows some auto-

correlation. This equation is also a best fit.
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Next we take up the following model:
R=f(Yp, YY) . (6.38)
Now we are thinking of using another model (6.38) which is
slightly different from the model using the sectors of the economy as
explanatory variables. But here we have classified the sectors into three
broad categories viz., primary sector (Yp), secondary sector (¥s) and
tertiary sector (Y7). The definition of these sectors is well known. Now

we shall discuss the empirical findings of this model.

A
R = —1821.0 +4.9492 Yp—10.3027 Y + 42.9404 Y+
(—2.1714) (0.6113) (~0.8794) (5.0002)

R*=0.9317  D-W Statistic = 1.5139 ... (6.38)

First we look at the signs of the parameter. It is not expected that

the estimates of the parameter of the secondary sector (¥s) should have
come out with negative sign. We expected that the secondary sector
(Ys) has a positive contribution to the realisation of revenue. So far the
tertiary sector (¥Y7) 1is concerned, the estimate of this parameter is of
such a large magnitude that we can say that it is more prominent or
influential in estimating the revenue than the other two sectors of the
economy. On the other hand R’ gives us the indication of the viability
of this model as a model of best fit. When it comes to the question of

the reliability of the estimates of the parameter, neither the estimates of
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the parameter of primary sector (¥p) nor the estimates of the parameter
of secondary sector (¥5) appears to be reliable because their t-values
are not significant. Whereas, the estimates of the parameter of tertiary
sector (Y7) sector is highly significant. D-W Statistic showed that there
1s some slight degree of auto-correlation present in the disturbance
term. On the whole this model is reliable one, definitely for us

explaining the current situation but not reliable for prognosis.

6.4 Summary of the Findings

The empirical analysis of the determinants of public expenditure
gives the following broad conclusions:

From the analysis of public expenditure as a simple linear
function of twelve variables it is found that the pure economic
variables viz., per capita income, net state domestic product and
consumer price index whose parameter estimates are not significant
and therefore not reliable for the purpose of estimating the expenditure.
A log linear version of the same equation shows that only passenger
vehicles with parameter of the estimate which is significant. Though
we cannot reject this equation, yet we cannot use it as an indicator of

future demand for public expenditure.
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Analysing public expenditure as a simple linear function of per
capita income, consumer price index, passenger vehicles, goods
vehicles and doctors per thousand population, it is found for the first
time that consumer price index is a reliable variable that influences
public expenditure.

By taking public expenditure as a simple linear function of per
capita income, it is found that the estimate of the parameter of per
capita income is very highly significant.

However, while considering public expenditure as a simple
linear function of net state domestic product, the estimating equation
exhibits a very interesting result of R*> which is equal to nearly 0.98.
The result indicates that public expenditure in the State is influenced
very much by the changes in net state domestic product.

In our empirical analysis, we have utilised the model of the
earlier studies viz., public expenditure as a simple linear function of
primary sector income, per capita income and consumer price index.
The result exhibits positive sign for all the estimates of the parameters
of the independent variables; except for the per capita income, all other
estimates are significant. Taking the log linear relationship of the same
model, the result shows that there is a comparatively sluggish growth

rate of per capita income than that of public expenditure.
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In the analysis of public expenditure as a linear function of per
capita income and consumer price index, the result shows that per
capita income bears a positive sign. The log linear relationship of the
same model, yields the result which indicates that the consumer price
index is a prominent contributor to public expenditure.

While analysing public expenditure as a simple linear function
of primary sector income and per capita income, the result shows that
the estimate of parameter for per capita income bears a negative sign
while the primary sector income not only bears a positive sign but the
estimate of a parameter is highly significant. However a log linear
version of the same model gives the result which indicates that the
estimate of the parameter of primary sector income is highly
significant.

In the final empirical analysis of public expenditure as a simple
linear function of per cent of income originating in the primary,
secondary and tertiary Sectors, the result shows that only the tertiary
sector which 1s highly significant at least at 99 per cent level of
probability.

The empirical analysis of the determinants of revenue gives the

following broad conclusions:
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From the analysis of revenue as a simple linear function of
twelve variables it is seen that among the pure economic variables viz.,
per capita income, net stated domestic product and consumer price
index, it is found that the estimate of the parameter of the net state
domestic product is highly expected by us to contribute positively
towards revenue yet the empirical equation shows that it is negative.
The estimate of the parameter of per capita income rightly bears a
positive sign and the consumer price index bears a positive sign with a
highly statistically significant estimate of the parameter. The log linear
version of the same model indicates that only two independent
variables viz., net state domestic product and consumer price index
bear the estimates of the parameters which are statistically significant.

By taking revenue as a simple linear function of per capita
income, consumer price index, passenger vehicles, goods vehicles and
doctors per thousand population, it is found that passenger vehicles,
goods vehicles and medical doctors appear to be more dominating
variables in estimating the revenue of the State.

While analysing revenue as a simple linear function of per capita
income, consumer price index and passenger vehicles it is found that

although the magnitude of the parameter estimates of per capita
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income and consumer price index are not so high yet they are
contributing positively towards the revenue of the State.

From the point of view of revenue as a simple linear function of
per capita income, consumer price index and medical doctors it is seen
that the parameter estimate of consumer price index is highly
significant in the estimation of the revenue of the State.

However, by taking revenue as a simple linear function of
passenger vehicles and goods vehicles, the result shows that the
coefficient of the passenger vehicles has a positive contribution
towards the realisation of revenue. On the other hand there is a
negative influence in so far as the contribution of goods vehicles is
concerned towards the realisation of revenue of the State.

In an attempt to analyse revenue as a simple linear function of
medical doctors it is disclosed that the estimated value given by this
empirical equation has a greater discrepancy with the observed values.

From the analysis of revenue as a simple linear function of per
capita income it is detected that the parameter estimate gives us a very
highly significant value. From this model we can infer that even in the
absence of other explanatory variables, per capita income is a judicious

and reliable variable in order to explain the revenue of the State.
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In taking revenue as a simple linear function of net state
domestic product it is seen that the variable net state domestic product
1s less reliable than per capita income in explaining the revenue of the
State.

By considering revenue as a simple linear function of primary
sector income, per capita income and consumer price index, it is found
that the parameter estimate of primary sector income comes out to be
significant here. The log linear version of the same model shows that
all these explanatory variables contribute positively towards the
estimation of revenue.

By expressing revenue as a linear function of per capita income
and consumer price index, it is found that as in the previous cases, the
per capita income has a negative sign while the consumer price index
has a positive sign which is also significant. By using a log linear
version of the same empirical equation it is found that the model
confirms the view that revenue and expenditure are not exactly the
same vector of the dependent variable. There is a slight difference
between revenue and expenditure.

By taking into account revenue as a simple linear function of
primary sector income and per capita income it is noted that the

estimate of parameter for per capita income bears a negative sign
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although the estimate is significant. The primary sector income comes
out to be a positive contributor to revenue as the estimate of this
parameter is very highly significant. From the log linear version of the
same equation it is noticed that the estimate of the parameter of
primary sector income is very highly significant so also the per capita
income estimate, that is, both of them have positive influence upon
revenue.

In the final empirical analysis of revenue as a simple linear
function of per cent of income originating in the primary, secondary
and tertiary sectors, it is found that the estimate of the parameter of the
tertiary sector is of a large magnitude, that is, it is very prominent and
influential in estimating the revenue of the State than the other two
sectors of the State economy. The model is a reliable one for

explaining the current situation but not reliable for prognosis purposes.

6.5 Concluding Remarks

From the above empirical analysis, it is found that in Meghalaya,
the rise in the level of per capita income influences the level of public
expenditure as usually found in most empirical analyses. However,
from the above analysis, it is found that net state domestic is an

important determinant of public expenditure thereby proving our
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hypothesis that the level of public expenditure responds freely to the
rise in the level of net state domestic product.

Further, it is the consumer price index which is a more important
determinant of public expenditure. This could be explained by the fact
that a substantial portion of the State’s expenditures are constituted by
‘wages and salaries’ which may reasonably be presumed to increase
proportionately with consumer price index as the State government
employees belong to the organized sector. Therefore, our analysis has
proved the hypothesis that in Meghalaya, changes in consumer price
index tend to bring about a change in the level and quantum of public
expenditure i.e., the consumer price index has a positive influence on
the growth of public expenditure as demonstrated by the increasing
cost of providing public services.

Since the primary sector income still plays an important role in
the determination of public expenditure, it may be inferred that the
State has not been able to effect structural changes in the predominant
agrarian economy. Normally, when the economy becomes more
urbanized, the level of public services supplied tends to increase. It
may be concluded, therefore, that the quantity of public services
provided has not increased much during the period of our study. In

other words, the analysis has proved the hypothesis that in Meghalaya,
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there exists a functional relationship between the growth of the State’s
public expenditure and the changes in the quantity of public services
provided.

Another interesting finding is that the tertiary sector is another
important factor which determines public expenditure. This may be
due to the fact that in the absence of industrialization taking place
during the period of our study, the workforce of the State has no other
option but to join in this sector. Again passenger vehicles rather than
goods vehicles exert greater impact on public expenditure in the State.
This is something incompatible as Meghalaya is highly backward with
a very low per capita income.

On the revenue front, the level of per capita income is still
considered as a judicious and reliable variable in the estimation of
revenue of the State. However, the important role played by the
primary sector income in the determination of revenue indicates that
the State has not been able, in the last thirty years of statehood, to
change the structural characteristic of its economy. The State economy
has remained stagnant, otherwise as the State develops, the share of
primary sector income is expected to decline. The tertiary sector is
another important determinant of revenue as more and more people are

employed in this sector due to lack of industrialization.



363

Regarding the impact of the consumer price index on the State
revenue, it could be explained by the fact that a substantial portion of
the State taxes are derived from the taxes on cash consumption of
commodities, many of which enter into everyday consumption.

To conclude, it may be pointed out that the variables which
determine both public expenditure and revenue in the State of
Meghalaya are per capita income, consumer price index, primary
sector income and the tertiary sector of the economy. However, public
expenditure is more responsive than revenue to the changes in the net
state domestic product. As a result, due to the lack of flexibility in the
taxation system which is necessary to finance the explosive growth of
public expenditure, it has led to a situation of poverty that the State

finds itself today.
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CHAPTER VII

MAJOR FINDINGS AND CONCLUSION

7.1 Introduction

The previous chapters were an attempt to study the intricacies of
public expenditure in terms of its growth, pattern and determinants. In
the foregoing chapters, we made an attempt to uncover the problems at
hand and tried to indicate the spheres in which solutions are necessary to
contain these problems. In the process, we have neither undertaken an
elaborate study of each of the aspects of the problem nor have we gone
in minute details into the considerable statistical materials presented in
the tables. As the main objective of our study is to screen and analyze
the determinants of public expenditure in Meghalaya, we tried to
restrain ourselves from minute exercises lest it may sidetrack the
scheme of the present study. To that extent we can say that the present
study has been exhaustive in raising the issues but may not be
exhaustive in treating them.

With these limitations in mind, an attempt is made in this
chapter to give a comprehensive account of the major findings of the
entire study. The chapter is divided into two parts. In part I, we present
the summary of the findings and part-II is an attempt to put forward

certain policy implications in the light of the findings of the study.
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7.2 Summary of the Findings
In this section, an attempt i1s made to list the major findings of
our study in a more coherent manner.

Chapter I 1s introductory in nature. In this chapter, an attempt was
made to formulate the problem of our study by highlighting the intricate
problems of the growth, pattern and determinants of public expenditure
in the State of Meghalaya. This chapter also incorporates a description
of the methodology followed in this study and the sources and
limitations of the data.

The foregoing discussions in this chapter revealed that there had
been a tremendous increase in the developmental expenditure in the
State over the years covered by our study. This increase in
developmental expenditure was accompanied by increased expenditure
on non-developmental activities as both of them go side by side. As a
result, this has led to an explosive cycle of public expenditure growth in
the State in the recent years. On the other hand, the tax policies and other
attempts at resource mobilization did not seem to have changed much
during the period under our study. Eventually, it has created a situation
of fiscal crisis in the State. In order to overcome this situation, the
alternatives that we spelt out run in terms of either a compression

measure of public expenditure or a rapid mobilization of adequate
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resources by the State government. In an economy, with a subsistence
agricultural sector, non-existence of industrialization and a lower degree
of monetization, the attainment of the second objective becomes a
Herculean task. So, it is clear that the only alternative that is left to the
State government is to compress its level of public expenditure. And any
policy measure to compress the level of public expenditure must be
based on a priori information as regards to the growth, pattern and
determinants of public expenditure.

Further, the study revealed that the State of Meghalaya had been
plagued by an acute resource crunch since the inception of its statehood
in 1972. Though the State Government had initiated various measures
with a view to mobilizing additional resources to finance the mounting
pressure of public expenditure, the State continues to suffer from
resource inadequacy on all the fronts. Thus, massive fiscal deficits have
become a regular feature of the State finance particularly in the recent
years. This background of the State’s fiscal scenario no doubt provides a
solid ground to examine the intricacies of public expenditure growth
from various angles.

Keeping in mind the end objectives of our study, we thought it
imperative to have an idea about the major conceptual and empirical

issues relating to the analysis of the growth, pattern and determinants of
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public expenditure. This necessitated us to carry out a detailed review of
the existing literature on the problem at hand. And, Chapter II was an
attempt at this direction. We carried out the exercise both at the
International and National level with a motive to improve upon the
existing models of growth, patterns and determinants of public
expenditure by providing suitable economic justification to the selection
of the various explanatory variables.

It is observed that almost all the studies at the international level
take into consideration a number of variables that determine both the
growth and pattern of public expenditure. For instance, the most usual
variables being used and found statistically significant are per capita
income, demographic factor, degree of openness and degree of
urbanization. Similarly, it is observed that changes in technology,
societal and cultural values favourably affect the level of government
expenditure. Those studies that include federal grants to State as
explanatory variable stress on the federal grants as the only factor which
significantly affect changes in State and local per capita expenditure by
subscribing to the proposition that the amount of expenditures
demanded is related to the amount of federal aid received.
Administrative re-arrangement is also found making for increased

public expenditure in many studies. Moreover, it is observed that the
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economic growth, which is the product of growth of public expenditure
permits the generation of the revenues necessary to finance a larger
public sector.

Review of the studies carried out at the national level show that
changes in population growth and the general price index are mostly
responsible for the growth of public expenditure in India. As far as
political factor is concerned, political philosophy of a State is found to
be one of the major determinants of inter-State government expenditure
differential. And, the changes in political party in power exhibit
significant influence on the size of public expenditure. Moreover, less
stable governments tend to push up the level of public expenditure
compared to more stable governments.

Thus we may conclude that the broad determinants of public
expenditure that emerge from the review of various studies are increased
allowance for social consideration, political ideology, social upheavals,
interest groups/pressure groups, stability of government, economic
infrastructure, per capita income, adjustment of income distribution,
reduction of regional disparities, public capital formation, agricultural
income, consumer price index, imports, besides some
economic-political factors such curtailment of non-development

expenditure and decentralization of expenditure decisions. The choice
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from among these variables as it is understood from the various studies
depends upon the availability of data and their amenability to various
kinds of adjustment.

No doubt, the studies that we have reviewed in this chapter
have made a substantial contribution in identifying some important
variables that affect the growth and pattern of public expenditure. But,
the influences of the determinants indicated by different studies differ
significantly across countries and in a country over time. And it is rather
surprising that, in many of the studies that we have reviewed, no attempt
has been made by the researchers to specify the reasons for a selection of
the variables, either on theoretical or statistical grounds. Keeping these
problems in mind, an attempt is made in the Chapter III to develop an
alternative model in order to overcome the deficiencies of the earlier
models as regards to the problems of growth, pattern and determinants
of public expenditure.

Chapter III was an attempt at providing the methodology
and conceptual orientation to the study. It was found that the models
adopted by earlier researchers suffer from some kind of hidden
statistical inadequacy. Further, we pointed out that public revenue
cannot be taken as a determinant of public expenditure due to the

obvious nexus between them. Further, although the variance and
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co-variance technique can be used in explaining the determinants of
public expenditure, we fail to use this technique due to lack of data set
that is required to carry out this type of analysis. Hence we decided to
adopt an alternative model which we believe would be more appropriate
for our study. Our model which was of a global nature run in terms of the
following equation:

Y=a,+a,NSDP +a,YCc+a,CPl+a,CrA +a, PVeh +
a,GVeh +a,RL +agEmp + a,HB + a,,Doct +a,, SP +
a,SPS +a,t

where, Y = Public expenditure/Revenue, NSDP = net state

domestic product, Y = per capita income, CPI = consumer price

index, CrA = area under crop, PVeh = passenger vehicles per 1000

population, GVeh = goods vehicles per 1000 population, RL = road

length per 100 sz, Emp = employment, HB = hospital beds per 1000
population, Doct = doctors per 1000 population, SP = enrolment at
schools, SPS = enrolment at post school level, ¢ = trend variable.

The global model presented above was used
for empirical analysis. However for empirical analysis we used a
number of combinations of the independent variables according to the
results of the empirical findings depending on the availability of data. In

the selection and the final retention of the independent variables in our
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final analysis, we made use of the technique of confluence analysis. This
helped us to move from a global model to a micro model. The intention
was to observe whether the dis aggregative result of the analysis
coincides or support the aggregative result of the global model or it
diverges from them.

Having examined the global model, we thought it imperative to
estimate public expenditure of Meghalaya as a function of net state
domestic product alone and as well as the function of sectoral incomes
of the economy as given by:

Y=a,+aNSDP+U

and

Y=a,+a)Y,+aY,+a)Y +U

where

Y = public expenditure/revenue,

NSDP = net state domestic product

Y, = primary sector income,
Y, = secondary sector income and Y. = tertiary sector income.

It may appear that all the empirical equations that we have
discussed in this chapter may not be necessary for prediction purposes or
for using as forecasting models of the Meghalayan economy. We shall

see later that some of these variables may be redundant while
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empirically tested. This could only be affirmed in Chapter VI.

Chapter IV was an attempt to carry out the analytical and
critical evaluation of the growth and pattern of public expenditure in
the State of Meghalaya. The major findings of this chapter are as
follows:

(1) The analysis of the average annual growth rates of total
public expenditure, net state domestic product and per -capita
expenditure showed that over the years, the average annual rate of
increase of total public expenditure has surpassed the average annual
rate of increase of net state domestic product and per capita expenditure.
The average annual rate of growth of total public expenditure, net state
domestic product and per capita expenditure were observed to be in the
order of 175.63 percent, 100.30 percent and 70.32 percent respectively.
The extraordinary growth of public expenditure in relation to the net
state domestic product may be attributed to the massive involvement of
the government in the overall developmental activities of the state in the
presence of a highly expanded service sector and a non-existence
industrial sector. In a state where the average annual rate of growth of

public expenditure tends to be near about double than the average rate of
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growth of net state domestic product, raises serious doubt about the
productivity and efficiency of the public expenditure programmes in the
face of a subsistence agricultural sector and low per capita income.

(2) Further, the analysis on the revenue expenditure exhibited an
increasing trend during the thirty-year period of our study. The trend
showed that revenue expenditures, which were Rs 18.18 crores in the
year 1972-73, rose to Rs 1354.83 crores in the year 2001-02 thus
recording an average annual rate of increase of 245.08 per cent. When
revenue expenditure was taken as a percentage to total public
expenditure, it was found that for most of the years, revenue expenditure
constituted more than 70 per cent of total public expenditure. Further,
when we considered revenue expenditure as a percentage of net state
domestic product, it was found that out of the total thirty years of our
study, revenue expenditure constituted 20 per cent in the initial years
and jumped to more than 40 per cent of the net state domestic product in
the later years. This increase of revenue expenditure of the State
government clearly exhibited the pattern and direction of public
expenditure whereby the State had failed miserably in building up its
capital base for further development. This clearly shows that over the
years, a large chunk of public investment has entered into the

unproductive channels, as it is evident from its high percentage share in
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net state domestic product.

(3) The analysis of capital outlay as a percentage of total public
expenditure enabled us to find the trend of public investment taking
place in the State during the period of our study. It was observed that
capital expenditure constituted less than 30 per cent of total expenditure
for most of the years of our study. A distressing feature that emerged
from the analysis was the declining trend of capital expenditure over the
years. This only proves that the State has not been able to pursue
expenditure policies in consonance with the achievement of long term
goals and objectives.

(4) The analysis of the pattern of public expenditure in the State
of Meghalaya, based on the sector-wise analysis of revenue expenditure
indicated that the expenditures on social services accounted for the
maximum annual compound rate of growth of 15.93 per cent while the
general services recorded 15.78 per cent and the economic services
showed 13.41 per cent. The above growth rates indicate that the revenue
expenditures on social services account for the maximum rate of growth
followed by the revenue expenditures on general services and economic
services. This has resulted in a disproportionate growth of the service
sector. The disproportionate growth of the social sector has not only

absorbed most of the public investment funds over the years, but also
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has given rise to a weaker linkage between the different sectors of the
economy. The weak linkage is not a healthy sign from the point of view
of sustainable economic development and also from the point of view of
domestic resource mobilization.

(5) Further, the analysis on the sector-wise capital expenditure
indicated that the capital outlay on social services accounted for the
maximum annual compound rate of growth of 15.93 per cent followed
by the capital outlay on general services which recorded 10.61 per cent
and economic services exhibited 13.41 per cent. This trend no doubt
substantiate our earlier finding that it is the social sector which has
received much attention in the various plan periods of the State. This
indicates that the Government has followed a policy of appeasement by
providing immediate employment opportunities without taking proper
measures to expand the industrial sector and the industrial base of the
economy. It may be argued that it is the deliberate policy
accomplishment of the government, which is responsible for the
deplorable condition of the economic sector. We believe that this
lop-sided planning has given a serious blow to the development of
agriculture, trade and industries in the state.

(6) A dis-aggregation of total public expenditure into

developmental and non-developmental expenditure revealed that
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throughout the consecutive five-year plans, there was an increase by
leaps and bounds, in both the developmental and non-developmental
expenditures in absolute terms. However, it is alarming to note the
declining trend of the developmental expenditure which was 72.44 per
cent of the total expenditure in 1972-73 came down to 62.32 per cent in
2001-02. On the other hand, the non-developmental expenditure showed
an increasing trend as it was 27.56 per cent in 1972-73 and increased to
37.68 per cent in 2001-02. The increase in non- developmental
expenditure over the years may be attributed to the rising trend of
interest payments and repayment of loans made by the state government.
We believe that this rising trend of non-developmental expenditure
implicitly talks about the means and ways of financing increased
volume of public expenditure in the state. It may be pointed out that
unless this trend is arrested, it may jeopardise the growth efficiency of
the State.

(7) A close perusal of the growth of per capita expenditure in
terms of both human and physical capital showed that all through the
period, significant stress was laid more on human capital. This is shown
by the fact that per capita expenditure on human capital which was Rs.
59.07 in the year 1972-73 went up to Rs. 2075.74 in the year 2001-02

while per capita expenditure on physical capital increased from Rs.



378

67.49 to Rs. 1442.37 during the same period of our study. It is quite
distressing to accept the incompatible fact that in spite of this greater
expenditure on human capital, the number of people living below the
poverty line is still very high. Further, it may be pointed out that a
greater emphasis on the growth of human capital in relation to the
growth of physical capital has resulted in an economic incompatibility
between employment generation and employment absorption.

(8) Further, in order to ascertain the responsiveness of public
expenditure to the changes in the net state domestic product, we carried
out an analysis of income elasticity of total public expenditure. An
analysis of the time-point elasticity of total public expenditure with
respect to net state domestic product exhibited a negative income
elasticity coefficient — 6.189 in the year 1973-74 due to the steep decline
in the revenue expenditure on general services and thereafter the income
elasticity coefficient became positive and stood at 2.475 in the year
2000-2001 indicating the fact that for most of the years income elasticity
of total public expenditure was greater than unity. As a result, total
public expenditure on the whole was responsive to the increase in net
state domestic product. When we carried out the similar exercise in case
of revenue expenditure, it was found that for the entire period of our

study the coefficients of elasticity of revenue expenditure were 2.4244
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in the year 1973-74 and 2.0793 in the year 2000-2001, thereby
exhibiting the relatively elastic nature of revenue expenditures to the
State income. We may call this trend as the manifestation of the
short-term plan objectives accomplishments of the government over the
years. It may be pointed out that the negative elasticity (—0.1784) of the
revenue expenditure for the year 1978-79 was brought about by a big cut
in the expenditure on general services as compared to the previous year.
Similarly the year 1994-95 witnessed a negative elasticity (—0.4876) of
the revenue expenditure as a result of the trimming in the expenditure on
general economic services as well as social and community services.
Our analysis of capital expenditure elasticity with respect to net state
domestic product indicated that initially it was negative (—16.5572) due
to the steep decline in capital outlay on social and community services.
After that, the income elasticity of capital expenditure became positive
due to greater outlay being incurred by the government on social and
community services as well as the increased capital outlay on the
economic services recording 1.4378 in the year 1974-75 and 1.5491 in
the year 2001-02. Therefore, an analysis of the time-point elasticity of
total public expenditure, revenue expenditure and capital expenditure
clearly indicated the explosive growth of public expenditure vis-a-vis

the growth of net state domestic product in the state of Meghalaya.
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(9) In order to ascertain the degrees of fluctuation in the values of
the parameters as shown by the time-point elasticity, an analysis of
constant base elasticity of total public expenditure, revenue expenditure
and capital expenditure with respect to net state domestic product was
carried out. The result of the constant-base elasticity of total public
expenditures showed that it was highly responsive to changes in net state
domestic product. This was evident from the coefficients of income
elasticity of total public expenditure which remained more than unity for
almost the entire period of our study recording 1.835 in the year
2000-2001. However, it may be noted that for the initial year of our
study viz., 1972-73, the coefficient of elasticity was negative (—6.189)
owing to the decline of public expenditure brought about by the fall in
capital outlay on the social and community services during these years.
However, on an average, total expenditures had been growing faster
than net state domestic product as evident from the analysis. The results
of constant base elasticity of revenue expenditure showed that the State
had been experiencing an elastic trend of revenue expenditures for the
whole period of our analysis. The coefficient of elasticity was 2.4244 in
the year 1973-74 and remained at 2.4434 in the year 2000-01. It may be
stated that increasing trend of revenue expenditure reflects the

optimisation of the short-run goals of the society at large. The constant
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base income elasticity of capital expenditure was negative for the first
seven years due to the decline in capital expenditure on social and
community services and economic services during these years.
Thereafter, the constant base income elasticity of capital expenditure
became positive at 2.5310 in 1980-81 and 0.9157 in 2001-02. A closer
comparison of the constant base elasticity of both revenue and capital
expenditures exhibited that the value of elasticity of capital expenditure
was less than the revenue expenditure thereby giving rise to an
apprehension that over the years, a larger share of public expenditure
had entered into the current consumption streams thereby leaving no
rooms for necessary capital accumulation to take place. This itself talks
about the poverty of the State. It was further observed that the revenue
expenditure of the State government of Meghalaya has grown at a very
fast rate compared to the growth of the net state domestic product,
thereby making the revenue expenditure growth a self-propelling one.
Thus, the higher growth of revenue expenditure has brought
about an explosive cycle of expenditure growth. So, the problem is how
to contain the explosive cycle of expenditure growth. Since the size of
public expenditure determines the size of tax revenue of the
government, therefore it was necessary to find out how far the

mobilization of resources (both tax and non-tax) by the government has
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been responsive to the changing patterns of growth of public
expenditure. This necessitated a detailed analysis of the problems and
prospects of internal resource mobilization in the context of the
explosive cycles of public expenditure growth in the State, which we
carried out in chapter-V.

Chapter V was an attempt to examine the problems of resource
constraint and the prospects of internal resource mobilization in the
State during the last thirty years of our study. The purpose of this
exercise was to ascertain the degree of responsiveness of State’s revenue
to the changes in the quantum of public expenditure for determining the
degree of financial self-reliance of the State. This chapter exhibited the
following findings:

An analysis of the exponential growth rate of State’s own tax
revenue showed that it was 16.71 per cent per annum during the period
of our study. This increase of State’s own tax revenue over the years
may be attributed to the expansion of the economic base of these taxes
with the gradual growth of the economy over the years. Similarly, an
upward trend of the growth of total tax revenue was also observed from
the analysis. The exponential growth rate of the total tax revenue of the
State worked out to be approximately 18.59 per cent per annum. Since

the total tax revenues include shared taxes, the higher exponential
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growth rate may be ascribed to the better tax mobilization efforts made
by the Central Government from time to time resulting in a larger
devolution of resources from the Centre to the State. Further, the net
state domestic product showed an annual compound rate of growth of
about 12.61 per cent. This increase in net state domestic product during
the period of study was the result of the relative greater contribution of
the primary and tertiary sectors to the State income. Given the
exponential growth rates of State’s own taxes and the net state domestic
product, it may be observed that the growth rate of State’s own taxes had
continually outpaced the growth of net state domestic product.

An analysis of the percentage share of state’s total tax revenue
and shared taxes in the net state domestic product exhibited some
disturbing results. The percentage of State’s own tax revenue to net state
domestic product, increased slowly over the years from 1.15 per cent in
the year 1972-73 to 4.30 per cent in the year 2001-02. If, we judge the
performances of the State’s own tax revenue on the basis of its
contribution to State income, then the performances of the State’s own
tax revenue presents a poor picture altogether. From this point of view,
the State’s own tax revenue has been increasing at a very slow rate
during the period of our study. Moreover, the percentage of total tax

revenue to net state domestic product which was 3.17 per cent in the
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year 1972-73 gradually increased to 18.03 per cent in the year
1999-2000. If we visualize tax-income ratio as the simplest measure of
tax burden or sacrifice then the analysis revealed that the ratio which
stood at 0.03 in 1972-73 slightly increased to 0.10 in 2001-02 implying
thereby the existence of a static tax structure over the years. This only
proves that the State of Meghalaya fares rather poorly on this count.
The analysis of the ratio of the State’s own tax revenue to the
total tax revenues accruing to the State was an attempt to ascertain the
degree of tax efforts of the government during these years. It was
observed that the ratio, which was 0.36 in the year 1972-73, sluggishly
grew to 0.43 in the year 2001-02. It is quite disheartening to note that the
ratio nearly remained stagnant during the period of our study. In the
light of the above finding, we may conclude that the State had neither
put in extra efforts in raising its own tax revenue in a much more
efficient way nor had it made any sincere effort to tap more resources
during the period covered by our study. We believe, this might have
been one of the factors responsible for the explosive cycles of public
expenditure growth.
In order to ascertain the relative share of State’s total tax and
State’s own tax revenue in the total public expenditure, we carried out an

analysis of tax-expenditure ratio. It was observed that State’s own tax
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revenue as a ratio of total public expenditure stood at 0.04 in the year
1972-73, and slightly increased to 0.08 in the year 2001-02 implying
thereby the low capacity of the State economy to withstand the
explosive growth of public expenditure. From the above findings, we
may be tempted to draw two inferences. First, in the absence of any
cohesive additional domestic resource mobilization programmes,
financing of ever increasing public expenditure has led to the
dependency syndrome of the State on the Centre for higher
grants-in-aid. Secondly, the non-existence of a vibrant tax structure in
order to finance the increased volume of public expenditure has placed
the State at the mercy of market forces in terms of public borrowings.
Judged from the angle of sound fiscal ethics, the performance of the
State government to this effect seems to be unreasonable. The
observation on total tax revenue as a ratio to total public expenditure
showed a ratio of 0.10 in the year 1972-73 which, slowly increased to
0.37 in the year 1999-2000. This clearly indicates the failure of the State
government over the years in mobilizing adequate resources of its own
to counter the pressure of rising public expenditure. From the above
observations, it is very difficult to accept the hypothesis that the level of

public expenditure depends much more heavily on the tax system
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prevailing in the State so as to place the required revenues at the disposal
of the government.

In order to find out the extent of dependency of the State on the
contribution of Central taxes, an analysis of the shared taxes in the total
tax revenue of the State revealed that the shared taxes increased from
49.77 per cent in the year 1972-73 to 64.65 per cent in the year 2001-02.
A striking feature of the State’s taxation as revealed by our analysis was
the phenomenal increase in contribution of the shared taxes to the total
tax revenue of the State. It was observed that over the years, there has
been a continual outpacing of the State’s own tax revenue by the shared
taxes. This indicated that the relative importance of the State’s own
taxes has been much less than it has been in the case of shared taxes as a
component of total tax revenue of the State during the period of our
study. As a result, the State has cut a poor figure with regard to the
efforts put in by it during the last thirty years of our study to mop up
additional resources from its own sources. The increasing dependence
of the State on the share of Central taxes might partly be due to the
ever-increasing pressure of the State on the Central Government to
widen the pool of shareable taxes and partly due to the greater in-built
flexibility that has been brought into these taxes thereby making them

more elastic than the State’s own taxes.
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In order to ascertain the pattern of taxes in the overall schemes of
resource mobilization programme of the State, we carried out an
analysis of direct and indirect taxes in terms of their relative growth over
the years. It was observed that the indirect taxes contributed a larger
share to the increase in tax revenue of the State over the years. The
State’s own indirect taxes exhibited an annual exponential growth rate
of 16.85 per cent while the State’s own direct taxes grew at a lower rate
of 11.32 per cent. This showed that indirect taxes occupy a predominant
position in the total tax structure of the State. A closer scrutiny of the
ratio of indirect taxes to net state domestic product revealed that the
overall incidence of indirect taxes increased more than ten times during
the period of our study. Further, it was observed that the pattern of
State’s indirect taxes changed significantly in relative terms, i.e., there
was a tremendous increase in taxes on commodities and services. That
is, with the gradual commercialization and modernization of an
economy, it becomes possible for a developing economy to collect more
taxes on commodities and services. However, from the point of view of
productivity, the State cannot depend entirely on this latter group of
taxes. On the other hand, the poor performances of the direct tax may be
ascribed to the inadequate coverage of these taxes and the existence of a

predominant subsistence sector in the state. Further, if we rationalize the
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insignificant role of the direct taxes, then this may be sought in terms of
the existence of mass poverty and the prevalence of self-employment,
which has kept many people away from the direct tax net. Under these
circumstances, we believe that the Government has opted for
institutionalization of the direct taxes. Therefore, from the above
findings it may be remarked that the State has not succeeded to enhance
the role of indirect taxes in the process of resource mobilization and
failed to take bold decisions in order to widen the net of direct taxes so
as to make the attempt at generating more resources more meaningful in
the light of explosive growth of public expenditure.

In order to find out the relative importance of the individual taxes
in the overall tax structure of the State, we carried out an analysis of
compositional pattern of the State tax revenue. The compositional
pattern of taxation of the State showed that over the years, the
percentage contribution of sales tax to total tax revenue was 45.45 per
cent in the year 1972-73 which grew to 52 per cent in the year 2001-02.
Hence, sales tax has remained the pride of the State in terms of its
resource mobilization capacity. The growing importance of sales tax
might be due to the expansion of the tax base, an upward revision of the
tax rate and the extension of its coverage. State excise occupied a second

place of importance in terms of revenue generation. The percentage
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contribution of state excise to total tax revenue of the State was 14 per
cent in the year 1972-73, which grew to 38 per cent in the year 2001-02.
This increase could be explained by the fact that the State does not
follow some other States in the country in implementing the policy of
prohibition. The other taxes which contributed less than 2 per cent to the
total tax revenue of the State such as the Duties on Electricity, Motor
Vehicle Tax, Entertainment including Betting Taxes showed a declining
trend during the period of our study. Therefore, the declining trends are
an indicator that the State has not been able to rationalize its tax
structure throughout the period of our study.

Based on the above exercises, we may be tempted to conclude
that, the trend observed from the pattern of the composition of the
State’s taxes is not at all warranted from the point of view of a healthy
fiscal economy. The reverse would have been commendable in the
context of the State’s efforts at achieving self-reliance with regard to
resource mobilization of sufficient resources for implementing several
developmental programmes.

From the above analysis, one could see the dismal performance
of the State government in generating adequate resources from the
sources at its disposal. Hence, an attempt was made to analyze the

amount of funds transferred from the Centre to the State in order to find
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out the extent of dependency of the State on the Union Government. The
total Central resources transferred to the State constituted near about 65
per cent of the total fiscal resources of the State. The ratio of Union
resources transferred to aggregate State’s expenditure was 62.29 per
cent in the year 1972-73 which increased to 63.65 per cent in the year
2001-02. The State’s share of divisible taxes and duties has increased
both in absolute and in relative terms. This trend without any doubt has
brought about a plausible deleterious effects on the growth and
sustenance of the taxation efforts of the State in recent times. Given the
level of resource mobilization effort of the State and given its degree of
dependence on the Centre, we can hypothesize that the State will
continue to depend heavily on the Central transfers, in the years to come
unless it goes for an immediate rationalization of its tax structure.
Therefore, in the absence of additional means to mop up adequate
revenue, the State of Meghalaya is far from the goal of financial
self-reliance. As a consequence of the devolution of increasing
developmental responsibilities to the State on the one hand and at the
same time the allocation of relatively inelastic sources of revenue on the
other, there has been a growing and widening gap between the State’s
own financial resources and its expenditure requirements. This has

augmented the need for increasing transfers of funds from the Centre to
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the State.

It was observed that since the State has very low taxing capacities
and a narrow tax base, an attempt was made to analyze the statutory
grants made available by the Finance Commission to the State in order
to determine their relative magnitude in the overall fiscal armoury of the
State. However, it may be noted that the significance of the statutory
grants had been declining from 63.88 per cent of the total resources
transferred in the year 1972-73 to 51.39 per cent in the year 1999-2000.
The important factor could be found in the nature of central planning
process that the economy has adopted. On the other hand, the increasing
dependence of the State government on the non-statutory grants
(although this percentage shows a declining trend, in comparison to the
statutory grants) cannot remain the trend in order to maintain the
financial autonomy of the State. This clearly shows that the over
dependence of the State government on Central grants and aids may not
be conducive to the financial health of the State economy. Further, if the
pattern of the composition of federal transfers is to be taken as the
yardstick to measure the relative degree of self-reliance of the State,
then the findings corroborate the inference drawn earlier that the degree
of self-reliance in Meghalaya is exceptionally low.

It 1s evident from the above discussions that the State has failed
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miserably on the front of internal resource mobilization thereby giving
rise to a situation of explosive cycle of expenditure growth. It is a
well-known fact that the capacity of the Government to execute
development programmes in the State depends upon its willingness and
capacity to generate the necessary resources. From the above
observations, it is very difficult to accept the hypothesis that the level of
public expenditure depends much more heavily on the tax system
prevailing in the State so as to place the required revenues at the disposal
of the government.

Keeping in mind the constraints of the growth of State’s tax
revenues over the years which we believed gave rise to an explosive
cycle of public expenditure growth, an appraisal of the constituent
expenditure instruments in terms of determinant study assumed great
importance. Such a study, we believed, would help in identifying the
factors responsible for the observed anomaly. An attempt therefore was
made to look into this intrinsic issue in terms of determinant analysis, in
the next chapter.

Chapter VI was an attempt to carry out an empirical analysis of the
determinants of public expenditure in Meghalaya in order to ascertain
the factors responsible for the resultant anomalies in the public

expenditure front. Since we have already argued earlier that both public
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expenditure and taxation are two sides of the same coin, we believe an
analysis of the determinants of public expenditure in isolation from the
determinants of revenue may give a partial picture of the wider problem
of explosive cycle of expenditure growth. So, an attempt was made in
this chapter to analyze the determinants of both public expenditure and
taxation by giving more weight-age to expenditure side of the problem
as the main objective of our study is to focus on the determinants of
public expenditure.

When we applied global model of public expenditure which
incorporates twelve explanatory variables as discussed in chapter III to
the empirical data, we found that the pure economic variables viz., per
capita income, net state domestic product and consumer price index
having poor fit to the data, whose parameter estimates were reported to
be insignificant in a simple linear version. Therefore we were tempted to
carry out a log linear version of the global model with a motive to get
better result out of it. However, the result showed that only the
passenger vehicles as a parameter of the estimate happened to be
significant. The result indicated the incongruous fact that in a state like
Meghalaya where the per capita income is very low, yet the number of
passenger vehicles is very high as to influence the level of public

expenditure in the State. Under such circumstance, the above estimating
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equation becomes redundant and cannot be used as an indicator of future
demand for public expenditure.

In order to get better result of the estimating equation we
thought it imperative to drop the variables having insignificant estimates
of parameter. So, in the second phase of our analysis, an attempt was
made to retain the explanatory variables such as per capita income,
consumer price index, passenger vehicles, goods vehicles and doctors
per thousand population in the global model. The estimating equation
showed that consumer price index emerged as one of the most reliable
variables influencing the level of public expenditure. This could be
explained by the fact that a substantial portion of the State’s
expenditures are channelised to the payments of ‘wages and salaries’
which may have a positive pressure on the consumption expenditure and
implicitly on the consumer price index. Therefore, our analysis proved
the hypothesis that in Meghalaya, the consumer price index has a
positive influence on the growth of public expenditure as demonstrated
by the increasing cost of providing public services. This finding also
justifies that public expenditure in the State over the years has tilted
towards the expansion of the service sector. This also supports our
earlier findings that public expenditure has grown at the cost of the other

two sectors of the economy.
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Further, in order to ascertain whether per capita income exerts
any pressure on the determinants of public expenditure, we considered
public expenditure as a simple function of per capita income as the only
explanatory variable. The result showed that the estimate of the
parameter of per capita income was highly significant. This, no doubt
testifies the findings of the earlier studies which exhibit a direct
relationship between them.

However, in our further attempt to estimate public expenditure we
took net state domestic product as the only explanatory variable. The
estimating equation exhibited an R’, which was equal to nearly 0.98.
The result indicated that the impact of net state domestic product on
public expenditure during the period of our study had been not only
positive but also highly significant. This only proves our hypothesis that
the level of public expenditure responds freely to the rise in the level of
net state domestic product resulting in the explosive cycles of public
expenditure growth.

In an attempt to estimate public expenditure, we utilized
another model of the earlier studies by taking primary sector income, per
capita income and consumer price index as the independent variables.
The result exhibited positive sign for all the estimates of the parameters

of the independent variables; except for the per capita income, the other



396

two estimates of the parameters of primary sector income and consumer
price index were significant. When we took the log linear version of the
same model, the analysis yielded better result, which showed that per
capita income was less significant in comparison to the other two
variables viz., primary sector income and consumer price index. The
result showed the importance of the primary sector income in the
estimation of public expenditure in the State, which indicated the fact
that the State had not been able to effect structural changes in the
predominant agrarian economy during the period of our study. It may be
concluded, therefore, that the quantity of public services provided has
not increased much during the period of our study. In other words, the
analysis has proved the hypothesis that in Meghalaya, there exists a
functional relationship between the growth of the State’s public
expenditure and the changes in the quantity of public services provided.

In another attempt to estimate public expenditure we took per
capita income and consumer price index as two explanatory variables.
The result showed that per capita income bore a positive sign. Further,
the log linear version of the same model, yielded the result which
indicated that the consumer price index was a prominent contributor to
public expenditure.

While analyzing public expenditure as a function of primary
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sector income and per capita income, the result showed that the estimate
of parameter for per capita income bore a negative sign while the
primary sector income not only bore a positive sign but the estimate of a
parameter was highly significant. However a log linear version of the
same model gave the result which indicated that the estimate of the
parameter of primary sector income was highly significant.

Lastly, we considered another model used by the earlier studies
by taking per cent of income originating in the primary, secondary and
tertiary sectors as the explanatory variables in the estimation of public
expenditure. The result showed that only the tertiary sector, which was
highly significant at least at 99 per cent level of probability. The fact that
the tertiary sector has become very prominent in the estimation of public
expenditure only indicates the weakness of the secondary sector due to
the lack of efforts on the part of the government to bring about
industrialization in the State.

As we have noted above, the empirical analysis on public
expenditure in isolation from revenue would not give us the complete
picture of the problems related to public expenditure. Hence, in order to
get a better perspective of the problems at hand, we also attempted to
analyze the factors that influence revenue in the State.

In our analysis of the global model of twelve variables for
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estimating revenue of the State it was found that among the pure
economic variables viz., per capita income, net state domestic product
and consumer price index, the estimate of the parameter of the net state
domestic product was highly expected by us to contribute positively
towards revenue but showed that it was negative. The estimate of the
parameter of per capita income rightly bore a positive sign and the
consumer price index bore a positive sign with a highly statistically
significant estimate of the parameter. The log linear version of the same
model indicated that only two independent variables viz., net state
domestic product and consumer price index bore the estimates of the
parameters which were statistically significant. The importance of net
state domestic product in the estimation of revenue could be explained
by the fact that with the expansion of the economic activities in the
economy, the level of revenue tends to increase. Regarding the impact of
the consumer price index on the State revenue, it could be explained by
the fact that a substantial portion of the State taxes were derived from
the taxes on cash consumption of commodities, many of which enter
into everyday consumption.

In another model where we considered per capita income,
consumer price index, passenger vehicles, goods vehicles and doctors

per thousand population as the explanatory variables, it was found that
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passenger vehicles, goods vehicles and medical doctors appeared to be
more dominating variables in estimating the revenue of the State. The
contribution of the transport sector and that of the medical doctors
towards the revenue of the State is questionable as the State has neither
been able to consolidate the economic infrastructure like the transport
sector nor enhance the social infrastructure like the medical doctors.

Further, we attempted to estimate the revenue of the State by
taking per capita income, consumer price index and passenger vehicles
as independent variables. The result showed that although the
magnitude of the parameter estimates of per capita income and
consumer price index were not so high yet they contributed positively
towards the revenue of the State. This indicates the fact that with the
increase in per capita income, the capacity of the State fetch tax revenue
increases.

In another model for estimating revenue, we considered per
capita income, consumer price index and medical doctors as explanatory
variables. It was found that the parameter estimate of consumer price
index was highly significant in the estimation of the revenue of the
State.

However, by taking revenue as a function of passenger vehicles

and goods vehicles, the result showed that the coefficient of the
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passenger vehicles had a positive contribution towards the realization of
revenue. On the other hand there was a negative influence in so far as the
contribution of goods vehicles was concerned towards the realization of
revenue of the State.

Further, in our attempt to estimate revenue, we took per capita
income as the explanatory variable as used by many researchers. From
the analysis it was detected that the parameter estimate gave us a very
highly significant value. From this model we can infer that even in the
absence of other explanatory variables, per capita income was a
judicious and reliable variable in order to explain the revenue of the
State. However, by taking net state domestic product as the only
independent variable, it was found that net state domestic product was
less reliable than per capita income in estimating the revenue of the
State.

In another model for estimating revenue, we took primary sector
income, per capita income and consumer price index as independent
variables. The result of the estimating equation showed that the
parameter estimate of primary sector income came out to be significant.
The log linear version of the same model showed that all these
explanatory variables contributed positively towards the estimation of

revenue. The impact of the primary sector income on the estimation of
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revenue of the State only indicates the fact that the State had not
succeeded to change the predominant agrarian structure of the economy
during the period of our study.

Further, in our attempt to estimate revenue, two explanatory
variables were used viz., per capita income and consumer price index.
The analysis revealed that as in the previous cases, the per capita income
had a negative sign while the consumer price index had a positive sign,
which was also significant. By using a log linear version of the same
estimating equation the result revealed that the parameter estimate of
consumer price index was highly significant.

We considered primary sector income and per capita income as
two other explanatory variables in order to estimate revenue. The
estimating equation exhibited that the estimate of parameter for per
capita income bore a negative sign although the estimate was
significant. The primary sector income came out to be a positive
contributor to revenue as the estimate of this parameter was very highly
significant. From the log linear version of the same estimating equation
it was found that both the primary sector income and the per capita
income had a positive influence upon revenue. However, the estimate of
the parameter of primary sector income was very highly significant.

Finally, in our attempt to estimate revenue we took per cent of
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income originating in the primary, secondary and tertiary sectors as the
explanatory variables. The estimating equation indicated that the
estimate of the parameter of the income originating in the tertiary sector
was of a large magnitude; it was very prominent and influential in
estimating the revenue of the State than the other two sectors of the State
economy. The model was a reliable one for explaining the current
situation but not reliable for prognosis purposes. If the income
originating in the tertiary sector could influence so much the level of
revenue in the State, it only indicates that the industrial sector has been
pushed to the insignificant position due to lack of industrialization
taking place in the economy.

Hence, from the empirical analysis carried out in this chapter, it
was found that in Meghalaya, the rise in the level of per capita income
influenced the level of public expenditure as usually found in most
empirical analyses. Further, the result of our analysis showed that net
state domestic product was highly significant in the estimation of public
expenditure in the State. Therefore the above analysis only proves our
hypothesis that the level of public expenditure in the State of Meghalaya
responds freely to the rise in the level of net state domestic product
thereby giving rise to the explosive cycles of public expenditure growth.

However, it was found that the consumer price index proved to
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be another important determinant of public expenditure in the State.
This could be explained by the fact that a large portion of the State’s
expenditures are constituted by ‘wages and salaries’ which may
reasonably be presumed to increase proportionately with consumer
price index as the State government employees belong to the organized
sector. Therefore, our analysis proved the hypothesis that in Meghalaya,
the consumer price index has a positive influence on the growth of
public expenditure as demonstrated by the increasing cost of providing
public services. Further, it was observed that the primary sector income
was a significant determinant of public expenditure; this may be inferred
that the State has not been able to effect structural changes in the
predominant agrarian structure of the economy during the period of our
study. It may be concluded, therefore, that the quantity of public
services provided had not increased much during the period of our
study.

On the basis of the model used by the earlier studies it was
found that the tertiary sector was another important factor, which
determined public expenditure. This could be explained by the fact that
in the absence of industrialization taking place in the State during the
period of our study, the tertiary sector had become very prominent in the

determination of public expenditure. Again passenger vehicles rather
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than goods vehicles exerted greater impact on public expenditure in the
State. This could be explained by the incompatible fact that Meghalaya a
poor and backward State with very low per capita income could have a
very high number of passenger vehicles.

Similarly, on the revenue front, the level of per capita income
could still be considered as a judicious and reliable variable in the
estimation of revenue of the State. However, the important role played
by the primary sector income in the determination of revenue indicated
that the State had not been able, in the last thirty years of statehood, to
bring about changes in the agrarian structure of its economy. The State
economy had remained stagnant, otherwise as the State develops, the
share of primary sector income was expected to decline. The tertiary
sector was another important determinant of revenue due to lack of
industrialization taking place during the period of our study.

Regarding the impact of the consumer price index on the State
revenue, it could be explained by the fact that a substantial portion of the
State taxes were derived from the taxes on cash consumption of
commodities, many of which enter into everyday consumption.

Based on our observations about the factors responsible for the
growth of public expenditure and revenue in the State we may put

forward the common variables which determine both public expenditure
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and revenue in the State of Meghalaya viz., per capita income, consumer
price index, primary sector income and the tertiary sector of the
economy. However, it is curious to note that public expenditure of the
State was very much influenced by the net state domestic product. As a
result, this has brought about the explosive cycle of public expenditure
growth. On the other hand, it was found that revenue of the State
although affected by net state domestic product, yet the State had not
been able to mobilize adequate resources as the tax system of the State
lacks in-built flexibility as well as automatic response and discretionary
response. This necessarily implies that the State has not made
whole-hearted efforts at taking away a major portion of the incremental
income resulting from the increase in public expenditure over the years
to the State coffers. The failure of the State on this front we believe is
mainly responsible for getting a distorted picture of explosive growth in
public expenditure. As a result the State found it difficult to bridge the
gap between public expenditure and revenue, thereby giving rise to a
situation of poverty that the State finds itself today.

The overall picture that emerges from our analysis of the growth,
pattern and determinants of public expenditure is not at all encouraging.
The fact remains that unabated growth of public expenditure with a

non-responsive tax system has resulted in not only an explosive cycle of
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expenditure growth but also a paradoxical economic development. We
call it a paradoxical economic development, because if it is presumed
that public expenditure is carried out to meet the economic objectives of
income distribution, resource allocation, and employment generation for
effecting the steady economic growth, then paradoxically it has resulted
in the poverty of the State culminated in the form of low per capita
income, low level of state domestic product, low level of employment
and low level of economic activity. We believe that the resultant
paradox in the context of Meghalaya has arisen due to the failures of
public expenditure policies to address themselves to the right set of
objectives. This provides us enough temptation to spell out certain
positive policy prescription to overcome the deficiencies of the present
public expenditure policy of the State. Section II is an attempt in this
direction.
SECTION -11I

7.2 Policy Implications

From the given trend and pattern of public expenditure, it is
found that the Government has laid emphasis on the expansion of the
service sector and generation of employment. The expansion of the
service sector over the years has become self-defeating in the absence of

sound infrastructure footing. In order to overcome this, we suggest a
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balanced expenditure growth to take place.

The tremendous increase in revenue expenditure of the State
government has brought about the explosive cycle of growth in total
public expenditure. In order to contain this problem, the public
expenditure policy would have to be directed into three important areas:
(1) allocation of more resources to the critical sectors with a view to
raising the productivity and growth of the State economy (ii) economy
in government expenditure, and (iii) shifting of resources from less
desirable to more desirable uses from both social and economic point of
views.

In order to achieve the first objective, two implications should
be taken into consideration: (a) changing the existing overall mix of the
aggregate government expenditure. For instance, a greater emphasis
may be required to be given to the developmental activities. In
Meghalaya, we have seen that, as the developmental expenditures in
absolute figures have been pushed up to remarkably high levels during
the plan period, so also the non-developmental expenditures on revenue
account have witnessed a steady increase. With additional increase in
the volume of developmental expenditures, the non-developmental
expenditures also tended to increase, mainly on account of increasing

burden of administrative machinery of the State to shoulder heavier load
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of economic activities. However, care should be taken that with every
increase n developmental expenditure, the additional
non-developmental expenditures should comparatively decline so as not
to pull down the growth efficiency. (b) In order to overcome the problem
of resource shortage to finance the mounting pressure of public
expenditure, taxation and borrowing are the two vital sources of
development finance. However, both the sources of revenue have their
own attractions and limitations and policy makers would have to strike a
balance between these two sources of revenue so as to give an incentive
to the private sector also to flourish.

Further, it is of utmost significance to ensure economy in
government expenditure. Regular feature of high levels of
non-developmental expenditures need close scrutiny. The current
practice of incremental budgeting under which the current levels of
expenditures largely depend on the levels prevailing in the earlier period
1s quite detrimental to the interests of any rational government
expenditure policy. In this context, the introduction of quarterly
budgeting is well in line with the policy of sound fiscal management.
This requires the identification and sharpening of objectives;
examination of various alternatives of achieving these objectives;

selecting the best alternative through cost-benefit analysis and cost
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effectiveness analysis; prioritization of objectives and programmes;
switching of resources from programmes with lower priority to those
with higher priority; and identification and elimination of programmes
which outlived their utility. The method requires expenditures on even
the on-going projects to be justified. It is applied to both developmental
and non-developmental expenditure. Quarterly budgeting aims at
developing a system which will ensure that government departments
spend money on plan schemes according to schedule. It requires
checking on quarterly basis so that any money which remains unspent in
a particular quarter could be made available to other schemes. This
rescheduling of flows of funds would also help in bringing about
economy in government plan expenditure. Quarterly budgeting is an
extremely useful tool of fiscal management and financial control. Policy
makers have to ensure that the rules are properly implemented.
Regarding the shifting of resources from less desirable to more
desirable uses, it may be pointed out that more of government
expenditure be channeled to extending and strengthening of the capital
base. It is a known fact that the objective of capital formation is achieved
to a lesser extent from the expenditure on social and community
services. Hence higher allocations should be made to those sectors

which will provide the required infrastructure for rapid economic
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development.

It may be noted that economists are normally in favour of a shift
in the structure of the economy, from agrarian to non-agrarian. But in
our opinion, a balanced growth is more practical for a State like
Meghalaya. In other words, Meghalaya has a comparative advantage in
agro-based industries for which, the State Government is also
implementing various schemes for improving the productivity of
horticulture and agriculture. In consonance with this emphasis, the State
Government should continue giving priority to agro-based industries
which, will not only further strengthen the agricultural sector of the
State, but also generate more employment opportunities. This would
further ensure the efficiency of the service sector and thus appropriate
balanced growth is maintained. To achieve this objective, it is
imperative to adopt an integrated approach to an over-all development
of the State irrespective of ideological differences and stability

consideration of the policy makers.

Normally, the public sector is considered as an important agent in
promoting balanced growth with social justice. However, in the context
of the on-going changes in the public sector policy of the Government of
India, there is an urgent need to mitigate the growing problem of

unemployment and the constraints on budgetary resources. This can be
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achieved only if the State Government encourages the private sector
investment in order to accelerate industrial growth in the State. In order
to materialize this objective, it is necessary that the Government provide

the need-based budgetary support wherever required.

In pursuance of this policy, the State should identify the sick units
of public sector undertakings that can be made viable and provided with
a comprehensive package of assistance for their survival and help in
conducting diagnostic studies with a view to taking drastic decisions
within a specific time frame regarding the future of such units. The other
alternative for the Government is to examine the feasibility of
privatization or corporatisation of such sick units. This measure would
definitely rationalize public expenditure of the State and would help to
divert resources into other productive lines.

Keeping in view the increasing budgetary deficit of the State, as
a consequence of increasing debt service burden and spiraling
establishment cost, the State will have to intensify measures for resource
mobilization. Since the per capita income is very low, the State will
continue depending on indirect taxation for many years to come. As a
result, the tax structure has to be rationalized in order to make it more
buoyant and elastic. Certain ways and means will have to be found out in

order to reduce the number of sales tax and levy uniform tax rates in
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respect of some important commodities. This will reduce both
administrative and compliance costs significantly. Since State excise is
a major source of revenue for the State, following steps are suggested:
(a) enhancement in the rates of State excise (b) vigorous tax efforts on
the part of the State Excise Department (c) stoppage of pilferage and (d)
vigorous efforts to stop illicit distillation and breweries. The taxes on
entertainment including betting should be brought under stricter tax
compliance in order to make them more buoyant and elastic.

The success of these ambitious measures, however, will be
determined to a great extent by the ability to generate resources from the
sources at the disposal of the State Government. The next related issue
of concern, therefore, being the resource inadequacy of the State, which
in turn has led to fiscal imbalances in the State over the years. The
inadequate State’s own tax revenue on the other hand, as pointed out
earlier, is the result of twin factors such inadequate tax effort on the part
of the State Government and the relative inelastic nature of State’s own
tax. In spite of these constraints, the State Government is expected to
raise more and more internal resources from sources other than internal
debts to successfully implement the planned targets. Thus,
rationalization of the tax system would serve to resolve the problem and

should be carried out whole-heartedly by the government.
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With a view to simplifying the indirect taxes and reduction in
evasion of tax as well as to ensure tax transparency, the Government of
India has initiated a policy to replace Central Excise and the State’s
Value Added Tax system by a unified Value Added Tax Scheme by
April 2003. To this end at least twelve states of the country have already
agreed to introduce a Value Added Tax System in place of Sales Tax.
This mechanism would indeed reform our tax system to the extent that it
would do away with the confusion of tax on intra-state transactions. We,
therefore, suggest to the State Government to set up a committee to
examine the feasibility of such policy of tax system in Meghalaya at the

earliest possible time.

Apart from relative inelastic source of State’s own tax, laxity of
tax efforts and limited source of tax revenue has been the causes of
resource inadequacy in the State, greater effort, therefore, is called for
ploughing back the incremental income resulting from economic
growth. This can be achieved from a sustained increase in the tax-base,
which would entail an expansion of coverage, a regular adjustment in

the rates of inflation and minimization of collection lags.

Lastly, to counteract the erratic economic fluctuations, a rational
approach to the assessment of public expenditure programmes and

forecast of prospects and resource potential of the State is needed, as it is
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being done in most of the States. For this purpose, establishment of a
research cell with all the basic facilities is of utmost importance. While
formulating expenditure and taxation policies, the policy makers must
take into account the statistical method of economic forecasting at least

for a period of five years.

We believe that the above suggested measures would definitely
improve the efficiency of public expenditure of the State, and gradually
these measures would usher in a transformed economy: a self-sufficient
and self-reliant economy to fulfil the aspirations of the people of the

State.
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