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Introduction

The developing economies and the less developed
regions within them have been suffering from the twin
problems of poverty and unemployment. Economic inequali-
ties get accentuated by the development process itself
in the earlier phases. The market forces in the short
run may prove Iinadequate to resolve the problems
of under-development, poverty and economic inequalities
for mitigating which special strategies are required.
The palicy interventions and direct participation by
the public authority in the developmental process may
direct the developmental process along the desired
path. The levels and patterns of public outlays may
be used as instruments to guide and regulate the levels,
rates and patterns of growth. This study evaluates
the impact of public outlays upon the growth of the
Meghalayan economy. The study has developed a simple
multplier - accelerator model of growth which, in
combination with a modified productdon functon,
puts the rate of growth of output at the base of the
long run tendency of spatial developmental inequalities
towards convengence or divergence. The study examines,
in terms of this model, the inter—relations between
the levels and patterns of public outlays upon the magni-
tude and the direction of the rate of growth of income
of Meghalaya. The study covers a period of eleven
years from 1975-76 to 1985-86. The data have been
obtained from the Directorate of Economics, Statistics
and Evaluation, Meghalaya,'Shillong.

Model and Methodology

Development is primarily a temporal aspatial process;
and the growth rate constitutes its core. The growth
performance of an economy may also be evaluated
by comparison of its developmental levels at two paint
of time. However, the comparative method neéglects
the time-path and nature of the process of change.
The analysis of the factors and the processes that
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generate the developmental impulses are also beyond
the scope of this method. Such lLimitations may be
overcome by incorporating growth rates in the analytical
framework.

Investment may be hypothesized as the major determi-
nant of development in general and the growth of income/
output in particular. There exists a fundamental functional
rélation between investment and the growth of output.
The growth of output depends upon investment or upon

multiplier and accelerator. Multiplier may be related
to the propensity to save while the accelerator refers
to the reciprocal of capital - output ratio. If B de notes

the capital output ratio, we will have

NP S (D
Y
This can also be expressed as either K = By......... (2)
o Y =é s Bikiiead3)

Where K is captal stock and Y is income/output and
Re=k,+ B 1 (4)

Where K _ is the capital accumulated upto period t,

O denotes initial period and It = dK is the amount

of investment in period t.

Differentiating (2) and substituting for B from (1), we

will get QIS W © ki (5) (AR = Bdy)

Where G and g are the rates of growth of capital stock
and output. Thus, equations (5) and (6) show that the
output will grow at the same rate at Which the capital

stock grows.
Equation (5) can be modified as fallows:
dK =B dy
Y Y
Orr= Bg
BE g = 1 Eikiae. (7)
B
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Where is the investment rate which equals the
savings rate in equilibrium. Equation (7) shows that
the rate of growth of output is a function of the savings
or investment rate. If B is  assumed to be  constant
the relation of proportionality may also be postulated.
The equation stipulates that the rate of growth of output
equals the product of the average productivity of capital
and the rate of investment. Thus, the growth of output
will be determined by the twin processes of the multiplier
and accelerator. The capital co-efficient and the investment
rate are the pivots of growth from which the levels
and temporal patterns of development of an economy
may easily be discerned.

Generally, output is functionally related to the
inputs of labour, capital and intermediate goods used
in the production processes; investment in working and
fixed capital may also be distinguished. As disaggregated
data are not available, outlays on all factor inputs used
in the production processes have been considered.

Out-lay refers to public outlays on the developmen-
tal projects during the plan periods. But total outlays
include private outlays also, but public outlays in India
constitute a very large proportion of total outlays. Develop-
ment in less developed regions has been initiated and
nurtured mainly by public outlays. All the same, outlay
figures will be under estimated if public outlays, alone
are considered. We could remedy it by either adding
private outlays to these figures, or the output may
be reduced by that amount which originates in the private
sector. But such adjustments are not likely to alter
the results qualitatively though the parametric estimates
will decidedly change in magnitude.

Rising factor productivities play the pivotal role
in the developmental process as the technological base
of the economy is upgraded. The factor productivities
at the average level and at the margin reflect the nature
of the returns to scale under which production takes
place. The marginal and average productivities/coefficients
of the factor inputs are equal in equilibrium when output
is at its optimum level. At this paint, production takes
place under constant returns to scale. But production
will be subject to increasing of decreasing returns to
scale according to as m < a, where 'm' is fhe marginal
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and 'a' is the average productivity of outlay. Outlay
elasticity of output denoted by < e may also be used-
for this purpose. Production processes will show increasing,
constant and decreasing returns to scale according to

The outlay elasticity of output and the productivities
of outlays may be estimated from the fallowing modified
production function:

logY=L+elog o ....... (8)
Where O denotes total outlays. The function has been
esiimated by the OLS method. The usual assumptions
of the OLS estimators have been adopted. Equation
(8) furnishes us the fallowing inter relations between
the outlay productivities and the elasticity: :

et ol i (9)
y do
Or -Ld = e—L ®®0ccescsvse
do 0
S T = IR e ol (10)

while equation (10) shows that the marginal productivity
equals the product of average productivity at geometric
mean level and the outlay elasticity of output.

5@ Soalon e Mt 5 O equation (7) may also be written
B & as
G T AN Geiseeveiseiennn (11
S el (| I Y (12)
T e

Thus, the equation (12) combines the multiplier - accelera-
tor with the modified production function analysis for
determining the growth of output.

2. If different factor inputs are distin guished in the
production function, sum of outlay elasticities of output
will show the returns to scale in operation. As we have
considered outlay on factor inputs together, single outlay
elasticity ‘co-efficient will perform this role.
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Empirical Results

The rates of growth of outlay and output and
the pattern of sectoral allocation thereof have been
derived both in constant and current prices. The estimated
rates are reported in tahles 1 and 2.

Growth in Nominal Terms

The Nominal Net Domestic Product has increased
by 4.62%. The index of state's Net Domestic Product
relative to that of the nation has declined negligibly
to 0.161% from its base year value of 0.168%. Thus,
the states economy has maintained its relative position,
by and large, during the fifth and sixth five year plans.

But, is this growth performance commensurate
with the developmental efforts ?

Total outlay during these plan periods may reflect .
the overall developmental efforts of the state. The
outlay has increased by 7:87 % which is 1.7 times the
rate at which income in current prices has increased.
It suggests that the producton processes have been
Characterised by the diminishing returns. This particular
feature of the growth process may be accounted by
‘one/some/all of the fallowing factors:

1) Unchanging technology;

2) Sub-optimal or . extra-optimal scale of operation;
and

3) inappropriate sectoral pattern of allocation.

Sectoral Growth

The- outlay on primary sector has increased by
6.34% while the outlays on secondary and tertiary sectors
have increased 6.45% and 8.24%. The differences of
these growth rates are not significant statistically,
but the share of the tertiary sector has been disproportion-
ately large. The shares of the primary and secondary
sectors in total outlay have declined by 2.07% and 1.42%
respectively, while the share of the tertary sector
has increased by 0.37%. The shares of primary and secon-
dary sectors in total outlay do not differ from each
other statistically, but their growth has been significantly
different from that of the tertary sector. Then the
arowth of even the tertiary sector seems to have beern

dominated by the growth of administrative services,
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which are expanded more rapidly than the productive
infrastrctural  faciliies. This highlignts the possibility
of the state's economy converging towards an office.
economy. The long run growth can be sustained only
by the strengthening of the productive sectors the economy.
The disproportionate growth of services has however, been
a feature of the growth of the national and other
regional economies also. ;

Growth Performance In Real Terms

The 1970's have been marked by unabated inflation-
ary pressures. As inflation has affected the regional
economy of North-East India more deeply than the national
economy, the growth in nominal terms may overestimate
the real growth. Growth has in real terms therefore
been evaluated.

Output in real terms has increased at 1.08%.
This is much lower than the growth of nominal output.
This difference of 3.56% between the rates of growth
of nominal and real output reflects the inflation rate.
As against this, outlay in real terms has increased at
4.38%. Thus, the outlay is required to grow four times
more rapidly than the output. This can hald only if
production processes operate under diminishing returns.
Thus, the growth of both the nominal and real output
has been subject to the diminishing returns.’ ’

If increase in population is also considered, economy
may show even negative growth. Both price rise and
the population growth may be neutralised if we measure
the values in real per-capita terms. The per—capita outlay
in real terms has increased at a significant rate, of
3.6 percent. As against this, the per-capita output in
real terms has declined at a statistically negligible rate
of 0.04 percent. Whereas the, population growth has
reduced the growth of real outlay by 0.77 percent only,
it has comgletely swamped growth of real output.
This gll;g}ﬂights the urgencis of the need for population
contr

Sectoral growth
These results seem to emanate partly from the
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pattern of resource allocation. The real outlay on the
primary and secondary sectors has increased by 3.4
and 2.8 percent, while the outlay on the tertiary activities
has increased by 4.7% per annum. Consequently, the
relative shares of the primary and secondary sectors
have declined by 1 and 1.6 percent, but the share of
the tertiary sector has increased at a rate of (0.31%.
This supports the hypothesis of the dominances of the
growth process by the tertiary sector.

Productivity of Outlay and Returns to Scale

The tendency of output to grow proportionately
less than outlay which has been revealed by the growth
rates, has been further examined by means of the modified
production function. The outlay elasticity of output
in current prices is only 0.50. This points towards the
probability of the producton process operating under
the Diminishing Returns. The average pmducti;yity of
outlay at geometric mean level is approximately”, while
the corresponding marginal productivity is only 1. Phus,
the average productivity of outlay is twice as large
as its value at the margin. This supports the hypothesis
of the prodyction processes being subject to diminishing
returns to scale. In case of the output and outlay in
real terms. The tendency of diminishing returns is operating
even more sharply. The outlay elasticity of real output
is only 0.2. The average productivity is still approximately
2.0, whereas the marginal productivity is only 0.38.
The real values are much lower than the carresponding no:i-
inal values of output elasticity and the marginal productivi-
ty of outlay. Thus, there is overwhelming empirical evidencs
to support the hypothesis that production is tZ@king place
under diminishing returns.

Dominance of Tertiary Sector

. The dominance of the growth process by the
tertiary sector may probably explain this phenomenon.
The growth of sectoral output and outlay in nominal
terms for the period' 1979-80 to 1985-86 has therefore,
been worked out. Whereas output of the primary goods
has increased by 4.98 percent, the outlay has expanded
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by 5.4 percent. The output and outlay cf the secondary
sector have increased by 5.05 and 5.45 percent respectively
Thus, the production of both the primary and secondary
goods seem to have been subjected to the mild operation
of the decreasing returns to scale. But the output of
the tertiary sector has increased by 7.67% while the
outlay has increased only by 5.06 percent. This suggests
that the tertiary sector has been operating under the
increasing returns to scale. The primary and secondary
sectors alone must therefore,account for the overall
diminishing returns to scale. This can be obviated by
the induction of new techniques and new goods into
these sectors. This facet of the growth process may
also account for the dominance of growth by the tertiary
sector.

The ‘dominance of the tertary sector in the growth
process may be explained by the following factors:
1) Efforts have been made to enable the public sector
to assume the commanding hights of the economy.
This has meant disproportionate growth of the administra—
tive services and bureaucracy.

2) The diffusion of the state supported development
has warranted widespread diffusion of the administrative
infrastructure.

3) Reorganisation the fragnentation of higger states
and the division of larger districts and other administrative
units into smaller units have further accentuated the
above trend.

4) The philosophy that the creation of and the expansion
of the e}ﬂstmg economic infrastructure has to precede
the economic development in general and industrialisation
of less developed regions in particular has also contributed
to the disproportionate growth of the tertary sector.
5) Productivity of investment and scarcity of resources
have made it imperative to adopt the strategy of develop-
ing selective sectors of the economy and a few regiors
of the country. The approach of selectivity has been
designed to push the actual growth nearer to its optimal
level. But the pursuance of the objective of reducing
the regional and personal inequalities have persuaded
the palicy makers to spread the impulses of growth
far and wide through the social services, like health
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and education Infrastructural facilities like banking,
insurance, transport, communication, irrigation, power
etc. have also been envisaged to act as the levellers
of the existing regional inequalities.

(b) Contrals, permits and licenses as the toals of planning
the development of a mixed economy has led to the
multplication of the bureacracy at all the levels of
the administration.

Nominal Ratios
Production function is also analysed in terms of
inter-relations between output-capital and labour-capital
ratios. An analysis of these ratios may highlight certain
facts of the growth process. Therefore, the growth
of output-outlay, output-labour and labour-outlay have
been ratios examined. The overall average productivity
of outlay has increased at a rate of 3.64 percent. But
is not significant statistically. The output-labour ratio
has hereover, significantly by 3.17 percent, while the
labour-outlay ratio has declined significantly by 6.8
ent. Thus, the outlay per unit of employment has
€n consistently declining. The employment must have
been increasing more rapidly than outlay. Successive
dozes of outlay must have either making the techniques
in use more labour intensive or new techniques with
higher labour intensity must have been inducted into
the economy. Therefore, the elasticity of output per
unit of outlay with respect to employment per unit
of outlay has a value of only 0.58 which implies that
there operates the law of diminishing returns to scale.
The strategy of generat:ng more employment per
unit of outlay may be in consonance with the socio-econo-
mic objectives of alleviating the poverty and unemploy-
ment through the developmental projects. But it has
retarded the growth of the economy. For rapid and
optimal growth of the economy it is desirable to induct
such new techniques and products as may be conducive not
only to the generation of mare employment opportunities
but are also capable of leading the economy on to its opti-
cal growth path. Primary and secondary sectors of the eco-
nomy should have high pricrity as only then the production
base of the economy will be strengthened and the tendency
of the diminishing returns discernible in these sectors may
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be blunted and even be reversed. This will also achj:eve‘
the objective of making the tertiary sector sub servient
to the needs of the primary and secondary sectors.

Ratios in Real Terms .
As the inflationary process has substantially reduced

the growth of output and outlay in real terms, the
growth of the ratios in real terms has been evgluated.
The ratios in real terms have been falling consistently
at significant rates of 3.64, 3.73 and 3.44 percent.
This also supports the hypothesis of production being
subject to the diminishing returns. The inference t;hat
more employment is generated per unit of nominal
outlay has also been reversed. Like output, emp]pyment
per unit of real outlay has been declining consistently
through time.

Structural Break

As each five year plan of development tends to
differ in (i) size (ii) specific objectives and (iii) objective
specific strategies, each plan period may structurally
be different from all the preceding ones. It may be
detected by the dummy varable technique. The estimated
functions, both in nominal and real terms, show that
the intercepts for the fifth and sixth plan periods are
significantly different which reveals a structural break
between the two periods. The desirahility of separate
analysis of each plan period is thus highlighted. One
difference is immediately discenible : Outlay in current
prices during the fifth plan period has increased more
rapidly than output whereas output in current prices
during the sixth plan has expanded mare rapidly than
outlay. Thus, the tendency of the diminishing returns
to scale operating during the fifth plan period has heen
reversed subsequently. This is the consequence of the
deceleration of the growth of outlay and the acceleration
of the growth of output during the sixth relativé® to
the fifth plan period. Both these properties hald far
the growth of outlay and output in real terms also.
In fact, the real outlay in sixth plan has increased at
a rate approximately half of the rate at which real
outlay during the fifth plan period has expanded. But
real output during the sixth paln period has increased
at mare than twice the rate at which it has increased
during the fifth plan period. The real output during  the
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sixth plan period has been produced under the increasing
retums to scale. Thus, the economy has owvercome
the dehilitating effects of the diminishing returns upon
the growth of income. These healthy trends need streng-
thening during the ensuring plan periods.
Conclusions :
The major findings of the skudy are as follows:
1. The economy of Meghalaya has developed at a rate
comparable to the national rate of growth both in
nominal and real terms. Therefore, the state domestc
product relative to the national product has remained,
more or less, invariant. The distance between the national
and the state economies has neither increased nor
decreased.
2. Compared to the growth in nominal terms, the growth
in real terms is extremely low. This reflacts the hlgh
incidence of inflatdion. Howsoever low the growth in
real terms mlght have been, the economy seems to
have succeeded in breaking the stranglehold of stationarity.
All the same, the low level of growth in real terms
suggests that the growth of outlay has been just suffi-
cient to mantain the state ' economy on a low equalibrium
income lével. This highlights the need for accelerating
the growth process.
Most of the deve]opmental efforts have been dissipatod
by the intensive price spiral and the operation of diminish-
ing returns to scale. The exploswe population has comple-
tely swamped the growth in real terms.
3. The growth of output of the primary and secondary
commodities has been characterised by the diminishing
returns, while the growth of output of services has
Jot the benefits of the increasing retumns to scale.
4. The growth process has been dominated by the growth
of the tartHary sector, especially the administrative
services. :
5. There is a structural difference between the fifth
and sixth plan periods. During the later period, the
changed strategy of development has reversed the
direction of the retums to scale. But there remains
an urgent need to induct new  production techniques
and new products into the primary and secondary sectors
of the economy so that the diminishing returns may
be averated and the economy could be sufficienty diversified.
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