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Chapter - VIII

PACTORS ASSOCIATED WITH THE VARTATIONS IN THE LEVELS

OF STATE GOVFRNMENT EXPENDITURES

The possible purposes of the studies on expenditure
determinants are three-fold : "(i) to understand the observed
pattern of goverrment expenditure, (ii) to predict the future
course of govermment, and (iii) to define standards of what
goverments should be doing“.1 In this chapter our aimwto
understand the observed pattern of government expenditure by
identifying the factors which explain varistions in the
levels of expenditure between states. We are not ettenpting

to know what determines the levels of expenditure.

We have alreai& seen that state government aectivities
vary from state to state when measured in terms of per capita
expenditure. In this chapter attempt is made to trace'the
temporal pattern of the determinents of state government
expenditures. In that process we have attempted to identify

the relative influence and joint effect of the independent

Elliott R. Morss: Some Thoughts on the Determinants of State

and Local Expenditures. National Tax Journal, March 1966, D.96.




variables in explaining inter state differentials in the

per capita spending of state govermments.

Thé absence of a generally accepted theory of the
determination of state and local government expen&itures has
given rise to numerous attempts to ldentify statistically the
determinante of the expenditures. In the words of Prof. Roy
W. Bahl, "The rationale for such studies is traight forwards
how communities actually reveal preferences for public goods
in a context of varying or changing community characteristics
is essentially an empirical'question. Accordingly these
statis tical analyses usually have involved estimating a
relationship between per capita local govermment expenditures
and varying sets of socio-economic énd demographic(variahles
and elements of budget constraints end identifying those
variables with statisticaliy significant coefficients as

determinants. "’

As steted above political decisions, socisl conditiors,
economic factors, historical background of the states are the
fgctors that determine the levels of public expenditure. Of
these political decisions, social conditions and historical

background ere not precisely quantifiable. However Robert

-Roy W. Bahl et al. : The Determinants of Local Government

Police Expendituress A Public Employment Approach, National

. Tax Journal, Vol .XXXI, Noel, DP«067.
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Harlow reported that, "the political variables do not eliminate

the influence ol economic variables."3

~ Very many vafiables have been considered as factors
responsible for expenditure differentiels. The first study on
determinants was done by Solomon Fabricent with three
explanatory varisbles namely Per capita income, urbanization
and Density of Population.4 Subsequenfly, percent of families
with less than $12,000. income, Tax yield, Population Increase,
Index of Party competition, Percemt of Population, over 25
with less than 5 years schooling,5 State aid and Federal aid,6
Area of States7 Tax Effort, State role, Previous Expenditure,a

Industrislization, Structure of Gavernmentg were considered

Robert Harlow:"Pactors Affecting American State Expenditures".
Yale Economic Essays (Fall),1967, p.271.

Solomon Fabricant® Trend of Government Activity in United
States since 1900.(National Bureau of Economic Kesearch,
New York), 1952, pp.112-~139.

Glemn W. Fisher, "Determinants of State and Local Govermment
Expenditures: A Preliminary Analysis". Natioml Tax Journal,
XIV (December 1961), pp.349-355. Also see Glemn Fisher,
'Interstate Variations in State and Local Government Expendi-
ture". lNational Tax Journsl,XVII (March 1964 ),pp.5T=T4.

Seymour Sacks and Robert Haris: "The Determinants of State and
Local Goverrment Expenditures and Inter-Governmentel Flows of
Funds". National Tax Journmsl,XVII (March, 1964), pp.75-85.

Elliott R Morss. op.cite, DPP.96=100.

Ira Sharkansky:"Some More Thoughts About the Determinants of
Government Expenditures". National Tax Journal, June 1967,p.179.

Robert Harlow: gp.cit., pp.263-307.
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along with Fabricant's 'dlassic' variables. Among these

variables all bub per capite Income, urbénization, Density

of Population and Federal Aid were found to be not so

relevant. Thereipre we have selected the following six explana=-

tory variables on the basis of the information provided by

the previous studies and their possible relationship with the

expend iture var;ables in our context. The selected explanatory

variables* are s

1.  Percapita State Income.

2 Urbanization. Urbanization is defined as the percentage
of urban population to total populatione.

B Density of Population per square kilometre.

4+ Per capita Federal Transfers. The possibility for justi-
fy ing the use of federal transfer as addeterﬁinant arises
only if it stimulates the spending of the state govern-
memts. In the Words of Prof. Roy W. Bahl and Robert dJ.

Saunders "If states view é federal grant at least partially

as a complement to internal funds rather than as a substitute

then federal aid could conceivably have & multiple effect on

state expenditures".1o Jack W. Osman defined 'stimulation'

Independent variables: 1. Appendix Table A.51 ; 2. Appendix
Table £.525 3. Appendix Table A.5%5 4. Appendix Table A.54
5. Appendix ?able A.3956.Appendix Table A.55.

‘Roy W. Bahl and Robert J. Saunders: Factors Associated with

Variations in State and Local Government Spending. The Jourmal
of Pinance, Vol.XAT, Ko.3, 1966, D527
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(i) ras an increase in total expenditures on a particular

category as a result of federal aid to that category"; and

(ii) "as an increase in state and local expenditures on a

given function from their own resources as & result of

federal aid to that function." '

It is open to question whether the federal transfers in
India act as substitutes or stimulants. Prof. Roy W. Bahl and
Velayundan Pillai have reported that, "the state governmenf
fiscai activity is stimulated by federal grant programmes in
India. There is no evidence of a substitutive effect for any
grant progreamme or for any expenditure category considered.
Grants and shared taxes appear to account for this stimulative
effect on the state governments' total expenditure and develop=-

ment expenditure lev\els.12

5. Per capita Debt Services ¢ This variable includes
interest payment on debt and appropriation for reduction or

avoidance of debt revenue account.

6. Per capita Debt Services on Revenue Account plus

discharge of permanent debt. The debts raised by the states

Jack W. Osman: The Dual Impact of Federal Aid on State and Locel
Government Expenditure. Natiomal Tax Journal, Vol.XIX, No.4,

(December, 1966) pPp.362~373.

Roy W. Bahl and Veiayudan Pillai : "The Allocative Effects
of Inter-governmental Flows In Less Developed Countries: A
Case Study of India". Public Pinance, Vol.XXXI, No.1, 1976,
Pp.33-85, : . '




13

513

are often used for meeting deficits in the revemue acconnt.

Hence discharge of permanent debt has been included to krow

its impdct on expendiﬁure of the states.

Per capita expenditures on various funetional heads have
been picked up as dependent varisbles. Since they are the
outlays on goods and services. Total per capita expenditures
charged to revenue and capital accounts of the states are
considered separately. Seven expeunditure heads have been

gselected as the varisbles to be explained.

e Per capita Revenue expenditure, that is, per capita
total expenditure on revenue account net of debt services.
The per capita revenue expenditure includes the expenditure
on other -functional cétegories and the trarsfer payments such
as grants and subsidies t6 local bodies. The grants and
subsidies to local bodies are included because they form a
significant portion of state expenditures evenlthough it is
the recipients who spent on goods and services. But deb%t
services are excluded because the quantum of interest pgyment

and appropriations for reduction of debt are determined already.

2 Per capita expenditure on Education.

e Per capita expenditure on Medical and Public Health.

S.Ceo Patmaik: Qrissa Pinances in Perspective.(People’s
Publishing House, Bombay),1970, p.200.




4. DPer capita expenditure on Agriculture end Allied
Services." o

5 Per capita development expenditure.

G Per capita expenditure on Administrative Services.

T+« Per capita total expenditure*: That is per capita
expenditure charged to revenue and capital accounts
net of debt services and repgyment of loans to the

centre and the redemption of permenent debt.

Ls mentioned earlier. the differences in expenditures
between the states may also be the ccnsequenceé of variocus
current'and rast political decisions. As, “the.political
variables do not eliminate the influence of economié varia=-
bles", it is-possible for both to frame hypothesis end test
them. In this context ome cen think of two types of hypo=
theses: (1) those which are resource oriented, and (ii)
those which are need oriented. The former tend to relate
differences ~in per capite expendifure to the resources which
8 gtate has at its comman@ while the latter tend to relate

differences in per capitza expenditure 1o the needs of a state.

The first hypothesis is that state per capita expenditure

is a function of per capita ability to pay.

Sources: Data for dependent varicgbles 2 to 6 = Appendix
Tables for the respective functions. Dependent variable 1 and 7
Appendix Tables L.56 and A,57 respectively.



Per capita per sonal income is used as 2 Proxy varisble to.
represent the level of economic developmeat. A state whose

ver capita incogé is higher than other states is better

placed as it has the scope for raising the necesseary resources
and spending them on various activities. Hence the bigher the )
incoune of the state the higher will be the level of per capita /

expendlture. This hypothesis belongs to the first group.

The second hypothesis is that the per capita expenditure |
is inversely related to per capita debt services. If a state /
has to eaimark a large part of its revenues for payment of
interest and the reduction of debt it would be left with a
smaller amount of revenue to defray on other categories.

Hence the higher the per capita expenditwe on debt services |
tpe lower would be the per capita expenditure on social‘ \
consumption. This hypothesis is also a r;source oriented one.
Here the resources'net of commitment on account of debt
sefvices is considered whereas the totel resources which a
state could raise, given the level of its income was referred

regarding the previous hypothesis.

The third hypothesis could be that expenditure levels
and federal itransfers are positively assoclated. Higher the
federsl trznsfers the higher will be the capacity of the

State concerned to.spend. This one also belongs to the first



group &8 we have'already mentioned that federal transfers

induce the states to raise their esources.

The fourth hypothesis is that percapita expend iture and /
densz.ty of nooulatlon have pos::.tlve relationship. Population
is supposed to lead to what is called as 'cost of concentration!'
consequent of this health and welfare expenditures may tend to
increase. As such this is need oriented hypothesis. But this |
supposition is liable to be questioned as density of popula=-
tion may give r;se to what is known as ‘spatial' economies of
Beale and this implies inverse relationship with per capita

expenditure.

The expenditure levels may be affected by the conditions
of urben aress also. So the fifth hypotﬁesis relates urbaniza- \
tion and state expenditure. The urban popul ation concentrations
boosts up problems which lead to larger state spending per-
cagita; Hence positive association is hypothesised between
percapita spending and urbanization. This is also a need

oriented hypothesis.

Methodology

Ann Horowitz adopted simultaneous equations technidue %o

.identiﬂy the determinants of state expendi*bures.14 Since the

Quoted by Wernerz Hirsch in The Economics of State and Loeal
Govermment (McGraw~Hill Book Co.,London ),1970, Ds174.
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mul tiple regression is the most commonly employed statistical

. device in this type of study in United States of America and

<
Ganada1) we also have employed the same technique.

Interpietation of the results of statistical analysis of
state expenditures is based largely on statistical significance
of regression coefficients which has in turn been taken o
imply the importance of the independent variables. If two

independent variables are highly interrclated their standard

errors tend to be large. Conseguently only after a detailed

consideration of the inter=correlations among the independent
variables can an attempt be made to infer the true importance
of any explamatory factor. For example Ernest Kurnow criticised

the approprimteness of a linear regression model on the grounds

For exanple :
a) Solomon Fabricant: gp.cit., pp.112-139.

b) Glemn W.Fisher: gp.cit., DP«349-355.
¢) Varner S. Hirsch:"Determinants of State and Local Govt.
Experd iture, & Preliminery Anslysist. National Tax Journal,
March, 1960, p.29.
d) Seymour Sacks and Robert Haris: op.cite,ee?5=85. :
e) Roy W.Bahl and Hobert J.Ssunders: "Determinants of Changes
in Stave and Local Government Expenditwre". NHationsl Tax
Journel, Vol.XVIII,larch 1965, DPp.50=57.
¥lliot R.Morss: op.cit., pp.9%6=-100.
$ Ira Sharansky: op.citey Pe179s
)  Robert Harlow: opP.cifte, PP«265-307.
)  Roy W. Bahl and Robert J.Saunders: "Pactors Associated
with variations in State and Local Yovernment Spending".
Journal of Finanwe , Vol .XXI,N0.+3,5ept.1966,pp523~5%4,

j) Roy V.Bahl and H.J.Saunders: "Fabricants determinants

after Twenty years".American Tcoanomist,Spring,1966,
1001 ), ppe 2741,

k) Ernest Kurnows: "Determinonts of State and Local Expendi-
tures Re—examined". National Pax Jourmal,XVI (Sept.,1963),
pp.252-55.




that the levels of basic variables are interdependent, that
is, the relationship between densiiy and expenditures is not
independent of the levels of income and urbanization. He
replaced the additive (linear) model with a multiplicative
}orm and was able to increase the explained variation., As
the objective in our anglysis is to trace the marginal
explanatory power of each indepeundent variable the additive
model is employed after tracing inter=~correlations among the
independent variables in the year 1960-61. The following
table presents the matrix of coefflcient of determination

between the independent varisbles.

Table VIII.1 : Matrix of Coefficient of Determination (R%)
for ell possible pairs of Six Independent Varisbles: 1960~61.

Independent

variables % %9 XB xn XS X6
Per capita

Tneome x, 1 0.000084 0.1028 0.,0081 0.,0076 0.0856
Urbaniza-

tion X, 1 0.0134 0.033 00,2028 0.,1861
Density of

population Xz 1 0.41%35 0.2977 0.0413
Federal '

Transfers x4 1 0.376 0.0115
Debt ,

services x5 . 1 0.013%4
Debt servi~- .

ces plus X6 1
Discharge

of permanent
debt
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The table VIII-1 shows hardly any significant inter-
dependence between mqst of the variables. The varisbles
Dénsity of Pop%lation and federal transfers séem to be
related to each other. This relationship might have been due
to the allocational policy of the Finance Commission and
Pl?nning Commission. Sincé major portion of the transfers are

effected on the basis of population federal transfers and

Density of population show relationship.

The relation ship Dbetween federal transfers and debt
services may be due to the complementary effects between
current and capifal expenditures such that higher capital
spending (occasioned by loanms) ultimately result in higher
ﬁaintenance and debt servicing costs. The state governments
being aware of the existing principles governing the distri-
bution of grants-in-aid inflate their proposed expenditures
and show greater deficits as a tactic to get more federal
funds. States with larger maintenance expendi tures are capable
of getting larger share of federal transfers. This may be the
reason for the inter-relations between féderal transfers and

debt services.

The equation fitted in analysis is

log y = +Py logx, + P, Logx, + ﬁa logx, + B, logx4 + 35 logx5
+ ?6 logx6+ u
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?is are elasticity coefficients for y with reference to x5

u = Error Term.

Total Revenue Expenditure 3

Table VIII-%2 presents the elasticity coefficients for
the regression of percapita totzl revenue expenditure on the
selected explanatory variables. The determinant structure
shows that percapits income, urbanizetion and federal transfers
‘are relatively important determinants. Of these three only |

federal transfers remains stable.

The reg;‘ressicn resulted in a significantly positive
partial association between percapita expenditure and per-
capita income only from 1967-68 to 1973-T4. This implies that
high percapita income states spent more in terms of percapita
expenditure than low income states during this period. We have
seen that the percapita expenditure on Social and Community
Services, Economic Services and Administrative Services
increaseé rapidly in the developed states since 1967-68+ This
might have contributed for the positive partial sesociation
between percapita total revenue expenditure and percapita

income.
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Though the partial association of the expenditure
variable with urbznization is positive it become significant
oniy from 1963h64.Thié meénsLthat states with higher urbani-
zation spent more than others. The significant positive
partial association might have been due to thehigher level
of spending by the highly urbanized stetes like Gujarat,
Haryana, Karnataka, Maharashtra, Temil Nedu, West Bengal
and moderately urbanized states like Jammu & Kashmir and
Kerala. OQur analysis shows that Density of Population is

not a relevent variable.

The cross-sectional evidence reveals that only per-
capita federal tramsfers has cohsistently positive relation
with vercapita revenue expenditure. fhe significant positive
partial association with percapita inter-governmental revenue
purports that federal financial support did have the intended
stimulating effects and states receiving larger percapita
federal transfers tend to allocate a relatively larger portion
of their available resources for state government astivities.
Hence the hypothesis that bigher the level of percapita
federal grants higher will be the percapita expenditure
holds good. But who receive larger share in federal transfer
igs a relevant question here. It has been informed that the
principles adopted for the develution of transfers by the

Finaace Commissions and FPlanning Commission tend to be
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in favour of developed states and not in favour of reducing

_regional disparities.“s Hence inter-state disparity in per-

capita spending persisis.

The explanatory veriable Debt services was negatively
associated with percapite revenve expenditure upto 1973-74
and positively since then. But both the types of assoclations
are not significant.The other variable Debt services plus
d.l.scharge of permanent debt has partial positive association
but the elasticity voefficienvs ave nct significant. This
neans that financisl constraints do not hsve much -
relevance with spending decisions. The 'states Gujarat,
Haryana, Jammu & Kashmir, Karnataka, Kerals, Maharashtra, /
Punjab, Tamil Nadu and West Bengal had higher percapita
expenditures on debt services and on other functions also.
Rajasthan, a weaker state had higher percapita debt services
and possessed percapiia expendituvire levels above the all
gtate average level in functions like Education, Medical
and Public Health etcs In the previous chapter it was
observed thet the increuase in debi services wag not at the
cost of other developmertal services and this has been
statistically proved here. Therefore, the existence of high

spending on other services along with higher percapita deht

KeN+sReddy: "How far Fedcral.-Fmance Operations in India Result
in Reduetion of Regional Pisparities". Artha-Vikas, Vol VIII,
Noel, Jan.1972. Also see Raja Chellish et al.?: Trends and
Issues in Indian Federal Finance.(Allied Publishers, Bombay),
19@?, pp.4—7“’71 [




services connotes that spending decisions are primarily made
,on the strength of demand for governmental services regardless
of finsmecial constraints of the states.So the hypothesis that
higher the percapita expenditure on debt services the lower
would be the percapita expenditure on social consuuption has

not been supported by our study.

When the percapita revenue expenditure was replaced
wlith percapita total revenue and capital expenditure the
deterninant sivructure exhibits ldentical results and is
presented in Table VIII-%. Asg such percapita income, urbani-
zation and federal transfers secems to be the factors thaiy
acecount for the inter~state spending differentials regarding
total expenditure. Among these three variables only federal
transfers congistently showed positive influence over the

'period.

It is to be remembered that the ﬁotal state expenditures
merely represent a numerical aggregate of many component
budget items for which sllocation decisions have been
idependently wade. Therefcre the way the explanatory varia-
bles influence state spending cen be mofe clearly observed
if the cross-sectional analysis is taken up for. each specific

expenditure categoxry.
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. B. Cross=-Sectional Analysis of Selected Expéhditure

Categories ~

Bducation. Table VIII-4 presents the result of cross-
~gection regression on educabtion expenditure. 1t shows that
percapita income, Density of Pogulatior and Debt Services

are not significant factors.

The insignificant assocliation with percapita income
suggests that state .governments spent on education irres=-
pective of their economic conditilons. The states Gujarat,
Haryana, Maharashtra and West Bengal are betbter placed in
- their percapita income levels but their percapite expenditure
levelis on education are lower than that of Kerala and Jammu &
Kashmir. The percapita sxpenditure on education is above
the all state average level in Assam and Hajasthan though
their percapiva income levels are lower. FPurther Karustaka
and Tamil Nadu have higher levels of percapita education
expenditure while their percapita income levels are just
equal to all state avervage percaplta income. Moreover among

8ll the functional categories percepita expenditure on edu-

cation. is higher in all the states irvespective of their levels

of economic development. Hence the partiasl sssociation of
percapita education expenditure with percapita income though
pogitive was not significent. Therefore education expenditure

is not a function of state income.
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The positive partial association with urbanization
mig?t bave been due to the higher percapita spending on
eduéation by the urbanized states like Gujarat, Haryana,
Mahérashtra, Tamil Nadu, West Bengal, Kerala, Jammu &

Kashmir and Karngtaks than others.

The expenditure variable's positive partial association
with federal transfers suggest federal transfers exerted
stimulating effeet on education expernditure. But whose
expenditure was stimul ated much is a different question. Ve
have already seen that the special grants provided by the
Sixth Finance Commission, 1973, with a view to enhance the
percapita primary education expenditure of certain states to
all state average level has not accomplished its objective.
This discloses that the federal grants are not enough to
bring equality in expenditure levels and it continues to be
infavour of the recipients of large shares who are generally

developed states¢

Though urbanization and federal transfers are positively
related with education expenditure they are not consistently
significant from 1971-72 and the coefficient of determination
is dlso not significent since then. This obviously implies
that the education expenditure is largely influenced by
socio-political conditions of the states rather than by

economic factors.



Medical and Fublic Hesalth.

The créss—seetional regression on Medical and Public
Héalth expenditure presented in Table VIII-5> shows that the
expenditure varizble has significant positive partial rela-
tionship with percapita income from 1969-70. It can be seen
that the percapita expendiﬁure on this function in the
developed states like Gujarat, Haryana, laharashtra, Temil
Nedu and West Bengel was less than that of Jammu & Kashmir,
Kerala and Rajasthan whose per capita inéome levels are
1oﬁer. Punjad had lower percapita ;xpenditure levels than
these states upto 1972-73. This pattern of expenditure might
have caused the association with percapita income in signi-
ficant upto 1969~70. But since 1969~70 the‘percapita expend i-
ture levels in the developed states increased while the
weaker states Assau, Bihar, Orissa, Madhya Pradesh and Uttar
fradesh continued to lie below the all state average per-
capita level. This trend might have influenced the positive
partial assocization with percapite income significantly

since 1969«70.

The elasfici%y coefficient provides scattered evidences
of positive partial association between the expenditure
varieble and the explanatory variables urbanization and federal
transfers. The scattered éositive partial correlation with

urbenization may be due o higher level of spending in the
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urbanized states. Only from 1973~74 federal grant is
consistently positively associated. The coefficient of
variation for the percapita expenditure on this function
increased from the 1957~58 level and so one may conclude

that federal transfers have not brought equality in the
expenditure levels. In Chapter IV we have seen that the
Sixth Finance Commission's (1973), special grant has not
brought up the percapita expenditure levels‘of Andhre
Pradesh, Assam, Bihar, Madhye Pradesh, Orissa and Uttar
Pradesh to the a;l state average levels. The federal- transfers
continues to be in favour of developed states. The explanatory
variables Density of Population and debt services are not
significant. Even the statistically significant varisbles
percapita income, urbanization and federal grants report
scattered evidences of positive regression relationship.
Further it may be noted that the coefficient of determination
became consistently significant from 1969-70 only. ALl these
regressiqn evidenges show that the inter-state expenditure
differentials are not entirely due to the economic variahles.
The expenditure 6n this func&ioh is decisively influenced by
the non-economic factors. It seems that decisions for state
publiq'welfare programmes are determined primsr ily hy the

need for such programnmes.



Agriculture and Allied Services.

i‘The determinant structure for state government expendi-
ture on Agriculture and Allied services did not show any
consistent pattern.Table VIII~6 reveals that none of the
explanmatory veriables are significant enough to account for
the spending differentisls among the states though federal
transfer: exhibits partial positive relationship for a few
years in a scattered form. This confirms our findings in
Chapter V that the expenditure on Agriculture and Allied
Services differs from state to statecwing 1o the need for
food materisls, interest of the states, availability of
irrigation facilities, availability of resources like forests,
fisheries, livestock and the importance given to them in

five year plans.

Developmental Expenditure.

The results of cross—section regression on development
expenditure presented in Table VIII-7 indicates that the
determinent structure remains unaltered and identipl to that
of total expenditure. The development expenditure has signi-
ficant positive partisl association with percapita income
between 1967f68 and 1973~74. It is positively associated with
urbanization and federal transfers contimiously. The develop~

ment expenditure comprises expenditure on Social and Community
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Services and Ecoﬁomio services. We have seen that in all
fhese Bervices the richerxstatee had higher percapita expendi-
tures and the interstate spending differentigals on both the
services increased sinée 1967=68. At the Qisaggregate level
the inter-state expenditure disparity widened since 1967~-68
in Agricul ture and Allied Services, Medical and Public Heal th,
Transpoft and Communication and Water and Power Development.
InIndustry and Minereals thougﬁ there occurred marginel reduc-
tion in the infter~state egpenditure variations the gap is
stil; larger. This kind of expaunsion in’the_percapita expen~-
diture of the developed states might have caused the signi=
ficant partial positive association with percapite income

from 1967=68 to 1974=T75.

The partial positive relationship with urbanization might
have been due to the higher spending on Education, Medical
and Public Heel th, and Transport by highly urbanized states
like Gujarat, Haryana, Karnataka, maharashtrg, Punjab, Tamil
Nadu and West Bengals. Expenditure on Industry and Minerals is
very high in Kernataka. The spending on Medical andPublic
Health is relatively higher in Rajasthan and expenditure on
education is highest in Kerala, though these two states are
moderately urbanized. All these might have caused the signi-
ficant positive partial association between percapita develop-

ment expenditure and urbenization.
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Thg positive partial regression association with
federal graxts indicates the desired stimulating effects
and thé states receiving iarger percapita federal transfers
tend to allocate higher percentage of the availabl e resources

for developmental purposes.

Administrative Services.

Table VIII-8 presents the cross-sectional regression
results for the percapite expenditure on administrative
services. Though the direction of association was positive
with percapite income it became consistently significant after
1967-68 indicating that the richer states began to spend more.
The weaker states Bihar, Madhya Pradesh, Orisss and Uttar
Pradesh continued to have their percapita administrative
expenditure lower than the all state average. But after
1965=-66 the peréapita expenditure on administrative services
increased speedily in the developed states due to their
increased expenditure on developmental functions as we have
seen in Chapter III. This trend might have resulted in the

significent positive partial relationship with percapita income.

It was observed that the percapite expenditure on admini-
strative services is relatively highér in the border states
namnely Assam, Jammu & Kashmir, Punjab, Rajasthan and West

Bengal obvioudly owing to higher spending on law and order
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necessitated by their proximity to hostile neighbours. We
heve further secen that the expenditure on law and order which
forms the major portion of the administrative expenditures
increased in response to the Indo-Chinese war (1962), Indo-
-Pakistani War (1965) and Bangladesh liberation war (1971)

in the border states and due to inereased law and order
problems i.ﬁ other states. This growith itrend must have renderved
the relationship with urbanization insignificant though the
urbanized states have higher spending levels. The positive
partial association with federal grants shows that the states
who received larger share of federal transfers allocated more
for this service. 4s such we may conclude that expenditure on
administrativé services are also influenced by the demand

for the services posed by internal and external pressures

besides percapita income and federal transfers.

Conclusions

(1) The cross—sectional determinant structure shows that
percapita income, urbanization and federal transfers are the
important factors which account for inter-state expenditure

differentials, more particularly, in total expenditures.

(2) The varisbles debt services and debt services plus
discharge of permanent debt do not influence the experditure
of the states. This implies that expenditure decisions are

made irrespective of financial constraints.
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(3) The cross-sectionsl determinant structure for education,

‘Medical and Public Health end Administrative Services exhibit
that though urbanigation end federal transfers exert influcnce,
the spending decisions are primerily wmade on the basis of the
need for the services and the socio~political conditions of the
states. For Agriculture and Allied Services the determinant
structure di@ not indicate any factor considered here &s

determinant.



