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Abstract

The composition and trends of social expenditures at sub-national level in
India has been examined using the secondary data from 1987-88 to 2013-14 of the
state of Odisha. The composition shows (1) the insignificant share of productive
social expenditures, (2) significant share of education relegating the role of health
care and (3) higher priority of transfer payments relative to the level of employment
and health. The comparative analysis of the composition between pre and post-
restructuring period indicates the shifting of priority from education and health
towards transfer payments in the later than the former period. The level of social
expenditures has been declined over the time period leading to excessive contraction
of educational expenditures. The decline in the level of social expenditures is
attributed to the use of implicit loopholes of the efficiency criteria used for the
devolution of federal transfers. For the economic development of the state increased
level of social expenditures, higher priority of education and health and reformin the
efficiency criteria used for the devolution of transfers are of crucial need of the hour.
Key words. social expenditures, health, education, transfemmeats, efficiency
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1. Introduction

The issues of social expenditures have been witlsbussed in the literatures
due to low level and increasing inequalities in gnevision across the sub-national
(state) levels (Kurian, N J 2000)The lower level and increasing inequality leauls t
low level of economic development in the countrjn@Bacharya, Govind 2009) due
to interlinkage between investment in social (humeapital) and economic
expenditures (physical capital) (Appleton, Simond afrancis Teal 1998). The
increasing inequality in the provision results inality in the levels of development
across states. The low level of social expenditusesbecause of inefficient
bureaucracies, corruption and waste. However, mdir@ introduction of economic
reforms during 1990s has adversely affected theerdifures on social services
particularly in the poorer states (Dev, S Maheraird Jos Moij 2002) despite a series
of corrective measurés With the adoption of corrective measures few estat
improved significantly while others lagged behifuisha improved to a larger extent
than other states in terms of own revenue effortd axpenditure contraction
(Ravishankar et al 2008). In this context, this grape-examines the trends and
composition of social expenditures in Odisha.

The remaining structure of the paper is organizedodows. The relevant
literatures relating to social expenditures havenbeviewed in Section Il. In Section
lIl the sources of data and research methods ugegrasented. The empirical results
of composition and trends of social expenditure©ualisha have been explored in
Section IV. This section also analyses the comparattudy of composition and
trends of social expenditures between pre and g@ss$tucturing period. Section V

gives an outline of summary and policy suggestions.

1 Although these expenditures are concurrent jurigmis of both centre and states, the share ofssiste
significant (Dev, S Mahendra and Jos Moij 2002; siohRakesh 2005). S Mahendra Dev and Jos Moij
(2002) have estimated that the social expenditofestates were 85% and 80% during 1990-91 and
1998-99 respectively.

2 The two notable fiscal discipline measures areliM®a Term Fiscal Restructuring Programme (MTFRP)
and Fiscal Responsibility Budget Management Act (FRBNt)oduced during 1 and 12" Union
Finance Commission (UFC) periods. According to threnfer, if the state eliminates the revenue deficits,
contracts the fiscal deficit to 2.5 per cent of GS&nd interest payment to 18-20 per cent of revenue
receipts by 2004-05, it will receive full amountiatentive grants in proportion to its populatioarh
the designed fund. Similarly on the basis of therldebt relieves are given to states on the conditof
elimination of revenue deficits by 2008-09, redastiof fiscal deficits to 3 per cent of GSDP or its
equivalent ratio of interest payment to revenueipgs, committing to annual reduction targets fothb
deficits, annual statement of the prospect of statenomy and fiscal strategy and special statement
along with budget giving the details of number wipdoyees and aided institutions.
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Part 11
2. Review of Literatures

The trend of social expenditures in India has beetely discussed in the
literatures (Dev, S Mahendra and Jos Moij 2002; &uh995; Lalvani, Mala 2009).
Dev et al (2002) has examined the trends of condbgoeial expenditures of centre
and states, social expenditures of centre as well/arage level of social expenditures
of 25 states from 1990-91 to 2000-01. In additiorittthey have analysed the trends
of social expenditures of 15 major states éathe observations in the trends are (1)
declining level of combined social expenditurescehtre and state, (2) Increased
level of central social expenditures and (3) déatinevel of state social expenditures.
The trends of major heads of combined social expaned of centre and states show
that (1) the share of education has increased h@)share of health has remain
constant, (3) the share of rural development dedlin the latter half of 1990s and (4)
the share of expenditures on basic minimum servioeseased. The trends of
aggregate social expenditures of 25 states retieallq1) the share of education has
increased (2) the share of health has declined@nthe share of rural development
declined in the later half of 1990s. Declining €haf education in all states except
Haryana, Orissa, Punjab and Rajasthan and shateealth in all states except
Haryana, Punjab and Rajasthan and MP and mix wémditer supply and sanitation
for all states and (5) better performance of rickl aniddle income states than the
poorer states are the glaring findings of the amalyf the trends of social
expenditures of 15 major states.

Guhan (1995) has examined the trends of socialnekpees of the central
and state governments from 1990-91 to 1995-56 usiogal expenditures as
percentage of total expenditures as well as GDFhadefound that the level of central
social expenditures has marginally increased whilat of states has declined
drastically over the period. Chakrabarty et al @08as compared the shares of
combined educational expenditures of centre antésstas well as the aggregate
educational expenditures of 15 major states betweeand post reform period. They
have found that the shares of both the variable® lsggnificantly declined in post

than pre reform period.Bhat et al (2006) has shthah the trend of aggregate public

8 The trends of social expenditures have been examisiedj the trends of per capita figure and social
expenditures as percentage of total expenditurészaoss State Domestic Product (Dev, Mahendra and
Jos Mooij 2002).
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health care expenditures of all states has dechigrdficantly from 1987 to 2003. It
is due to contraction of health care expenditureish vthe introduction of
liberalization.

However, little attention has been drawn to exptbeetrends and composition
of social expenditures at the sub-national levehanrestructuring period.

Part |11
3. Data Base and Research Methods

The secondary data collected from 1987-88 to 201 3dve been used to
examine the level and composition of social expemes in Odisha. The data relating
to different components of social expenditures hbheen collected from Reserve
Bank of India (RBI) Bulletins, RBI, website www.orbi.in and Odisha Budget
Papers. The various Censuses of India for Populdigure and Central Statistical
Organization for Net State Domestic Product dateetimeen referred.

The composition of these expenditures has been iardnusing their per
capita figure, percentage of total social expemegputotal expenditures and NSDP
over the time periods. In addition to it, the comiion has been explored between
pre and post restructuring period. The per capgarés reflect the total amount of
social services available to an individual per tipegiod. The social expenditures as
percentage of total social expenditures, total edfieres and NSDP indicate the
share of different components of social expendstumetheir total, the share of social
expenditures in total requirements and the effdrithe state for human capital
formation respectively. The level of these expamds has been analysed using the
overall growth rates of total as well as per capgares.

Part IV
4. Empirical Results of Composition and Trends of Social Expendituresin
Odisha

The composition of social expenditutasveals that (1) education has been

given significant priority, (2) the role of healtlare has been neglected, (3) relatively

higher priority has been given to the transfer payts than the health and (4) the

4 The social expenditures mainly consists of edunatiots, sports and culture, public health andlfam
welfare, water supply and sanitation, housing, nrbavelopment, labour and employment, welfare of
SC, ST and OBC, social security measures, nutritiah athers. The relief for natural calamities has
been excluded from the analysis since these expeasgidepends on the extent of natural calamities.
These expenditures are met out of both revenueapital account of the budget. The revenue account
expenditures are the consumption expenditures whéecapital account expenditures are investment
expenditures.

Paged of 16



revenue account social expenditures constitute motess total social expenditures
(Table 1). It is observed from the trends that tfi§ total social expenditures are
growing at lower pace than the total expenditafethe state (2) the expenditures on
education are growing at higher rate than the edipgnes on health and NSDP (3) the
growth rate of health expenditures is lower thanDRStotal social expenditures,

revenue expenditures and total expenditures ot and (3) the expenditures on
welfare of SC,ST and OBC are rising at a highee than all the components of
social expenditures, revenue expenditure, tota¢edpures and NSDP (Table 3).

4.1: Composition of Social Expendituresin Odisha

The estimation of the average shares of differeshponents of social
expenditures show that the share of educationgisest (52.7%) among all the heads
of social expenditures over the period of time. Hmare is around four times of
health expenditures. The combined expenditure aadtthefamily welfare, water
supply, sanitation and nutrition is even less thah of the share of education. The
expenditures on medical facility with low expendés on water supply, sanitation
and nutrition will not improve the health of thegpée due to the expenditures on the
later three are directly linked with the healthpebple. Since health and education are
interconnected, the low level of expenditures oaltherelative to education will
deteriorate the quality of educatforfJocelyn Finlay, 2006; Weili Ding and Steven F.
Lehrer, 2007; Marc Suhrcke and Carmen de Paz Ni@@dd).

The share of expenditures on labour employmentgbeiarginal (2.1%) in
total social expenditures indicates its negligentke combined expenditures of
housing, urban development, welfare of SC, ST aB& (social security welfare and
public information (transfer payments) constitutithg significant portion (22%) of
total social expenditures is more or less saméatsaf the combined expenditure on
health, family welfare, water supply, sanitatiordamutrition. The relatively higher
emphasis on the transfer payments leads to the lewel of economic development.

The share of different components of social exgenes as percentage of total

Jocelyn Finlay (2006has argued that health has three main effects @re¢bnomic growth namely
direct effect, interactive effect and incentiveeetf The direct effect of health indicates that wiies
health of workers increases the productivity peit ofi labour increasesThe complementarities of
health and education state the interactive effect the incentive effect reflects the increase ia th
educational investmenbDing et al (2007) points out that the health bebars and health conditions
directly affect the educational outcomes. In theesavay Suhrcke (2011) argues that growing poor
health deteriorates the quality of education.
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requirements, NSDP and per capita composition show® or less the same thing

(Table Al).

Table 1. Composition of Social Expendituresin Odisha

" ESAC MPH&FW WSS HS UD WSSO SSW LLW NT Oth  Tota
em
295.1 1487 55 96 16 36 823 o o 5/6 6040
1987-88 (48.9)  (24.6) (0.9) (1.6) (0.3) (0.6) (13.6) ~ (9.5)  (100.0)
353.7 162.8 56 116 28 59 80 . o 394 6686
1988-89 (52.9)  (24.3) (0.8) (L7) (0.4) (0.9) (13) : ~ (5.9 (100.0)
4340 1711 22 149 19 26 997 o ., 442 7706
1989-90 (56.3)  (22.2) (03) (1.9) (0.3) (0.3) (1290 ~ (5.7)  (100.0)
461.9 140.6 489 249 157 781 346 9.3 12.7 109 8375
1990-91 (55.1)  (16.8) (58) (3 (1.9 (93) (41) (1.1) (15) (1.3) (100.0)
552.7 1718 80.0 189 255 893 659 108 147 125 1042.0
1991-92 (53.0)  (16.5) (77) (1.8) (25) (86) (63) (1) (1.4 (1.2) (100.0)
631.1 1754 1044 190 209 1064 906 124 193 132 11926
1992-93 (52.9)  (14.7) (88) (1.6) (1.8) (89 (76) (1) (1.6) (1.1) (100.0)
695.1 192.3 971 221 232 1194 99.0 13.3 246 142 13003
1993-94 (53.5)  (14.8) (75 (1.7) (1.8) (9.2 (76) (1) (1.9 (1.1) (100.0)
8284 2442 108.7 400 238 1374 1046 153 227 161 15413
1994-95 (53.7)  (15.8) (71) (26) (1.5) (89) (68 (1) (15 (1)  (100.0)
9459 2654 1332 309 258 1659 1191 139 908 187 18095
1995-96 (52.3)  (14.7) (74) (1.7) (1.4 (92) (66) (0.8 (5) (1)  (100.0)
1078.7  283.7 1496 315 31.7 164.6 1445 189 941 20.7 20179
1996-97 (53.5)  (14.1) (74) (1.6) (1.6) (82 (7.2) (0.9) (47) (1)  (100.0)
1210.9  308.1 190.3 298 327 1695 1463 167 688 209 21941
1997-98 (55.2)  (14.1) (87) (14 (15 (77) (67 (0.8 (31) (1)  (100.0)
14834 4068 2552 31.7 481 228.7 1486 240 756 357 2737.8
1998-99 (54.2)  (14.9) 93) (1.2) (1.8) (84) (5.4 (0.9 (2.8) (1.3) (100.0)
1939.1 4315 2434 325 66.3 2330 1503 225 67.8 357 3222.0
1999-00 (60.2)  (13.4) 76) (1) (1) (72 @7 (07 (1) (1.1) (100.0)
17605 4589 2215 47.1 452 2230 191.6 224 531 722 30954
2000-01 (56.9)  (14.8) (72) (15) (1.5) (7.2) (6.2) (0.7) (L.7) (2.3) (100.0)
1755.6 4496 2514 62.7 438 2689 2083 214 466 304 31386
2001-02 (55.9)  (14.3) (8) (2 (14 (@86 (66) (0.7) (15 (1)  (100.0)
1902.4  497.4 2487 86.0 494 267.1 2256 218 769 384 34138
2002-03 (55.7)  (14.6) (73) (25) (1.4) (78) (66) (0.6) (2.3) (1.1) (100.0)
1899.5 500 258.2 57.8 48.7 2309 3749 222 616 36.7 34904
2003-04 (54.4) (9.4) (7.4) (1.7) (1.4) (6.6) (10.7) (0.6) (1.8) (0.7) (100.0)
19974 6309 2755 782 37.3 2427 3237 230 110.8 334 3752.8
2004-05 (53.2)  (16.4) (73) (1) (1) (65 (86) (0.6) (3) (0.9) (100.0)
2313.9 467 3834 967 59.1 3709 400.6 384 230.6 399 44003
2005-06 (52.6)  (10.6) (87) (22) (1.3) (84) (9.1) (0.9) (5.2) (0.9) (100.0)
2478.6  608.2 3849 1244 572 4446 5455 464 2464 465 49825
2006-07 (49.7)  (12.2) (7.7) (25) (1.1) (8.9) (10.9) (0.9) (4.9) (0.9) (100.0)
32660 746.6 7949 2148 2375 5754 6563 542 2156 530 68142
2007-08 (47.9) (11) (11.7) (3.2) (35) (84) (96) (0.8) (3.2) (0.8) (100.0)
4501.1  936.8  982.8 237.0 136.1 666.1 880.6 432 2188 732 86755
2008-09 (51.9) (10.8) (11.3) (2.7) (16) (7.7) (10.2) (0.5) (2.5 (0.8) (100.0)
55542 11709  680.7 196.9 2829 8352 941.0 735 3500 706 101556
2009-10 (54.7)  (11.5) (6.7) (1.9) (2.8) (8.2) (9.3) (0.7) (3.4) (0.7) (100.0)
6611.9 12724 5753 2714 2660 1211.3 12047 686 518.8 102.7 12103.1
2010-11 (54.6)  (10.5) (48) (22) (22) (10) (10) (0.6) (4.3) (0.8) (100.0)
6909.9 14619  650.8 280.2 173.8 12725 19551 83.6 6351 4191.0 17613.9
2011-12 (39.2) (8.3) (37) (1.6) (1) (720 (11.1) (0.5 (3.6) (23.8) (100.0)
8152.7 1933 7496 377.2 3052 18049 2716.1 1142 7053 3906.8 20764.9
2012-13(RE) (39.3) (9.3) (36) (1.8) (1.5) (8.7) (13.1) (0.5) (3.4) (18.8) (100.0
8883.0 2171.6 1157.6 406.2 719.0 1892.0 2764.1 159.3 658.4 4036.0 22847.2
2013-14(BE) (38.9) (9.5) (51) (1.8) (3.1) (8.3) (12.1) (0.7) (29) (17.7) (100.0)
% of TSE 52.7 14.2 66 19 16 73 72 21 25 38 1000
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% of TEXP 10.6 29 13 04 0.3 15 13 0.4 05 05 19.6

% of NSDP 3.7 1.0 0.5 0.1 0.1 0.5 0.5 0.1 0.2 0.3 7.1

Per Capita 660 155 84 26 25 109 131 12 42 115 1360

Note: ESAC = Education, Sports, Arts and Cultwd?H = Medical and Public
Health and Family Welfare, WSS =Water Supply anchitdaon, HS =
Housing, UD = Urban Development, WSSO = Welfare&s@f, ST and OBC,
LLW = Labour, Law and Welfare, SSW = Social Sequahd Welfare, NT =
Nutrition, OTH = Other and TOT = Total. Values ihet brackets are
percentage of total social expenditures

Source: RBI, Bulletin various issues for 1987 t®091, RBI website for 1990-91 to
2009-10 and website of ministry of finance governtr odisha for 2009-10
to 2013-14 (BE).

The analysis of the decomposition of social expemes into revenue and
capital account indicates that social expenditua@s more or less used for
consumption purposes only (Table 2). The share edfemrue account social
expenditures is on an average 95% of total socipkemditures. It has remained
stagnant over the time period. The revenue accexpénditures on education are
more than half of total revenue account social egfares. However, it increased
continuously from 47.8% in 1987-88 to 60% during@9®0 and then declined
tremendously to 37% in 2013-14 (BE). In a similaaywhe expenditures on health,
social security welfare, nutrition, labour employmeand welfare of SC, ST and
OBC have declined over the years. The expenditoinesiiscellaneous expenditures
have increased tremendously over the years fromr%©87-88 to 37% in 2013-
14(BE).

4.2: Trends of Social Expenditures
The social expenditures are growing at a lower théan total expenditures

even if they are rising in the same rate as thatweénue expenditures and NSDP
(Table 3). The estimation of the growth rates shdhat while the total social

expenditures are rising at 13.9 per cent per antNBDP, revenue expenditures and
total expenditures are increasing 13, 13.7 and p@rdcent respectively. The per
capita growth rates also indicate that even ifgaecapita social expenditures are on
an average increasing in the same rate of NSDPrewvehue expenditures these
expenditures are rising 6.5 per cent less thamgtbeth rate of total expenditures of
the state. It indicates that over time the stat digen higher priority to non social

expenditures relative to social expenditures. Furdven if the capital account social

expenditures are growing 2 percent more than thentee account social expenditures
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the larger base between the two does not helphergrowth of human capital

formation in the state.

Table 2: Revenue Account Social Expendituresin crores

Item ESAC MPH WSS HS UD WSSO LLW SSW NT  Oth  Toa
2886 147.6 79.2 576 5730
1987-88 478 (244) ° 0 0 0 O 31y 9 (95 (949
3393  162.2 86.8 394 627.7
1988-89 07) (42) ° 0 0 0 O a3y 9 (59 (939
4150  169.2 99.4 442 1278
1989-90 538) (21.9) ° 0 0 0 O 13 9  57) (944
4517 1350 404 114 138 752 93 345 127 109 7948
1990-91 (526) (161) (48) (13) (16) (9 (L1) (41) (15 (13) (94.9)
5485 1566 632 114 217 861 108 656 147 125 9910
1991-92 2 (15 (6 (1) 2 (82 (1) (63 (14 (12) (951)
6200 1715 881 129 186 1023 124 899 193 132 11484
1992-93 (529) (144) (74) (1) (16) (85 () (75 (1.6) (L1) (96.3)
6882 1874 708 133 208 1160 133 986 246 142 12472
100394  (529) (144) (54) (1) (16 (89 (1) (75 (1.9 (1)  (95.9)
8152 2157 873 195 212 1334 153 1042 227 161 1450.7
1994-95 (529) (14) (.7) (1.2) (14) (86) (1) (67 (15 (1)  (94.1)
9426 2548 1104 191 229 1630 139 1189 908 187 17552
1995-96 52) (141 (61) () (@3 (9 (©07) (66 (65 (1) (97
10661 2738 1120 192 292 1622 189 1439 941 20.7 1940.1
1996-97 (528) (136) (56) (1) (14 (8 (09 @1 @7 @) (9.1
12084 297 1462 215 307 1665 167 1463 688 20.9 21230
1997-98 (55 (135) (67) (1) (14 (76) (08 (67 (31 (1)  (96.7)
14797 4012 2187 21.9 463 2257 240 1483 1756 357 2677.1
1998-99 (54 (147) (8) (0.8) (17) (82 (08 (54) (28 (13) (97.8)
10304 4257 2219 246 654 2303 225 1503 678 357 31745
1999-00 (59.9) (13.2) (69) (07) () (1.1) (07) (A7) (1) (L1) (985)
17416 4331 1666 310 441 2167 224 1916 531 722 29723
2000-01 (56.2) (14) (54 (1) (14 (@) (07 (62 (L7) (23  (96)
17333 4214 1770 46.6 432 2632 214 2083 466 304 29914
2001-02 (55.2) (134) (56) (15 (14) (84) (0.7) (66) (1.5) (1)  (95.3)
1882.8 4506 2035 37.0 490 2582 218 2256 769 384 32529
2002-03 (551) (135) (6) (1) (14) (15) (0.6) (66) (2.2) (L1) (95.3)
1881.8 4588 2114 410 47.7 227.7 222 3749 616 367 33638
2003-04  (53.9) (86) (6) (11) (14) (65) (0.6) (107) (1.8) (1)  (96.4)
10954 627.5 2286 571 361 2412 230 3237 1108 334 36768
2004-05 (531) (16.7) (6) (15) (1) (64) (0.6) (86) (2.9) (0.9)  (98)
23116 4506 3133 793 575 3595 384 4006 230.6 39.9 42812
2005-06 (525) (10.2) (7.0) (18) (13) (81) (0.9) (@1) (5.2) (0.9) (97.3)
24744 5755 2579 1075 508 4120 464 5455 2464 465 47628
2006-07 (49.7) (116) (5.1 (1) (1) (82) (0.9) (109) (4.9) (0.9) (95.6)
32602 7262 3541 1424 2222 4868 542 6563 2156 530 61710
2007-08 (478) (10.7) (52) (1) (33) (7.1) (0.8) (96) (31) (0.8) (90.6)
44977 9219 2700 1470 1286 5735 432 880.6 2188 70.7 77519
2008-09 (51.8) (10.6) (3.1) (L7) (L5) (66) (0.5) (10.1) (2.5) (0.8) (89.3)
55411 11463 3465 1521 2747 7016 735 941.0 3500 663 95929
2009-10 (546) (113) (34) (L5 (27) (69) (0.7) (93) (34) (0.7) (94.4)
64243 12438 512.5 1780 2612 8166 686 12047 518.8 902 113186
2010-11 (53) (103) (42) (15) (1) (67) (06) (9.9) (43) (0.7) (93.5)
68008 1425 5632 163.8 1651 9827 836 1803.6 6351 4173.9 16805.6
2011-12 387) (81) (32 (1) (1) (56) (05) (102) (3.6) (23.7) (95.4)
79064 1818.6 599.2 217.7 272.2 13435 1142 25161 7053 3879.1 193723
2012-13(RE) (38) (88) (3 (1) (13) (65) (05 (12.1) (34) (187) (93.3)
86247 20042 7451 2515 6510 14329 159.3 25941 658.4 39902 211112
2013-14(BE) (37.7) (8.8) (32) (1L1) (28 (62) (0.7) (11.3) (2.9) (17.4) (92.4)
25140 589 2545 761 108 4073 395 5271 1924 480 50613
Average (514) (124) (48 (1) (15 (67) (07) (86 (26 (38 (9.1

Note: Same as Table 1.

Source: Same as Table 1
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Table 3: Growth Rates of Social Expenditures

Per Capita Growth

Components of Social Expenditures Growth Rate Rate
ESAC 13.2* 11.6*
Health (MPH+WSS+NS) 12.6* 11.0*
MPH 10.5* 8.9*
WSS 18.9* 17.2*
HS 14.7* 13.0*
ubD 18.4* 16.8*
WSSO 20.5* 18.8*
LLW 5.0* 3.5
SSW 17.9* 16.3*
NT 17.7* 16.0*
Others 15.4* 13.8*
Total Social Expenditures 13.9* 12.4*
Revenue account Social Expenditures 13.8* 12.2*
Capital account Social Expenditures 15.8* 14.1*
NSDP 13.0* 11.4~*
Revenue Expenditures 13.7* 12.1*
Total Expenditures(R+C) 20.4* 18.7*

Note: The acronyms are same as Table 1 and *ateficsignificant at 5%
significance level.
Source: Same as Table 1

Although the expenditures on education are growawger than total social
expenditures, revenue expenditures, total expemrditand NSDP, they are increasing
marginally (0.6%) more than the health expendituidse expenditures on water
supply and sanitation and nutrition are rising mahan the expenditures on
education, revenue expenditure, total expenditares NSDP. The expenditures on
the welfare of SC, ST and OBC are increasing aglagst rate (20.5%) than the other
expenditures. The higher growth rate of these edipgnres adversely affects the
growth of the economy since these expendituresmdol&neously contribute towards
the economy.

4.3: A Comparative Analysis of Social Expenditures between Pre- and Post-
Restructuring Period
The constitutional division of revenue raising ca@pa and expenditure

responsibilities between centre and states ligtethe seventh schedule gives rise to
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fiscal imbalances in Indian federal transfers sy8teln order to reduce the
imbalances central shared taxes and grants (fettarafers) from centre to state are
transferred through the UFC under article 280, R€ @entral Ministries (CM) under
article 282. The share of a state in UFC transfers is detesehby the methods and
their weights used in the distribution of UFC trfen$, Often the methods and their
weights have changed (Om Prakash, et al. 2003ranRajaraman et al 2005;
Srivastava, 2010). If the methods and their weiglrts favourable for a state, the
share of the state increases and vice versa. Howbheemethods used as equity
criteria contradicts the methods used as efficieagieri@ and the contradiction
encourages states to use either of the two critexitheir strategy to maximize their
share in federal transfers. The neutral and equitgria have been used uptd 9FC
period and thereafter neutral, equity and efficjendteria to distribute the central
shared taxes (Table A2). In this context a comparadnalysis has been made
between the UFC periods using need and equity ®@orle hand and need, equity and
efficiency on the other.

The declining share of social expenditures andtisgi of government’'s
priority from human capital formation to transfemayments are the glaring
observations in the post restructuring period (€abl

The average estimate of social expenditure revdas$ the total social
expenditures as percentage of NSDP have remainegl ondess constant in both the
periods. The share of these expenditures in taf@rditures has declined by 6.2% in

the later period due to decline in the share oemere account social expenditures.

6 The fiscal imbalances are vertical and horizorithe inequality in revenues and expenditures betw
different levels of government is called verticadchl imbalance while between same levels of
government is horizontal fiscal imbalance. Theieattfiscal imbalance arises due to the assignroént
progressive taxations on the centre with minordsvin the states on the ground of uniformity and
efficiency and larger share of expenditure respmlitsés with the state on the ground of autonoifige
horizontal fiscal imbalance is due to differencaestax base, tax effort, geographical and climatic
conditions, population growth and the level of depenent.

7 However the UFC being a constitutional body asdréinsfers constitute on an average 70% (14 major

states average from 1976-77 to 2009-10) of totmhdfiers over time period heavily influences the

revenue of state.

The different methods used to distribute centrarasth taxes over time are population and area @eutr

criteria), inverse income method and distance ntetequity based principles), tax effort and

improvement in own revenue over revenue expendifuevenue deficit and fiscal deficit (efficiency
criteria). It has been estimated using the datddofmajor states from 1976-77 to 2009-10 that on an
average the central shared taxes is 90% of tot@l tokhsfers. The UFC distributes grants on the ludsis

Gap Filling Approach and per capita expenditurestate (equity criteria).

The neutral criteria provides equal per capita sharstates irrespective of the level of fiscal azty.

The equity criteria provides more per capita sharstates with more deficiency in fiscal capacity a

vice versa. The efficiency criteria give more papita share to states with higher fiscal discipliéile

the equity criteria arouses to decrease fiscaldaigpthe efficiency criteria arouses to increase fiscal

capacity.
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Although the growth rate of these expenditures @&agimally higher in later period
than the former it is not able to influence thershaf the expenditures. In the former
period, the UFC used the neutral (need) criteridistribute the central shared taxes
and equity criteria to distribute central sharexetaand grants with a diversion of
weights from neutral towards equity criteria ovecassive Commissions. Odisha
being a poor state could gather a significant sbérts total revenue (38.1%) in terms
of UFC transfers and hence did not interfere thareslof social expenditures. In the
later period three criteria were used to distribiie central shared taxes but weight
shifted continuously from need and equity towarffisiency. Comparing the benefits
of equity and efficiency criteria Odisha used edficy criteria as its strategy since
need criteria is independent of the level of fiscapacity (Footnote 9). It increased
the tax effort by 1.4% and declined the proportteriacrease in the share of revenue
expenditures by 16.2% relative to the own revemul$DP through the contraction
of social expendituré® The share of revenue expenditures in total expees
declined from 60.3% to 45.3%. The addition of largkare of central shared taxes
with increased own revenue on the one hand andtieduof revenue expenditures
on the other hand reduced the revenue and fisfiaitdfe The average revenue deficit
declined by 0.1% whiles the fiscal and primary déty 1% and 1.8% respectively in

the later period.

Table 4: Composition of Social Expenditures between Pre and Post

Restructuring Period

Components % of Total Soc exp % of NSDP % of Tot exp
Pre Post Pre Post Pre Post

ESAC 53.3 52.4 3.5 3.8 12.8 9.6
MPH&FW 18.7 12.4 1.2 0.9 4.2 2.4
WSS 4.9 7.3 0.3 0.5 1.4 1.3
HS 2.0 1.9 0.1 0.1 0.5 0.3
ubD 1.3 1.7 0.1 0.1 0.4 0.3
WSSO 5.8 7.9 0.4 0.6 1.7 1.4
LLW 5.6 0.7 0.4 0.0 0.9 0.1
SSW 4.1 8.5 0.3 0.6 1.2 1.3
NT 1.0 3.2 0.1 0.2 0.3 0.5
OTH 3.4 4.0 0.2 0.4 0.6 0.5
10 It has been estimated that the proportion of cewenue has increased by 26.9% while the propodio

revenue expenditures has increased by 10.7% in N®IDb#Ppre to post contradictions period.
u The central shared taxes have increased by i #€ post than the pre contradictions period.
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TOT 100.0 100.0 6.6 7.3 24.0 17.8

Note: Same as Table 1
Source: Same as Table 1.

The commission wise analysis in the post restrugjuperiod indicates that
the share of social expenditures in total expenektunas declined tremendously
(Table 5). It is found that the share has decre&sea 32% during 10 UFC to 8%
during 13" UFC. The state used the loophole of the efficiecriteria as its strategy
to harness more federal transfers due to the agsous diversion of the weight from
need and equity towards efficiency criteria in thstribution of central shared taxes
and introduction of MTFRP during 1land FRBMA during 192 UFC period?.

The share of social expenditures in total expenetitaeclined from 0to 11"
UFC period by 10.5%. During fIUFC period, MTFRP was introduced along with
the diversion of weight (5%) from neutral critertawards equity (2.5%) and
efficiency (2.5%) criteria used in the distributioh central shared taxes (Table A2).
Comparing the benefits derived from equity prineipked to distribute central shared
taxes and grants with that of efficiency criterised in the distribution of central
shared taxes and MTFRP, Odisha used the lates agategy. However, it marginally
(0.6% of NSDP) reduced the revenue deficit throdgd contraction of social
expenditures (Table A3) due to small size of theedaa MTFRP (2% of total grants)
(Rao 2004).

The share of social expenditures declined tremesiddtom 11" to 12" UFC
period (15.2%). During 2 UFC period, FRBMA was introduced along with the
diversion of weight (12.5%) from equity towards trali(10%) and efficiency (2.5%)
criteria used in the distribution of central sharactes. Comparing the benefits
derived from equity principle used to distributental shared taxes and grants with
that of efficiency criteria used in the distributiof central shared taxes and FRBMA,
Odisha used the later as its strategy. Since tee cfi benefit from the FRBMA is
large it eliminated the revenue deficit and corteddhe fiscal deficit to 3% of GDP

through the larger contraction of social expenésuiTable A3).

12 Although the state has increased its own reveanagginally over successive commissions
(Table A4), it has contracted the social expendiguvehemently. The loophole of the
efficiency criteria is contraction of revenue acebsocial and economic expenditures to raise
the proportion of own revenue relative to revengeeaditures and reduce the revenue deficit
and fiscal deficit.
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The further reduction of weight of equity critefiram 12" UFC to 13 UFC by
2.5% leads to the marginal rise (1.7%) in socigbeexitures due to the marginal

revenue surplus on the hand of the state (Table A2)

Table5: Commission wise Social Expenditures (% of Total Expenditures)

ESAC MPH WSS HS UD WSSO LE SSW NT Oth Total
8" FC 7.5 2.5 1.3 05 03 1.3 0505 03 0.2 148
9h-1FC 8.9 2.5 11 05 0.3 14 0205 03 0.2 1538
9-2FC 157 4.6 22 06 05 26 0319 05 0.3 293
10thFC  17.6 4.5 26 04 05 26 030 11 0.3 320
11thFC 125 3.0 15 04 03 15 01n5 04 03 215
12th FC 3.2 0.7 06 02 0.1 05 000.6 02 01 63
13th FC 4.0 0.9 04 0.2 0.2 08 0111 03 01 8.0

Note: Same as Table 1
Source: Same as Table 1.

The disaggregated analysis shows that the priaftghe government has
shifted from education and health to transfer paymdt has been estimated that the
expenditures on education and health has declige®.8% and -1.7% respectively
while the expenditures welfare of SC, ST and OB@s$ social security welfare have
increased 2.1% and 4.4% respectively in the lateind'.

Part V
5. Conclusion
The level of expenditures on social services iscamled in a country to raise

the human capital formation for further stimulatiohgrowth and development. In

Odisha the level of these expenditures has dectmeatendously over the time period
particularly in the post restructuring period. Tsiate has misused the efficiency
criteria to harness larger share of federal tramst@rough social expenditures
contraction. The loopholes are implicit in the @#ncy criteria introduced in the

devolution of federal transfers as well as in thstnucturing programme of MRTFRP
and FRBM Act. The state has shifted its prioritynh education and health to transfer

payments to increase its political gdinThe loopholes of the efficiency criteria used

13 The health expenditures is the combination of edpares on public health and family welfare,

nutrition, and water supply and sanitation. Everthé share of expenditures on water supply and
nutrition has increased by 2.4% and 2.2% respdgtithe share of public health and family welfares ha
decreased by 6.3%.

It has been observed that the number of memblected to the Legislative Assembly from
Biju Janata Dal party has increased over successigetions (Various State Election
Commissions).

14
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to restructure the finances of the poor state aglden priority of transfers’ payments
have pulled it into the mire of poverty. It hasgassed Bihar in the level of poverty in
1999-2000 (Bhattachaya 2009). In this juncturestia¢e has to raise its level of social
expenditures and give more priority to health anducation for economic
development. In addition to it, the reform in th#iogeency criteria is of crucial

importance.

Appendix
Table Al: Composition of Social Expendituresin Odisha (Average of 1987-88 to
2013-14(BE))

% of TSE PCSE % of TE % of NSDP
ESAC 53.72 660.52 10.6 3.72
MPH 13.66 152.82 2.8 0.93
WSS 7.48 86.33 15 0.51
HS 2.15 26.77 0.4 0.15
ub 1.82 25.82 0.3 0.13
1B 0.29 2.88 0.1 0.02
WSSO 8.46 110.78 1.6 0.58
LE 0.97 9.42 0.2 0.07
SSW 7.79 130.81 1.3 0.54
NT 2.85 43.59 0.5 0.19
OTH 0.80 9.91 0.2 0.10
TOT 100 1259.65 194 6.90

Note: Same as Table 1
Source: Same as Table 1

Table A2: Weights of Equity and Efficiency Criteria of UFC to Distribute
Central Shared Taxes

g g gz qgh 1 i 1@

Equity 125 7125 56.25 59.37 60 62.5 50 47.5
Efficiency 0 0 0 0 10 12.5 15 175
Neutral 87.5 28.75 53.75 40.63 30 25 35 35
Source: Respective Finance Commission Reports.

Table A3: Commission wise Deficits

UFC RD%NSDP FD%NSDP PD%NSDP
g 0.9 5.4 2.8
9th-1 0.8 4.6 2.1
9th-2 1.1 4.9 1.7
10h 4.1 6.5 3.0
11t 3.5 6.2 0.6
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12h 2.1 0.5 2.7

13h -1.9 2.3 0.4

Note: RD = Revenue Deficit, FD = Fiscal DeficiD B Primary Deficit and NSDP
=Net State Domestic Product
Source: Same as Table 1.

Table A4: Commission wise State Finances

UFC OR%RE OWT%NSDP OWNT%NSDP CST%NSDP
g 38.6 4.3 1.8 4.3
9th-1 39.3 4.2 1.6 4.6
9th-2 37.6 4.5 2.1 5.5
10h 33.4 4.2 1.7 4.7
11t 37.6 5.7 1.8 5.9
12h 51.4 6.5 2.4 6.7
13" 53.0 7.1 3.0 6.4

Note: OR = Own Revenue, OWT = Own Tax, OWNT = OMon Tax, CST =
Central Shared Tax and NSDP =Net State Domestidueto
Source: Same as Table 1.
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