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Chapter - VIII :

FACTORS ASSOCIATED WITH THE VARIATIONS IN THE LEVELS 

OF STATE GOVMCBHI EXPENDITURES

The possible purposes of the studies on expenditure 

determinants are three-fold s "(i) to understand the observed 

pattern of government expenditure, (ii) to predict the future 

course of government, and (iii) to define standards of v&at
i

governments should be doing”. In this chapter our aimi>to 

understand the observed pattern of government expenditure by 

identifying the factors which explain variations in the 

levels of expenditure between states. We are not attempting 

to Enow what determines the levels of expenditure.

We have already seen that state government activities 

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 determinants of state government 

expenditures. In that process we have attempted to identify 

the relative influence and joint effect of the independent

1. Elliott R. Morass Some Thoughts on the Determinants of State 
and Local Expenditures. Rational Tax Journal, March 1966, p.96.
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variables in explaining inter state differentials in the 

per capita spending of state governments.

Ihe absence of a generally accepted theory of the

determination of state and local government expenditures has

given rise to numerous attempts to identify statistically the

determinants of the expenditures. In the words of Prof. Roy

V/. Bahl, "She 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

statistical analyses usually have involved estimating a

relationship between per capita local government expenditures

and varying sets of socio-economic and demographic variables

and elements of budget constraints land identifying those

variables with statistically significant coefficients as 
2determinants.”

As stated above political decisions, social conditiors, 

economic factors, historical background of the states are the 

factors that determine the levels of public expenditure. Of 

these political decisions, social conditions and historical 

background are not precisely quantifiable. However Robert

2. Roy W. Bahl et al, t Ihe Determinants of Bocal Government 
Police Expenditures* A Public Employment Approach. Rational 

, lax Journal, Yol.XXXI, No.!, p.67»
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Harlow reported that, "the political variables do not eliminate
3the influence of economic variables.

Very many variables have been considered as factors

responsible for expenditure differentials. The first study on

determinants was done by Solomon fabricant with three

explanatory variables namely Per capita income, urbanization
4and Density of Population. Subsequently, percent of families

with less than $12,000, income, Tax yield, Population Increase,

Index of Party competition, Percent of Population, over 25
5 6with less than 5 years schooling. State aid and federal aid,

7 8Area of States' Tax Effort, State role, Previous Expenditure,
9Industrialization, Structure of Government wex-e considered

3• Robert Harlow*"factors Affecting American State Expenditures". 
Yale Economic Essays (fall). 1967. p,271.

4. Solomon fabricant* Trend of Government Activity in United 
States since 1900*(Mational Bureau of Economic Research, 
lew York), 1952, pp.112-139.

5. Glenn W. fisher, "Determinants of State and Local Government 
Expenditures* A Preliminary Analysis". Ratio ml Tax Journal,
XIV (December 1961), pp.349-355* Also see Glenn Fisher, 
’Interstate Variations in State and Local Government Expendi­
ture". Hational Tax Journal,XVII (March 1964),pp.57-74*

6. Seymour Sacks and Robert Haris: "The Determinants of State and 
Local Government Expenditures and Inter-Governmental flows of 
funds". Rational Tax Journal,XVII (March, 1964), Pp.75-85.

7. Elliott R. Mores, op.cit., pp.96-100.
8. Ira Sharkansky:"Some lore Thoughts About the Determinants of 

Government Expenditures". Rational Tax Journal, June 1967,p.179«
9. Robert Harlow* op.cit., pp.263-307*



along with Fair leant* s * classic* variables. Among these 

variables all but per capita Income, urbanization, Density 

of Population and Federal Aid were found to be not so 

relevant. Therefore 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 

expenditure variables 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 population.

3* Density of Population per square kilometre.

4* Per capita Federal Transfers. The possibility for justi­

fying the use of federal transfer as a determinant arises 

only if it stimulates the spending of the state govern­

ments. In the Words of Prof. Roy W. Bahl and Robert J. 

Saunders "If states view a 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".10 Jack Y7. Osman defined * stimulation*

* Independent variables; 1. Appendix Sable A.51 5 2. Appendix 
Table A.52? 3. Appendix Table A.53? 4. Appendix Table A.54
5. Appendix Table A.39f6.Appendix Table A.55.

10. Roy W. Bahl and Robert J. Saunders: Factors Associated with 
Variations in State and Local Government Spending. The Journal 
of.Finance, Vol.XXt, Io.3, 1966, p.527»



(i) "as an increase in total expenditures on a particular

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

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

given function from their own resources as a result of
1 11 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 government

fiscal activity is' stimulated by federal grant programmes in

India. There is no evidence of a substitutive effect for any

grant programme 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-
12merit expenditure levels. •

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
— ■7--------------------------- ----------- ...   ----------------------------------------------------------3   ...................... ....... ................................... ...............'   -------------------- ------ -------■ .......................

11 Jade W. Osman: The Dual Impact of Pederal Aid on State and Local 
Government Expenditure, la tioaal Tax Journal, Vol.XIX, lo.4, 
(December, 1966) pp.362-373•

12 Roy W, Bahl and Yelayudan Pillai s "The Allocative Effects
of Inter-governmental Plows in Less .Developed Countries? A 
Case Study of India". Public Finance, Vol.XXXI, Ho.1, 1976, 
pp.83-85. ,, . . '



are often used for meeting deficits in the revenue account.^ 

Hence discharge of permanent debt has been included to know 

its impact on expenditure of the states.

^er capita expenditures on various functional heads have 

been picked up as dependent variables. Since they are the 

outlays on goods and services, ‘iotal per capita expenditures 

charged to revenue and capital accounts of the states are 

considered separately. Seven expenditure heads have been 

selected as the variables to be explained.

1. Per capita Revenue expenditure, that is, per capita 

total expenditure on revenue account net of debt services.

Ihe per capita revenue expenditure includes the expenditure 

on other functional categories and the transfer payments such 

as grants and subsidies to local bodies. She grants and 

subsidies to local bodies are included because th^jr form a 

significant portion of state expenditures even though it is 

the recipients who spent on goods and services. But debt 

services are excluded because the qtuantum of interest psyment 

and appropriations for reduction of debt are determined already

2. Per capita expenditure on Education.

3* Per capita expenditure on Medical and Public Health.

13 S.C. Patnaik: Orissa Finances in Perspective.(People’s 
Publishing House, Bombay),197^ p72lXH



4. Per capita expenditure on Agriculture and Allied 

Services.

5« Per capita development expenditure.

6. Per capita expenditure on Administrative Services.

7» Per capita total expenditure*: Shat is per capita 

expenditure charged to revenue and capital accounts 

net of debt services and repayment of loans to the 

centre and the redemption of permanent debt.

As mentioned earlier, the differences in expenditures 

between the states may also be the consequences of various 

current and past political decisions. As, "the political 

variables do not eliminate the influence of economic varia­

bles”, it is-possible for both to frame hypothesis and test 

them. In this context one can think of two types of hypo­

theses: (i) those which are resource oriented, and (ii) 

those which are need oriented. fhe former tend to relate 

differences in per capita expenditure to the resources which 

a state has at its command while the latter tend to relate 

differences in per capita expenditure to the needs of a state.

She first hypothesis Is that state per capita expenditure 

is a function of per capita ability to pay.

Sources: Data for dependent variables 2 to 6 Appendix 
fables for the respective functions. Dependent variable 1 and 7 
Appendix fables A.56 and A,57 respectively,
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Per capita per sonal income is used as a proxy variable to. 

represent the level of economic development. A state whose 

per capita incomb is higher than other states is better 

placed as it has the scope for raising the necessary resources 

and spending them on various activities. Hence the higher the 

income of, the state the higher will be the level of per capita 

expenditure* This hypothesis belongs to the first group.

She second hypothesis is that the per capita expenditure 

is inversely related to per capita debt services. If a state 

has t.o earmark 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 expenditure on debt services 

the lower would be the per capita expenditure on social 

consumption. This hypothesis is also a resource oriented one. 

Here the resources net of commitment on account of debt 

services is considered whereas the total resources which a 

state could raise, given the level of its income v/as referred 

regarding the previous hypothesis.

She third hypothesis could be that expenditure levels - \

and federal transfers are positively associated. Higher the 

federal transfers the high®? will be the capacity of the 

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



group as we have already mentioned that federal transfers 

induce the states to raise their esources.

She fourth hypothesis is that pereapita expenditure and 

density of population have positive 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 he questioned as density of popula­

tion may give rise to what is known as ’spatial’ economies of 

scale and this implies inverse relationship with per capita 

expenditure.

She expenditure levels may he affected hy the conditions 

of urban areas also. So the fifth hypothesis relates urbaniza­

tion and state expenditure. She urban population concentrations 

boosts up problems which lead ,to larger state spending per- 

capita. Hence positive association is hypothesised between 

pereapita spending and urbanisation. Shis is also a need 

oriented hypothesis.

Methodology

Ann Horowitz adopted simultaneous equations technique to
14identify the determinants of state expenditures. Since the

14 Quoted by Wernerz Hirsch in She Economics of State and Bocal 
Government (McGraw-Hill Book Go.,Bond on },19?G» p.1T4.
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multiple regression is the most commonly employed statistical

device in this type of study in United States of America and
15Canada we also have employed the same technique.

Interpretation of the results of statistical analysis of 

state expenditures is based largely on statistical significance 

of regression coefficients which has in turn been taken to 

imply the importance of the independent variables. If two 

independent variables are highly interrelated their standard 

errors tend to be large. Consequently 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 explanatory factor. lor example Ernest ICurnow criticised 

the appropriateness of a linear regression model on the grounds

15 lor example :
a) Solomon Pair leant: op.cit., pp.112-139•
b) Glenn W,fisher: op.cit., pp.349-555*
c) Warner S. Hirseh: "Determinants of State and Local Govt. 

Expenditure, A Preliminary Analysis", national lax Journal, 
March, I960, p.29.

d) Seymour* Sacks and Robert Haris: op.cit.,pp75-85«
e) Roy W.Bahl and Robert J.Saunders* "Determinants of Changes 

in Star e and Local Government Expenditure", national lax
' Journal, Vol.XVIII,March 1965, PP.50-57.

I) Elliot R.Mores: op.cit., pp.96-100.
g) Ira Sharansky: op.cit., p.179»
h) Robert Harlows op.cit., pp.263-307*
i) Roy W. Bahl and Robert J .Saunders: "factors Associated 

with variations in State and Local Government Spending". 
Journal of finance , Vol.XXI,No.3»Sept.1966,pp.523-534*

j) Roy W.Bahl and R.J.Saunders: "fabrieants determinants 
after Twenty years”.American Economist,Spring, 1966,
10 (1 ),pp. 27-41 •

k) Ernest Kurnow* "Determinants of State and Local Expendi­
tures Re-examined". National lax Journal,XVI (Sept.,1963), 
pp. 252-55.



that the levels of basic variables are interdependent, that 

is, the relationship between density and expenditures is not 

independent of the levels of income and urbanization. He 

replaced the additive (linear) model with a multiplicative 

form and was able to increase the explained variation. As 

the objective in our analysis is to trace the marginal 

explanatory power of each independent variable the additive 

model is employed after tracing inter-correlations among the 

independent variables in the year 1960-61. She following 

table presents the matrix of coefficient of determination 

between the independent variables.

Sable VIII. 1 i Matrix of Coefficient of Determination (R^) 

for all possible pairs of Six Independent Variables: 1960-61*

Independent 
variables X1 x2 x3 x,4 Xg x6

Per capita 
Income X.j ^ 0.000084 0.1028 0.0081 0.0076 0.0856

Urbaniza­
tion x2 1 0.0134 0.033 0.2028 0*1861
Density of 
population x5 1 0.4135 0.2977 0.0413
Federal
Transfers x4 1 0.376 0.0115
Debt
services X5 1 0.0134
Debt servi­
ces plus Xg
Discharge 
of permanent 
debt

1



The table 1THI-1 shows hardly any significant inter­

dependence between most of the variables. The variables 

Density of PopifLation and federal transfers seem to be
i

related to each other. This relationship might have been due 

to the alloeational policy of the Finance Commission and

Planning Commission. Since major portion of the transfers are
1

effected on the basis of population federal transfers and 

Density of population show rd.ationship.
i

The relation ship between federal transfers and debt 

services may be due to the complementary effects between 

current and capital expenditures such that higher capital 

spending (occasioned by loans) ultimately result in higher 

maintenance 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 expenditures are capable 

of getting larger share of federal transfers. This may be the 

reason for the inter-relations between federal transfers and 

debt services.

The equation fitted in analysis is

log y *o(.+p1 logx1 + p2 logx2 + p3 logx^ + logx^ + logx5 

+ f6 logxg+ u
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are elasticity coefficients for y with reference to x^

u - Error Term.

Total Revenue Expenditure :

Table VIII-2. presents the elasticity coefficients for 

the regression of percapita total revenue expenditure on the 

selected explanatory variables. The determinant structure 

shows that percapita income, urbanization and federal transfers 

'are relatively important determinants. Of these three only 

federal transfers remains stable.

The regression resulted in a significantly positive 

partial association between percapita expenditure and per­

capita income only from 1967-68 to 1973-74, 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 

increased rapidly in the developed states sinee 1967-68. This 

might have contributed for tile positive partial association 

between percapita total revenue expenditure and percapita

income
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though the partial association of the expenditure 

■variable with urbanization is positive it beetpe significant 

only from 1963-64.Phis means that states with higher urbani­

zation spent more than others, ffhe significant positive 

partial association might have been due to thehigher level 

of spending by the highly urbanized states like Gujarat, 

Haryana, Karnataka, Maharashtra, Tamil ladu, West Bengal 

and moderately urbanized states like Jammu & Kashmir and 

Kerala. Our analysis shows that Density of Population is 

not a relevant variable.

She cross-sectional evidence reveals that only per- 

capita federal transfers has consistently positive relation 

with percapita revenue expenditure, I’he 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 activities. 

Hence the hypothesis that higher the level of percapita 

federal grants higher will be the percapita expenditure 

holds good. But who receive larger share in federal transfer 

is a relevant question here. It has been informed that the 

principles adopted for the devolution of transfers by the 

finance Commissions and Planning Commission tend to be
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in favour of developed states and not in favour of reducing
16.regional disparities*. Hence inter-state disparity in per- 

capita spending persists.

1’he explanatory variable Debt services was negatively 

associated with percapita revenue expenditure upto 1973-74 

and positively since then. But both the types of associations 

are not sign if leant. She other variable Debt services plus 

discharge of permanent debt has partial positive association 

but the elasticity coefficients are net significant. Shis 

means that financial constraints do not have much ? 

relevance with spaiding decisions. The 'states G-ujarat,

Haryana, Jammu k Kashmir, Karnataka, Kerala, Maharashtra, j 
Punjab, Tamil laau and West Bengal had higher percapita 

expenditures on debt services and on other functions also. 

Rajasthan, a weaker state had higher percapita debt services 

aid possessed percapita expenditure levels above the all 

state average level in functions like Education, Medical 

and Public Health etc. In the previous chapter it was 

observed, that the increase in debt services was not at the 

cost of other developmental sex*vices and this has been 

statistically proved here. Therefore, the existence of high 

spending on other services along with higher percapita debt

16. K.K.Reddyi "How far Federal-Finance Operations in India Result 
in Reduction of Regional -disparities". Artha-Vikas, Yol.VIII, 
Io.1, Jan.1972. Also see Raja Chelliah et ai.: Trends and 
Issues in Indian Federal Finance.(Allied Publishers, Bombay), 
1981, pp.47-71 • : ^ ^
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services connotes that spending decisions are primarily made 

, on the strength of demand for governmental services regardless 

of financial constraints of the states.So the hypothesis that 

higher the percapita expenditure on debt services the lower 

would be the percapita expenditure on social consumption has 

not been supported by our study.

When the percapita revenue expenditure was replaced 

with percapita total revenue and capital expenditure the 

determinant structure exhibits identical results and is 

presented in Table VIII-3. As such percapita income, urbani­

zation and federal transfers seems to be the factors that 

account for the inter-state spending differentials regarding 

total expenditure. Among these three variables only federal 

transfers consistently showed positive influence over the 

period.

It is to be remembered that the total state expenditures 

merely represent a numerical aggregate of many component 

budget items for which allocation decisions have been 

idepen&ently made. Therefore the way the explanatory varia­

bles-influence state spending can be more clearly observed 

if the cross-sectional analysis is taken up for,each specific 

expenditure cat ego xy.
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4 2 6

B. Cross-Sectional Analysis of Selected Expenditure

Categories : •

Education. Table VIII-4 presents the result of cross- 

-section regression on education expenditure. It shows that 

percapita income, density of .Population and Debt Services 

are not significant factors.

She insignif icant association with percapita income 

suggests that state \ gov eminent s spent on education irres­

pective of their economic conditions. The states Gujarat, 

Haryana, Maharashtra and West 3engal are better placed in 

- their percapita income levels but their percapita expenditure 

levels on education are lower than that of Kerala and Jammu & 

Kashmir. The percapita expenditure on education is above 

the all state average level in Assam and Kajasthan though 

their percapita income levels are lower. Farther Karnataka 

and Tamil ladu have higher levels of percapita education 

expenditure while their percapita income levels are just 

equal to all state average percapita income. Moreover among 

all the functional categories percapita expenditure on edu­

cation. is highs* in all the states irrespective of their levels 

of economic development. Hence the partial association of 

percapita education expenditure with percapita income though 

positive was not significant. Therefore education expenditure

is not a function of state income
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The positive partial association with urbanization 

might have been due to the higher per capita spending on 

education by the urbanized states like Gujarat, Haryana, 

Maharashtra, Tamil Nadu, West Bengal, Kerala, Jammu &

Kashmir and Karnataka than others.

The expenditure variable’s positive partial association 

with federal transfers suggest federal transfers exerted 

stimulating effect on education expenditure. But whose 

expenditure was stimulated much is a different question. We 

have already seen that the special grants provided by the 

Sixth Finance Commission, 1973, with a view to enhance the 

pereapita 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 also not significant 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 Public Health.

She erbss-seetional regression on Medical and Public 

Health expenditure presented in Sable ¥111-5 shows that the 

expenditure variable has significant positive partial rela­

tionship with percapita income from 1969-70# It can be seen 

that the percapita expenditure on this function in the 

developed states like Gujarat, Haryana, Maharashtra, Samil 

Hadu and West Bengal was less than that of Jammu & Kashmir, 

Kerala and Rajasthan .whose per capita income levels are 

lower. Punjab had lower percapita expenditure levels than 

these states upto 1972-75# Shis pattern of expenditure might 

have caused the association with percapita income in signi­

ficant upto 1969-70. But since 1969-70 the percapita expendi­

ture leveLs in the developed states increased while the 

weaker states Assam, Bihar, Orissa, Madhya Pradesh and Uttar 

Pradesh continued to lie below the all state average per­

capita level. Ibis trend might have influenced the positive 

partial association with percapita income significantly 

since 1969“*70.

She elasticity coefficient provides scattered evidences 

of positive partial association between the expenditure 

variable and the explanatory variables urbanization and federal 

transfers. Ihe scattered positive partial correlation with 

urbanization may be due to higher leveL of spending in the
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urbanized states. Only from 1973-74 federal grant is 

consistently positively associated. She coefficient of 

variation for the percapita expenditure on this function 

increased from the 1957-58 level and so one cay conclude 

that federal transfers have not brought equality in the 

expenditure levels. In Chapter IV we have seen 1hat the 

Sixth Finance Commission’s (1973), special grant has not 

brought up the percapita expenditure levels of Andhra 

Pradesh, Assam, Bihar, Madhya Pradesh, Orissa and Uttar 

Pradesh to the all state average level. Ihe federal-transfers 

continues to be in favour of developed states. She explanatory 

variables Density of Population and debt services are not 

significant. Even the statistically significant variables 

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 

regression evidences show that the inter-state expenditure 

differentials are not entirely due to the economic variables, 

fhe expenditure on this function is- decisively influenced by 

the non-economic factors. It seems that decisions for state 

public welfare programmes are determined primarily by the 

need for such programmes.
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Agriculture and Allied Services*

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 

explanatory variables are significant enough to account for 

the spending differentials among the states though federal 

transfers.- exhibits partial positive relationship for a few 

years in a scattered form. This confirms our findings in 

Chapter Y that the expenditure on Agriculture and Allied 

Services differs from state to statecwing to the need for 

food materials, 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 YIII-7 indicates that the
edeterminant structure remains unaltered and identical to that 

of total expenditure. The development expenditure has signi­

ficant positive partial association with percapita income 

between 1967-68 and 1973-74. It is positively associated with 

urbanization and federal transfers continuously, The develop­

ment expenditure comprises expenditure on Social and Community
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Services and Economic services. ¥e have seen that in all 

these Services the richer states had higher percaplta expendi­

tures and the interstate spending differentials on both the 

services increased since 1967-68. At the disaggregate level 

the inter-state expenditure disparity widened since 1967-68 

in Agriculture and Allied Services, Medical and Public Health, 

Transport and Communication and Water and Power Development. 

Inindustry and Minerals though there occurred marginal reduc­

tion in the inter-state expenditure variations the gap is 

still larger* This kind of expansion in the percapita expen­

diture of the developed states might have caused the signi­

ficant partial positive association with percapita income 

from 1967 -68 to 1974-75*

The partial positive relationship with urbanization might 

have been due to the higher spending on Education, Medical 

and Public Health, and Transport by highly urbanized states 

like Gujarat, Haryana, Karnataka, Maharashtra, Punjab, Tamil 

Nadu and West Bengal.. Expenditure on Industry and Minerals is 

very high in ICernataka. The spending on Medical andPublic 

Health is relatively higher in Ha j as than 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 urbanization.



She positive partial regression association with 

federal grants indicates the desired stimulating effects 

and the states receiving larger percapita federal transfers 

tend to allocate higher percentage of the available resources 

for developmental purposes.

Administrative Services.

fable YIII-8 presents the cross-sectional regression 

results for the percapita expenditure on administrative . 

services. Though the direction of association was positive 

with percapita income it became consistently significant after 

1967-68 indicating that the richer states began to spend more. 

The weaker states Bihar, Madhya Pradesh, Orissa and Uttar 

Pradesh continued to have their percapita administrative 

expenditure lower than the all state average. But after 

1965-66 the percapita 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 

significant positive partial relation^iip with percapita income.

It was observed that the percapita expenditure on admini­

strative services is relatively higher in the border states 

namely Assam, Jammu & Kashmir, Punjab, Rajasthan and West 

Bengal obviously owing to higher spending on law and order
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necessitated by their proximity to hostile neighbours. We 

have further seen that the expenditure on law and order which 

forms the major portion of the administrative expenditures 

increased in response to the Indo-Ohinese war (1962), Indo- 

-Pakistani War (1965) and Bangladesh liberation war (1971) 

in the border states and due to increased law and order 

problems in other states. Shis growth trend must have rendered 

the relationship with urbanization insignificant though the 

urbanized states have higher spending leveLs. She positive 

partial association with federal grants shows that the states 

who received larger share of federal transfers allocated more

for this service. As such we may conclude that expenditure on
/

administrative services are also influenced by the demand 

for the services posed by internal and external pressures 

besides per capita income and federal transfers.

Conclusions s

(1) Ihe 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) i’he variables debt services and debt services plus 

discharge of permanent debt do not influence the expenditure 

of the states. 1'his implies that expenditure decisions are 

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

'"Medical and Public Health and Administrative Services exhibit 

that though urbanisation and federal transfers exert influence, 

the spending decisions are primarily made 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 did not indicate any factor considered here as 

determinant.


