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Abstract 
In the face of a volatile fiscal situation, where the 
internal resource mobilization remains at the staggering 
end, a productive and efficient spending mechanism 
remains a very important economic tool to encourage 
social and physical infrastructure on one hand and 
economic growth in other hand. This paper is an attempt 

to analyze the growth and efficiency of government 
expenditure in the state of Jammu and Kashmir in order 
to ascertain how efficient and productive the spending 
system of state is. The paper uses different growth 

indicators followed by ADF regression analysis. The 
results show that the government expenditure in the state 

has increased enormously over last thirty years with an 
annual average growth rate of high magnitude along 
with wide range of fluctuation. Most of the expenditure 
over the years has been spent on activities like organs of 
the state, administrative services, security, salaries, 
pension law and order etc and comparatively, a meager 
amount has been spent on social and economic services. 
Further, the result indicates that the government 

expenditure on developmental activities of the state is 
less elastic with change in state income (NSDP) while as 
on other hand the expenditure is more elastic in those 
activities which are mostly related to non developmental 
expenditure which does not lead to economic and social 
development. Therefore there is need to find the 
determinants of government expenditure for clear 
understanding of factors responsible of this inefficiency 
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1. Introduction 

 

In a modern welfare characterized state where the 

government emerges as a single largest public 

sector, the government expenditure of the state 
become the enormous as it has to accommodate the 

varying tastes and preferences of a diverse social 

groups (Glomm and Ravikumar,1992; Aschauer, 

1989). As a result government expenditure in 

modern times shows an increasing trend on account 

of the “ever- increasing scale of State activity”. 

This tendency in economic literature is known as 

“Wagner’s law of increasing expansion of State 

activities”. So overall the modern government has a 

wide and increasing responsibility to promote 

welfare and growth by keeping itself active in all 
programs related to growth and development of 

Economy as well as people of the state (Lindert, 

2004). 

 

 

 

 

 

Literature suggests that the growth of government 

expenditure is the emergency of modern state, 

capable with fiscal capacity, (Atkinson and Stiglitz, 
2015). The study of (Lindert, 1994; 2004) stated 

that the public expenditure increases due to enlarge 

the provision of collection of public goods and 

services to its people. The growth in volume of 

government expenditure comparative to income in 

past has been measured as the growth of 

government expenditure from a long term potential, 

(Chery and Borcherding, 1997; Tanzi and 

Schuknecht, 2000). In terms of relation of growth 

between government expenditure and income large 

number of studies has come with vague results. 
(Ram, 1987) argues that there is qualified support 

for Wagner’s law, (Shelton, 2007), finds no 

relation, whereas (Akito by et al., 2006; Easterly 

and Rebelo, 1993) find that it does seize any 

relation in their respective data. (Durevall and 
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Henrekson, 2011) conclude, for considerable 

periods, the relative size of the public sector has 

not increased. So it seems that the growth of 

government expenditure is mostly depend upon 

periods covered, study area and model specified, 
otherwise it cannot be generalized that the 

government expenditure is a increasing 

phenomenon by simply referring the literature 

discussed in past.  

 

Jammu and Kashmir falls under the sixth scheduled 

states having a difficult geographical terrain with 

low infrastructure and low level of economic and 

social development. Over the last one decade the 

increasing public expenditure on infrastructure 

such as roads, railways, or communication systems 

and the provision of basic education and medical 
services raises the economic potential of economy 

on one hand and increase the social standard of the 

people on other hand (Hassan et al., 2016a; 2016b). 

The public expenditure in Jammu and Kashmir is 

very complicated to analyze because of its nature 

of spending varies time to time. The state has 

passed through different economic and social 

atrocities that the public expenditure never remains 

towards a particular direction.  

 

It seems that there has been a conflict shift in the 
pattern and deduction of government expenditure 

since late 90’s due to the various social economic 

and political obstacles that the state has 

experienced from time to time. As a result there has 

been a tremendous increase in government 

expenditure on administrative purposes, law and 

order, salaries for government employees, pension, 

debt repayment etc which enters in to the 

unproductive expenditure category. As a result, 

expenditure on social and economic services like 

education, health care, tourism, industries, 

transport, infrastructure like roads, railways, 
communication etc has received secondary 

attention on the part of the government with the 

passage of time.  It is only from last few years that 

the government expenditure in the state has 

changed the course of its spending towards the 

developmental purpose, capital generation and 

infrastructure developmental programs in the state 

and results tremendous increase in government 

expenditure on productive category. 

Therefore, this study is an attempt to understand 

the growth, pattern, efficiency and productivity of 
government expenditure in the state of Jammu and 

Kashmir so that an efficient and vibrant fiscal 

system can build for efficient economic 

performance of the state.   

 

2. Background of the Study  

 

The Jammu and Kashmir state is predominantly an 

agriculture state where 75 percent people are still 

directly or indirectly getting their livelihood from 

this sector. The state is far away from the modern 

means of development. The economy of the state 

has shown an upward trend and positive sighs over 

the years to bring back the state on the path of 
development. The Jammu and Kashmir has a low 

level of infrastructure which hampers the growth of 

other sectors and economy as well. Over the years 

the government has brought consistent changes in 

the growth and pattern of public expenditure in 

order to address the question of stagnant economic 

growth in the state. However the changing pattern 

of public expenditure that has been brought in to 

system has not produced any significant change in 

the pace of economic growth of the state.  

 

Over last thirty years the public expenditure of the 
state has increased at an average annual growth rate 

of 16.3 percent while as the Net State Domestic 

Product (NSDP) has increased at an average annual 

growth rate of 13 percent (current prices)(Eco. 

Survey, 2013-14). Given the public expenditure 

multiplier by the economic literature, the NSDP 

must increase greater than proportionate to the 

growth of public expenditure. But it suggests the 

inefficiency and less productivity of the public 

expenditure of the state to boost the economic 

growth in the state. This might have been due to 
various leakages in the expenditure income flow of 

the state. The public expenditure of the state 

“between 1984-85 to 1993-94” has increased with 

an average annual growth rate of 15 percent while 

as revenue expenditure and capital expenditure 

increased with average annual growth rate of 10 

and 14 percent respectively during same period 

(RBI, 2013-14). The NSDP of the state during this 

period has increased with average annual growth 

rate of 10 percent at current price and 2.1 percent at 

constant (2004-05) prices during same period. 

Similarly between 1993-94 to 2003-04 the total 
public expenditure of the state has increased with 

average annual growth rate of 13 percent and 

revenue expenditure and capital expenditure has 

increased with average annual growth rate of 12 

and 9 percent respectively during same period. The 

highest growth and total expenditure and revenue 

expenditure in this period might be due the 

changing economic setup and growing political 

instability in the state which increases salary bills, 

administrative expenses, law and order expenses 

and much more expenses related to own 
expenditure of the state and less emphasis were 

given to capital expenditure which later results to 

low and insufficient revenue mobilization in the 

state due to less expenditure on the capital 

generating sources during this period. During 1993-

94 the NSDP at current prices has increased at an 

average annual growth rate of 9 percent and 3.9 

percent at constant prices. Further during last ten 

years from 2003-04 to 2013-14 the total 
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expenditure and revenue expenditure has increased 

at an average annual growth rate of 15 and 13 

percent respectively. Similarly the capital 

expenditure has got highest share during this period 

(RBI, 2013-14). The capital expenditure during this 
period has increased at an average annual growth 

rate of 16 percent. It shows that the state has 

adopted the policy to strengthen the revenue 

generating sources over last ten years to balance 

the expenditure and revenue of the state which has 

remained  very unbalanced over last two and half 

decades. With growth in capital expenditure the 

NSDP of the state at current price has increased at 

an average annual growth rate of 12 percent at 

current prices and 4.9 percent at constant prices 

which no doubt show a positive and encouraging 

trend in the economic activities and public finance 
of the state. 

 

Further the developmental expenditure of the state 

during 1984-85 to 1993-94 was growing with 

average annual growth rate of 10 percent while as 

non developmental expenditure was growing at 

13.8 percent annually during the same period. 

Between 1993-94 to 2003-04 the developmental 

expenditure was growing at 10.4 percent while as 

non developmental expenditure was growing at 

16.3 percent annually during the same period. It is 
only from last ten years from 2003-04 to 2013-14 

that the developmental expenditure has increased 

with an average annual growth rate of 13.9 percent 

and non developmental expenditure has shown 

decreasing trend growing at 13 percent annual 

during the same period. Similarly the social, 

economic and general expenditure of the state has 

shown an unexpected and fluctuating trend. The 

social expenditure of the state between 1984-85 to 

1993-94 has increased at an average annual growth 

rate of 13 percent but between 1993-94 to 2003-04 

the social services expenditure has increased at an 
average annual growth rate of 9 percent which 

clearly shows a large decline in social services 

expenditure during this period (RBI, 2013-14). 

During last ten years from 2003-04 to 2013-14 the 

social services expenditure has increased 297 

percent with average annual growth rate of 13.3 

percent respectively during same period which 

shows an upward trend in expenditure in social 

services like health care, sanitation, electricity, 

roads, transport etc. On other hand the economic 

expenditure of the state over the year’s shows 
upward trend but with low rate of growth. During 

1984-85 to 1993-94 the Economic expenditure was 

increasing at an average annual growth rate of 8 

percent respectively Further during 1993-94 to 

2003-04 the economic expenditure has increased at 

an an average annual growth rate of 11 percent 

while as during last ten years from 2003-04 to 

2013-14 the expenditure on economic services has 

increased 340 percent with average annual growth 

rate of 14.4 percent which mean that state has 

adopted the policy of self sufficiency and self 

dependence by increasing its expenditure on 

services like industries, hydro plants, animal 

husbandry, handicraft etc were it can generate 
income. But apart from expenditure on social and 

economic services the expenditure on general 

services have always remain ahead due to different 

economic, political and social constraints inside the 

state. The general expenditure between 1984-85 to 

1993-94 has increased at an average annual growth 

rate of 13.8 percent. During 1933-94 to 2003-04 

the general expenditure has marked highest status 

and its share in total expenditure was highest 

during this period. The general expenditure during 

the period has increased 430 percent with an 

average annual growth rate of 16 percent which is 
highest than social and economic expenditure 

during the same period. Moreover from last ten 

years during 2003-04 to 2013-14 the expenditure 

on general services has increased only 285 percent 

with average annual growth rate of 13 percent 

which is less than last decade which might be due 

to policy diversion and focus on social and 

economic expenditure. 

 

3. Justification of Research  

 
Thus it is evident from above discussion that the 

state has observed a wide fluctuation not only 

revenue expenditure and capital expenditure but 

also wide gap can be seen between developmental 

and non developmental expenditure. Similarly a 

wide imbalance has been observed in expenditure 

on social, economic and general services. 

Therefore we find that the public expenditure 

policy in the state over the years has remained 

more or less inefficient and unproductive, where 

more expenditure was incurred on the general 

services like salaries, law and order, security etc 
and less emphasis were given to economic and 

social services like transport, industries, 

communication, and resources development. Thus 

it is imperative to study the growth pattern, 

efficiency and productivity of the government 

expenditure in the state of Jammu and Kashmir to 

understand the allocation pattern and different 

bottlenecks present in the spending mechanism of 

the state for an efficient and vibrant fiscal structure. 

 

4. Objective of Research 

 

The study has been carried out for a period of thirty 

years, 1984-85 to 2013-14. This is a period in 

which state economy has undergone a wide 

fluctuation both in its agriculture and industry 

sectors, thereby giving rise to a wide fluctuation in 

the expenditure pattern in the state. Further entire 

period has witnessed a drastic political instability 

and social unrest leading a wide change in 
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expenditure and economic policies in the state. 

During this period the public expenditure has 

increased to the fantastic heights, but state income 

has failed to keep pace with rapid growth of 

government expenditure in the state.  
Therefore it is imperative to analyze the growth, 

pattern and efficiency of public expenditure in the 

state of Jammu and Kashmir in order to ascertain 

the direction, growth and efficiency of government 

expenditure to put fiscal system as well as 

economy on vibrant path. Keeping the problem in 

mind, the paper is an attempt to study following 

objectives. 

I) To analyze the growth and pattern of 

public expenditure in the state of Jammu and 

Kashmir over the years. 

II) To study the efficiency of Public 
expenditure in the state 

4.1 Sources of Data 

The study is primarily based on secondary data for 

thirty years’ time period from 1984-85 to 2013-14. 

The main sources of data are the annual state 

finance reports by RBI, annual state budget reports 

of Jammu and Kashmir, Handbook of Economy of 

Jammu and Kashmir, Economic Surveys of Jammu 

and Kashmir over the period of time. We have also 

collected data from the directorate of Economics 

and Statistics Jammu and Kashmir and Handbook 
of Indian Economy RBI regarding the Economy of 

Jammu and Kashmir. 

 

5. Material and Methods 

 

Keeping consistency with objectives of the study, 

the methodology has been geared up in that 

direction. To identify the growth, pattern and 

efficiency of Government expenditure in the state 

of Jammu and Kashmir, Exponential growth rate, 

Trend growth and trend line has been used. Further 

compound annual growth rate has been used to 
identify the average annual growth rate over the 

years and between the different time periods in 

order to know the actual status of government 

expenditure and its components. Time point 

elasticity and ratio of government expenditure and 

its components to NSDP of state has been taken to 

analyze the elasticity of government expenditure of 

the state. We believe, such an exercise will reflect 

upon the efficiency of the public expenditure of the 

state In order to analyze the efficiency of 

government expenditure regression approach 
model has been used. 

The analysis is carried out in two sections. Section 

I analyzes the growth, productivity and allocation 

pattern of government expenditure and its different 

categories while as section II analyzes the 

efficiency of government expenditure and its 

categories in the state of Jammu and Kashmir. 

Following econometric techniques where used for 

section I. 

I) CAGR is computed by following model: 

CAGR (t0 - tn) = (Vtn/Vt0)1/tn – to - 1 

Where    Vt0 = start value, Vtn = End Value 

to = start year and tn = end year 

II) Exponential growth rate is computed by 

following model 

 
Where, Y = Tax revenue or any other fiscal 

indicator, r = the growth rate, t = time factor and 
‘a’ = constant term. 

III) NSDP-expenditure ratio is computed by 

following model: 

  

Where, NSDP is Net state domestic product at 

current prices, t=is time/ year 

Section II is an attempt to study the 
efficiency of government expenditure and its 

different components. In this paper efficiency of 

government expenditure and its components is 

measured by using elasticity measures and 

regression approach. It is a matter of fact that for 

any regression analysis, data needs to be stationary.  

Stationary is a attributing of a process that develops 

through time that can cause problems in statistical 

conclusion involving time series models. The 

stationary of variables under scrutiny is necessary; 

otherwise the results of regression equation would 

be spurious. In this paper Augmented Dickey fuller 
and Phillips person unit root test has been used to 

check the stationary of the variables at level form 

of time series data. The estimation procedure of 

section II is shown as below: 

I) Time point elasticity is computed by following 

model 

  

II) The ADF test is conducted using the regression 

of the form: 

 
Where, Δ is the first-difference operator,  is the 

respective variable of expenditure over time, p is 

lag, is constant,  are parameters and 

 denotes stochastic error term.  

If = 0, then the series is said to have a unit root 

and is non-stationary. Hence, if the hypothesis,  

=0, is not accepted according to equation it can be 

concluded that the time series does not have a unit 

root and is integrated of order I(0), or in other 

words  it has stationarity properties. 

II) Similarly the Phillips-Perron (PP) test is 

estimated by following equation: 

 
Where,  are the expected least-squares 

regression coefficients. The hypotheses of 
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stationary to be tested are H0:  = 1 and H0:  = 

1, = 0. 

5.1 Regression estimation 

 

Ordinary Least Square (OLS) been applied to 

estimate the efficiency of government expenditure 

and its different categories. The paper makes use of 

the usually established models used by the (Ram, 

1987; Durevall and Henrekson, 2011; Robert et al., 

2009). 

III) Efficiency of Government expenditure and its 

categories is computed by model 

  
Where govtexp = total government expenditure/ 

other different categories of expenditure at time t, 

α=intercept; β= efficiency coefficient of respective 

expenditure category; nsdpt = Net State Domestic 

Product at time t; and µt = error term. 

 

6. Result and Discussion  

 
6.1 Growth and patter of government, revenue and 

capital expenditure 

In recent years, in the state of Jammu and Kashmir, 

the trend in public expenditure has completely 

changed from its existing structure. In almost two 

decades the major expenditure were incurred on the 

general services and less were for economic and 

social services which results that the state remained 

under development for long period of time. Over 

last thirty years the government expenditure has 

fluctuated widely in absolute and relative terms. 

The growth of government expenditure with rate of 
growth over the years is shown in below table 1 

followed by graphical representation in Figure 1.  

 

 

Table 1: Growth of Government Expenditure in Jammu and Kashmir from 1984-85 to 2013-14 

Year Tot Exp Rev. Exp  Cap. Exp** 

1984-85 677.73 509.3 168.43 

1985-86 830.04 595.39 234.65 

1986-87 934.18 653.37 280.81 

1987-88 1126.43 797.13 329.3 

1988-89 1307.86 965.69 342.17 

1989-90 1472.7 1081.22 391.48 

1990-91 1800.78 1249.05 551.73 

1991-92 2047.04 1511.4 535.64 

1992-93 2229.12 1781.92 447.2 

1993-94 2301.73 1768.35 533.38 

1994-95 2990.31 2324.4 665.91 

1995-96 3333.58 2515.71 817.87 

1996-97 3831.8 2898.56 933.24 

1997-98 4684.54 3479.64 933.24 

1998-99 5662.76 4482.91 1179.82 

1999-00 6442.72 5355.68 1087 

2000-01 6975.07 5842.03 1133.04 

2001-02 7537.2 6122.54 1414.66 

2002-03 8251.33 6412.68 1838.65 

2003-04 8434.97 6595.84 1839.17 

2004-05 11734.53 8187.96 2535.98 

2005-06 13086.52 9732.29 3361.88 

2006-07 13397.13 10066.84 3330.39 

2007-08 16470.61 11685.04 4785.57 

2008-09 18100.44 12446.86 5653.46 

2009-10 21712.99 15099.92 6612.62 

2010-11 24962.03 18098.18 6863.85 

2011-12 29269.02 22494.76 6774.26 

2012-13 32182.9 24839.24 7343.66 

2013-14 34255.26 27174.66 7080.60 

Sources: RBI: State Finance Reports 

**Capital Exp except loans and advances and repayment of debt 

(Figures are in Cr) 
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Figure 1: Growth of government, revenue and capital expenditure over last thirty years 

 
 

The table 1 shows an upward and significant 

growth of Government expenditure in absolute 

terms over last thirty years. The government 

expenditure has increased from Rs 677.73 cr to Rs 

1307.86 cr during the period 1984-85 to 1988-89 

and further increase to Rs 1800.78 cr to Rs 

6442.72cr from 19990-91 to 1999-00. The 

government Expenditure has shown a steep upward 

trend from last one and half decade. The 

government expenditure has increased from Rs 
6975.07cr in 2000-01 to 13086.52cr in 2004-05 

with further increase to Rs 34255.26cr in 2013-14. 

It clearly shows an upward increasing trend of 

government expenditure in absolute terms. 

Similarly the revenue expenditure has also shown 

increasing trend of growth over the years but 

unfortunately the capital expenditure has shown 

great fluctuation and not smooth increasing trend. 

As depict from the table revenue expenditure of the 

state was Rs 509.3cr in 1984-85 which increase to 

Rs 965.69cr in 1988-89 further increase to Rs 
2324.4cr in 1994-95. The revenue expenditure has 

increased up very fast after 2000 which might be 

due to increasing demand of different social and 

general services. The revenue expenditure was Rs 

5842.03cr in 2000-01 which increases to Rs 

10066.84cr 2005-06, almost doubled within six 

years and further increases to Rs 27174.66cr in 

next six years in 2013-14 which implies that the 

revenue expenditure has increases more than 5 

fold/Times in just 12 years which clearly shows the 

imbalance and direction of the distribution of 

government expenditure in the state. As the capital 
expenditure of the state is concerned it has grown 

very less in early years of the study period. The 

growth of capital expenditure is not upto the mark 

as we see the growth of revenue expenditure in 

absolute terms we find a reverse trend in capital 

expenditure over some years. The capital 

expenditure was Rs 168.43cr in 1985-84 which 

increases to Rs342.17cr in 1988-89 and further to 

Rs 535.64cr in 1991-92 but afterwards shows a 

decreasing slope soon in next year when the capital 

expenditure decrease to Rs 447.2cr in 1992-93. The 

capital expenditure increases very slowly till 2003-

04 when it was Rs 1839.17cr but afterwards the 

capital expenditure has attained the brisk pace in 

growth but lagged behind than revenue 

expenditure. The capital expenditure increases Rs 
2535.98cr in 2004-05 and further increase to Rs 

5653.46cr in 2008-09 which implies capital 

expenditure has doubled in just four years. In 2013-

14the capital expenditure has increased to Rs 

7080.60cr which is less than previous year. 

However there has been tremendous growth in 

government expenditure in the state but we find a 

vast fluctuation and unevenness in the growth of 

government expenditure and in its two important 

components i.e, revenue expenditure and capital 

expenditure over the years as shown n figure 1.1. 
The graphical representation shows wide range of 

ups and down in the annual rate of growth of 

government expenditure and its components. 

 

The pattern and direction of growth in government 

expenditure can be clearly analyzed with the rate of 

growth over the years and with exponential and 

compound annual growth rate between the different 

periods. It will enable us to know the exact average 

growth pattern of government expenditure and its 

components over the study period. The trend line 

analysis we will also enable us to know, how far 
the government expenditure has increased with the 

time period. The exponential growth, compound 

annual growth and growth rate between the periods 

is shown in table 2. 
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Table 2: Growth of total Government expenditure and its components over last thirty years  

Compound Annual growth Rate(CARG) 

  Tot Exp Rev Exp Cap Exp NSDP Cur NSDP Con 

1985 to 1994 15.01 11.98 11.96 10.99 2.17 

1994 to 2004 13.16 12.71 9.42 11.92 3.95 

2004 to 2014 15.18 13.74 16.93 12.72 4.94 

1985 to 2014 15.60 14.60 13.60 13.13 
 Exponential Growth rate 

Growth  15.6 13.5 13.8 13.2 4.3 

Linear Trend Growth 

Trend line 1165x-7331 768.4x- 685 396.5x-2646 1983x-11981 882.0x+6623 

R2 0.798 0.801 0.776 0.819 0.936 

Percentage Growth Between the periods 

1985 to 1994 239.62 247.21 246.42 214.89 26.60 

1994 to 2004 266.46 272.99 169.22 245.30 53.08 

2004 to 2014 306.11 312.00 458.68 273.18 69.97 

1985 to 2014 7694.39 8723.84 8391.86 3957.64 229.40 
Sources: calculated by Author 

 
Table 3: Growth of Developmental and Non developmental Expenditure over last thirty years 

Compound Annual Growth Rate 

  Dev. Exp Non dev. Exp 

1984-85-1993-94 10.99 13.84 

1993-94-2003-04 10.39 16.37 

2003-04-2013-14 14.00 13.02 

Exponential Growth rate 

Growth rate 483.08e0.127x   177.2e0.149x 

Linear Trend Growth 

Trend Line   y=633.9x-3761   y=388.4x-2474 

     R2=0.812      R2=0.800 

Percentage Growth rate Between periods 

1984-85-1993-94 214.87 316.11 

1993-94-2003-04 196.63 429.75 

2003-04-2013-14 322.77 284.29 

1984-85 -2013-14 3848.71 8371.11 
Sources: calculated by Author 

It is evident from the table 1.2 that the growth and 

pattern of total government expenditure and its 
major components has varied considerably over the 

period of time. The total government expenditure 

has increased 239 percent during 1984-85 to 1993-

94 with average annual growth rate of 15.01 

percent while as the NSDP at current prices has 

increased 214 percent and 26 percent at constant 

price with average annual growth rate of 10.9 

percent and 2.17 percent respectively, which 

clearly shows the mismatch and widening gap 

between the state income and state expenditure.  

The total government expenditure between 1993-94 
to 2003-04 has increased 266 percent with average 

annual growth rate of 13.1 percent which is less 

than last decade. It is important to mention here 

that in this period most of the economic and social 

services were abandoned in this period because of 

the political turmoil’s and very few expenditure 

was incurred on developmental works in the basket 

of social and economic services like health, 

education, transport, communication, industries, 

construction etc. while as NSDP at current prices 

has increased 245 percent and 53 percent 

respectively with average annual growth rate of 

11.9 percent and 3.9 percent respectively. Over last 

decade the total government expenditure has 
increased 306.1 percent with average annual 

growth rate of 15.1 percent while as the NSDP at 

current prices has increased 12.7 percent and 4.9 

percent on constant prices respectively. Over last 

thirty years the total government expenditure has 

increased more 49 times while as NSDP at current 

price has increased less than that i.e 39 times and 2 

times in terms of NSDP at constant (2004-05) 

prices.  

 

If we look upon the exponential growth rate of total 
government expenditure of the state we find that 

over last thirty years the average annual growth 

rate of total government expenditure is 15.6 percent 

while as NSDP at current price and constant price 

was grooving at an average annual growth of 13.2 

and 4.3 respectively which again shows wide gap 

in growth of state income and growth of 

government expenditure. further the trend growth 

rate shows that time factor has positive relationship 

with public expenditure, with increase time period 

public expenditure will increase an average of Rs 

1165cr also it shows that 79 percent change in 
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public expenditure is due to the time factor while 

later is due to other factors. Similarly for NSDP at 

current and constant prices it shows positive impact 

of time factor where 81 percent change in NSDP at 

current prices id due to time factor and 93 percent 
change in NSDP constant prices over the years and 

later change due to other factors. This mismatch 

and growth of public expenditure alone without 

proper growth in NSDP might be due to flow of 

public expenditure into non developmental works 

like administrative expenses, law and order, salary 

bills, pension bills etc which reduce the efficiency 

of public expenditure to increase state income and 

also these factor might have responsible for higher 

growth in public expenditure.  

 

Similarly the major components of public 
expenditure like revenue expenditure and capital 

expenditure growth has varied considerably during 

last thirty years but revenue expenditure has outset 

capital expenditure over the period. As predicted 

from the table 2, the revenue expenditure has attain 

a growth of 247 percent between 1984-85 to 1993-

94 with an average annual growth rate of 11.9 

percent but the capital expenditure was increased 

246 percent almost same with average annual 

growth rate of 11.9 percent. Thus it shows that both 

revenue and capital expenditure were going side by 
side during this period and state was under 

financial stability. But during the period 1993-94 to 

2003-04 the revenue expenditure has increased 

272.9 percent while as capital expenditure 

increases just 196 percent over the period with 

average annual growth rate of 12.7 and 9.4 percent 

respectively. The highest increase of revenue 

expenditure is due to the raising administrative 

expenses, law and order burden, security, salary etc 

bills which increases revenue expenditure category 

while as capital expenditure reduces over last 

decade due to destruction in infrastructure of state, 
most economic activities stopped due to unrest, 

government industrial units went sick and un-

functional, so government was reluctant to spend 

more on the growth of capital assets. Over last ten 

years from 2003-04 to 2013-14 the revenue 

expenditure increase 312 percent with average 

annual growth rate of 13.7 percent but the capital 

expenditure has has increased 458 percent with 

average annual growth rate of 16.9 percent which is 

higher than last two decades. It clearly shows that 

capital expenditure has increased very much during 
last decade than revenue expenditure which might 

be due the changing business environment in the 

state over the period were condition has become 

feasible for investment in different economic and 

social avenues like transport, construction, health, 

education, handicraft, horticulture, market 

infrastructure, communication etc.  The exponential 

growth rate over last thirty years shows that the 

average annual growth rate of revenue and capital 

expenditure has increased 13.8 and 13.5 percent 

respectively over last thirty years, while as the 

trend line growth rate shows that revenue 

expenditure and capital expenditure are very much 

influenced by time factor. It shows that over last 
thirty years 80 percent change in revenue 

expenditure and77 percent change in capital 

expenditure is explained by the time factor while 

rest of change in these two components is due to 

some other factors. It also shows that with the 

increase in time period both revenue expenditure 

and capital expenditure increases positively.  

The above discussion shows a positive growth of 

government expenditure and its two main 

components but with considerable fluctuation and 

vast imbalance in the allocation of funds to 

different components. The growth and pattern of 
public expenditure over last thirty years clearly 

shows higher growth but with lot of imbalances in 

allocation and wide spreading gap between state 

income and public expenditure. 

 

6.2 Growth and pattern of developmental and non 

developmental expenditure 

Broadly, in the state of Jammu and Kashmir as like 

in other states, the government expenditure is 

divided into revenue and capital expenditure but 

when it comes to allocation of funds three main 
distributions has been done by policy makers like 

social, economic and general expenditure to 

distribute funds in the sectors fall under these 

groups. These groups are mainly sub divided into 

developmental and non developmental expenditure. 

The developmental expenditure means the 

expenses made for creating assets and making 

expenditure on those sectors which either generate 

income or ensure the infrastructure and 

employment or in other wards the developmental 

expenditure is the expenses incurred for the 

economic development or development in general. 
Similarly the non developmental expenditure 

means expenses incurred on the running the 

government affairs, and other administrative 

expenditure which are in other wards not directly 

related for developmental purposes.  

 

Thus in order to have a clear cut idea regarding the 

growth and pattern of developmental and non 

developmental expenditure then we need to 

perform a basic analysis the average annual growth 

rate over different periods and between the periods. 
Also we need to understand the exponential and 

trend growth rate to know the impact of time over 

the growth of developmental and non 

developmental expenditure in the state of Jammu 

and Kashmir. Table 3 below shows CAGR, 

Exponential growth rate, trend growth rate and 

growth rate between different periods of 

Developmental and non developmental 

expenditure. 
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The table 3 shows that the developmental 

expenditure has increased 214.8 percent between 

the period 1984-85 to 1993-94, with average 

annual growth rate of 10.9 percent while as non 
developmental expenditure in the same period has 

increased 316 percent with average annual growth 

rate of 13.8 percent. The reason might be increase 

expenditure on organs of the state, security 

expenses, pension bills etc and decline in the 

functioning of different social Sources: calculated 

by Author and economic sectors like education, 

health, industries, transport, animal husbandry and 

horticulture. Meanwhile the second period, from 

1993-94 to 2003-04, the developmental 

expenditure has hit very hard and has declined in 

terms of growth. The developmental expenditure 
between 1993-94 to 2003-04 has increases 196 

percent with average annual growth rate of 10.3 

percent while as non developmental expenditure 

has increased very fast by 429 percent during same 

period with average annual growth rate of 16.3 

percent. This period is considered the period of 

turmoil’s and vast decline in economy growth of 

the state, were most of the physical, social and 

economic infrastructure either destroyed or become 

un-functional. So the reason of huge growth in non 

developmental growth during this period might be 
increasing demand of law and order expenditure 

and security expanses also due to expenditure in 

collection of taxes. The expenditure on organs of 

state has also increased during this period in order 

to keep the political system alive in the state.  

 

During last decade the development expenditure 

has attained an increasing trend and non 

developmental expenditure has decreases 

considerably. During last ten years from 2003-04 to 

2013-14 the developmental expenditure has 

increased 322 percent with average annual growth 
rate of 14 percent while as non developmental 

expenditure has increased 284 percent during same 

period with average annual growth rate of 13 

percent less than developmental expenditure. The 

reason of increase in developmental expenditure 

during last decade might be changing political and 

economic scenario in the state which increase the 

demand of education, health, infrastructure, 

horticulture products, animal husbandry, irrigation 

works and other economic and social projects 

which laid direct impact on growth of economy and 
increase in expenditure on these activities as well. 

Also change in expenditure policies like FRBM etc 

has reduced the non developmental expenditure 

during last decade. Also from the table 1.3 it can be 

seen that over last thirty years the developmental 

expenditure is increasing at an average annual 

growth rate of 12 percent while as the non 

developmental expenditure is increasing at an 

average annual growth rate of 14 percent at 

exponential terms. If we analyze the impact of time 

period on the growth of developmental and non 

developmental expenditure we can see from the 

table that over the years the time period has 

significant and positive impact on developmental 
and non developmental expenditure growth in the 

state.  

 

We find that the 81 percent change in 

developmental expenditure is due to time period as 

the R2 of the equation is 0.812 which shoes that 81 

percent change in developmental expenditure is 

explained by time factor while rest of change is due 

to other factors. Similarly the time period has also 

positive impact on non developmental expenditure 

were the trend equation suggests that 80 percent 

variation in non developmental expenditure is 
explained by time factor and rest 20 percent by 

other factors or is not explained by time factor. 

Thus it can be said that over last thirty years there 

were lot of fluctuations in growth of developmental 

and non developmental expenditure where the 

growth of non developmental growth was higher 

than developmental expenditure in most of the 

study period. Hence, though the developmental 

expenditure has highest share to total expenditure 

currently but due to prevailing condition and under 

developed economic nature of the state non 
developmental expenditure has also a considerable 

share and fluctuates according with economic and 

political conditions of the state.  

 

6.3 Growth pattern and efficiency of Social, 

Economic and General Expenditure 

The state of Jammu and Kashmir has dreadful 

challenges for Long-term development in many 

ways. The state economy, which has ravaged by 

two decades of uncertainty, has to reconstruct 

economic setup and at the same time deliver more 

focus on growth and poverty reduction which is an 
ultimate and most sustainable solution to restoring 

peace and order. The systems of fiscal federalism 

that work for the rest of the country are not 

inevitably most favorable for the state. The process 

of development of the state has to be designed 

keeping in view the state’s unique historical, 

institutional and political factors. Apart from 

institutional and political factors the state of Jammu 

and Kashmir has some unique economic 

disadvantages which has raised due to  hilly and 

often inhospitable terrain, remoteness and poor 
connectivity, a weak resource base, poor 

infrastructure, shallow markets, sparse population 

density, and most importantly a law and order 

situation threatened by militancy. All these factors 

taken together, over the years have resulted acute 

circle of backwardness in the state which finally 

lead to low economic activity, low employment, 

poor infrastructure and low-income generation.  
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Thus it is obvious that the proper allocation of 

public expenditure in those sectors which promote 

physical and social infrastructure or for creating 

new assets will defiantly led to economic well 

being in the state and economy will attain new 
heights. Over the years the state of Jammu and 

Kashmir has tried a lot to overcome all these 

problems mentioned above and for that a 

considerable increase in public expenditure has 

happened as we analyze in above all analysis. In 

these years there the public expenditure pattern has 

mostly lack that efficiency which can promote 

economic activities and growth in infrastructure 

due to different constraints happen in state. Thus it 

become obvious to identify the growth expenditure 

on economic, social and general services over 

different periods and find out the average annual 
growth rates over these periods so we can deeply 

understand where and what happen wrong in 

allocation of funds in these sectors. Table 4 shows 

the growth analysis of expenditure on social, 

economic and general services over last thirty 

years. 

 

 

Table 4: Growth of expenditure on social, economic and general services 

Compound Annual growth Rate(CARG) 

Time Periods  Soci. 

services 

Eco. 

Services 

Gen. services 

1984-85-1993-94 13.27 8.9 14.32 

1993-94-2003-04 9.4 11.39 16.45 

2003-04-2013-14 13.36 14.42 13.09 

Exponential Growth rate 

E. Growth  239.5e0.124x 263.2e0.126x 174.5e0.149x 

Linear Trend Growth 

Trend  y=278.2x-1547 y=354.7x-2173 y=389.0x-

2488 

R2 0.823 0.798 0.81 

Percentage Growth Between the periods 

1984-85-1993-94 239.62 293.75 155.42 

1993-94-2003-04 266.46 168.7 227.68 

2003-04-2013-14 306.11 297.16 340.09 
Sources: calculated by Author; E=Exponential Growth 

 

The above table shows that different aspects of 

growth rates of expenditure incurred on social, 

economic and general expenditure over last thirty 

years also with different time periods. The table in 

general shows that during the period 1984-85 to 
1993-94 the expenditure on social services has 

increased 293 percent with average annual growth 

rate of 13.7 percent. In next ten years between 

1993-94 to 2003-04 there was a steep decline in 

percentage growth of expenditure on social 

services; between this period, expenditure on social 

services has increased 168 percent with average 

annual growth rate of 9.4 percent less than earlier 

period. During last ten years there has been seen an 

improvement in the growth of expenditure in social 

services. Dering 2003-04 to 2013-14 the 
expenditure on social services has increased 297 

percent with average annual growth rate 13.36 

percent higher in last thirty years. Similarly the 

expenditure incurred on economic services has 

shown same fluctuating trend in rate of growth. 

During early period, between 1984-85 to 19993-94, 

the expenditure on economic services has increased  

155.42 percent with average annual growth rate of 

8.9 percent which increase further to 227 percent 

during 1993-94 to 2003-04 and with average 

annual growth rate of 11.39 percent. Though there 

has been continue increasing  growth in  

 

expenditure on economic services but the wide 
fluctuations in between the years has reduced its 

growth during this period. Over last decade the 

expenditure on economic services has increased to 

340 percent with average annual growth rate of 

14.2 percent. The rate of growth in social and 

economic service expenditure shows that in earlier 

period the expenditure on social services was 

higher that expenditure on economic services 

because more focus was in social development but 

in mid time period the focus change towards 

economic development which was seen  that 
economic development will take care of social 

development. Also the declining economic 

activities and slow progress of social institution 

decline the expenditure on social expenditure in 

particular and economic services in general.   

 

Apart from expenditure on social and economic 

services it was expenditure on general services 

which has increased considerably during whole 

time period it has set back expenditure on social 

and economic expenditure in absolute and relative 

terms. The expenditure on general services has 
increased 335.8 percent during 1984-85 to 1993-94 

with average annual growth rate 14.3 percent. In 

next period which is considered a difficult period 

for the state the expenditure on general services has 
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increased 433 percent with average annual growth 

rate of 16.4 percent. It can be seen from the table 

that in first two time periods percentage growth and 

compound annual growth of expenditure on general 

services has remain greater that expenditure on 
social and economic services. The reason might be 

that the economic activities in the state were 

crumbling and most of the social and physical 

infrastructure was either damaged or un-functional 

the prime aim of the government was to carry more 

government activities like security, law n order, 

salary, pension bill, and most important run the 

organs of the state to defend state to went in the 

arms of separatists and save the political system of 

the state.  

 

During 2003-04 to 2013-14 the expenditure on 
general services has increased 286 percent less than 

other two sectors with average annual growth rate 

of 13 percent also less those other two sectors. 

Thus it shows improving and growing stability in 

allocation of funds and moving towards efficient 

finance system. Further the table shows overall 

average annual growth rate of expenditure on 

social, economic and general services in last thirty 

years. The exponential growth rate shows that over 

last thirty years the expenditure on social, 

economic and general services was increasing at 
the average annual growth rate of 12.4, 12.6 and 

14.9 percent respectively while as  total 

government expenditure was increasing with 

average annual growth rate of 15.6 percent. Also 

we find from the table the impact of time period on 

the growth of expenditure on economic, social and 

general expenditure over the years. The trend line 

growth rate shows that time period has positive 

impact on growth of expenditure on all these 

sectors. It shows that with every passing year the 

expenditure on social, economic and general 

services will increase Rs 278cr, Rs 354 Cr and Rs 
389cr respectively. The table also shows that 82 

percent variation in social service expenditure, 79 

percent variation in economic service expenditure 

and 80 percept variations in general service 

expenditure is explained by time factor while as 

rest of variation in these sectors is due to other 

factors or not explained by time. Thus overall it can 

be concluded that the allocation pattern in terms of 

expenditure on social, economic and general 

services less effective for general development of 

the state. 
 

Section II 

 

1. Efficiency of government expenditure in the 

state of Jammu and Kashmir 

 

The relationship between growth of public 

expenditure and state income is important not only  

analyzing past performance of public spending but 

would also help in estimating the likely increases in 

government expenditure consequent upon increases  

in state income in the future. The response of 

public spending with the increase of state income is 
also an important indicator to analyze the 

efficiency of the public expenditure with respect to 

income. Thus the responsiveness of change of 

government expenditure which changes in income 

of the state is commonly known as 

elasticity/income elasticity.  Thus in order to 

understand the efficiency and performance of 

public expenditure and its components over the 

years, we need to understand how far the 

government expenditure is elastic with change in 

state income. We have two methods to identify the 

elasticity of public expenditure and its components.  
First one is time point elasticity, where we analyze 

the year wise change happens in public expenditure 

and its components with yearly change in state 

income. Another statistical method is regression 

approach where we try to analyze how far the 

public expenditure and its components are 

responsive to change in state income over the last 

thirty years and what will be the trend of that 

change in future. Table 5 shows that time point 

elasticity of government expenditure and of its 

major components over last thirty years. 
 

The table 5 reveals that income elasticities 

coefficient of total government expenditure has 

mostly remained positive over the years, except 

years 1987-88. But at the same time we found that 

wide fluctuation in coefficient of elasticity and in 

most of the years it has remained below than one 

unit which Sources: calculated by Author  suggests 

that government expenditure mostly realties with 

its own change and little effect from change in 

income of the state. In those years where 

coefficient is less than one unit suggests that 
government expenditure of the state does not 

increase in same direction as NSDP of the state 

increase or in other wards 1 percent increase in 

NSDP of state produced less than 1 percent change 

in government expenditure. The slow efficiency of 

government expenditure in these years might be 

due to decline in capital expenditure and 

developmental expenditure like expenditure on 

transport and communication, water and power, 

industry and mining, water and sanitation, and 

other economic activities of the state. The elasticity 
of government expenditure shows that over the 

years government expenditure has relatively 

remained  

 

 

 

 

 

 



 
 

Ph ton                                                                                                                                                                                    271 

Table 5: Time point elasticity of total government and its major components  

Year Total exp Rev. Exp Cap. Exp Devexp NonDevExp Social 
Serv. 

Eco. 
Serv. 

Gen. Serv. 

1984-85 - - - - - - - - 

1985-86 2.15 1.62 3.76 2.13 2.74 1.61 2.53 2.52 

1986-87 1.18 0.92 1.85 1.02 0.88 1.89 0.47 0.89 

1987-88 -9.20 -9.83 -7.72 -9.12 -8.42 -11.52 -7.38 -8.59 

1988-89 0.73 0.96 0.18 0.52 1.51 0.59 0.46 1.54 

1989-90 2.28 2.16 2.61 2.25 2.32 2.63 1.97 2.14 

1990-91 2.73 1.90 5.02 3.10 1.94 12.65 3.64 2.23 

1991-92 1.16 1.78 -0.25 0.59 2.90 -2.46 -0.27 2.92 

1992-93 0.92 1.85 -1.71 0.61 1.43 1.72 -0.54 1.43 

1993-94 0.06 -0.01 0.35 0.13 -0.12 0.05 0.25 -0.12 

1994-95 3.28 3.45 2.73 2.33 5.44 1.54 3.18 5.45 

1995-96 0.71 0.51 1.41 1.02 0.14 1.11 0.92 0.14 

1996-97 1.19 1.21 1.12 0.98 1.65 1.01 0.98 1.65 

1997-98 1.74 1.56 0.00 1.56 2.18 1.23 1.88 2.19 

1998-99 0.81 1.12 1.03 0.52 1.37 0.82 0.25 1.36 

1999-00 1.45 2.06 -0.83 0.59 2.73 0.75 0.45 2.76 

2000-01 0.47 0.52 0.24 0.63 0.36 0.34 0.80 0.36 

2001-02 1.02 0.61 3.16 0.32 1.88 0.44 0.45 1.88 

2002-03 0.75 0.38 2.38 0.83 0.61 3.31 -0.17 0.61 

2003-04 0.24 0.31 0.00 0.39 0.04 -2.63 2.59 0.04 

2004-05 1.73 1.07 1.67 1.89 0.25 0.84 2.81 0.25 

2005-06 1.35 2.20 3.82 3.48 0.92 4.51 2.86 0.92 

2006-07 0.25 0.38 -0.10 -0.12 1.06 0.11 -0.31 1.06 

2007-08 2.07 1.45 3.94 1.70 2.74 2.34 1.24 2.74 

2008-09 0.85 0.56 1.56 1.14 0.32 0.99 1.31 0.32 

2009-10 1.55 1.65 1.31 1.42 1.82 1.42 1.39 1.82 

2010-11 0.72 0.96 0.18 0.67 0.82 0.99 0.40 0.82 

2011-12 0.96 1.35 -0.07 0.81 1.15 0.63 0.98 1.20 

2012-13 0.76 0.79 0.64 0.59 1.12 -0.02 1.08 1.06 

2013-14 0.48 0.70 -0.27 0.18 0.97 0.53 -0.09 0.97 

 

  

Table 6: Estimated results of Augmented Dickey-Fuller test and Phillips-Perron test for  unit root 

Variables Definition of variables 1% 5% 10
% 

ADF/P
P 
Statistic 

P- 
value* 

Stationary 
order 

GOVTEXP Total Government Expenditure -4.3 -3.5 -3.2 -4.6 0.00 I(1) 

REVEXP Revenue Expenditure -4.3 -3.5 -3.2 -5.4 0.00 I(1) 

CAPEXP Capital Expenditure -4.3 -3.5 -3.2 -4.3 0.01 I(1) 

DEVEXP Developmental Expenditure -4.3 -3.5 -3.2 -4.5 0.00 I(1) 

NONDEVEXP Non Developmental Expenditure -4.3 -3.5 -3.2  -3.5** 0.05 I(1) 

SOSEXP Social Expenditure -4.3 -3.5 -3.2 -5.7 0.00 I(1) 

ECOEXP Economic Expenditure -3.6 -2.9 -2.6  -3.0** 0.04 I(1) 

GENEXP General expenditure -4.3 -3.5 -3.2 -4.8 0.00 I(1) 

NSDP Net State Domestic Product -4.3 -3.5 -3.2 -6.4 0.00 I(1) 

PERCAPEXP Per Capita Government Expenditure -4.3 -3.5 -3.2 -6.6 0 I(1) 

PERCAPNSDP Per Capita Net State Domestic Product -4.4 -3.6 -3.2 -3.5 0.05 I(1) 

EDUEXP Education Expenditure -4.3 -3.5 -3.2  -3.9** 0.02 I(1) 

HEALTHEXP Health Expenditure -4.3 -3.5 -3.2 -7.6 0 I(1) 

WATERPOWEREXP Water and Power Expenditure -4.3 -3.5 -3.2 -5.0 0.00 I(1) 

AGRIALLIEDEXP Expenditure on Agriculture and allied 
sectors 

-4.4 -3.6 -3.2 -4.6 0.00 I(1) 

INDMINGEXP Expenditure of industry and mining -4.3 -3.5 -3.2 -4.3 0.00 I(1) 

ADMINSEXP Expenditure on administrative services -4.3 -3.5 -3.2 -4.3 0.00 I(1) 

PENSIONEXP Expenditure on pension -4.3 -3.5 -3.2 -12.0 0 I(1) 

INTERESTPAY Expenditure on interest payments and 

servicing at debt 

-4.3 -3.5 -3.2 -10.3 0 I(1) 

Sources: calculated by author. Note: *MacKinnon (1996) one-sided p-values at 5% level of significance, ** Phillips-
Perron test statistic 
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Table 7: Estimated results of regression equations of different expenditure components  

S.No Estimated Equations Intercept 
(α) 

Coefficient 
(β) 

t-statistic R2 D-W  P-value 
* 

1 GOVTEXP c NSDP -0.764 1.009 56.50 0.625 1.955 0.00 

2 REVEXP c NSDP -1.118 1.016 55.21 0.660 1.115 0.00 

3 CAPEXP c NSDP -1.915 0.979 28.12 0.735 2.519 0.00 

4 DEVEXP c NSDP -0.688 0.955 -3.439 0.696 1.718 0.001 

5 NONDEVEXP c NSDP -2.896 1.121 41.62 0.714 2.810 0.000 

6 SOSEXP c NSDP -1.401 0.94 38.96 0.681 1.858 0.000 

7 ECOEXP c NSDP -1.268 0.951 35.99 0.678 1.612 0.000 

8 GENEXP c NSDP -3.086 1.140 41.64 0.694 1.832 0.000 

9 PERCAPEXP c PERCAPNSDP -0.685 0.999 46.21 0.587 1.930 0.002 

10 PERCAPEXP c NSDP 0.899 0.836 50.13 0.788 1.967 0.000 

11 GOVTEXP C PERCAPNSDP -2.671 1.205 49.75 0.770 0.688 0.000 

12 EDUEXP c NSDP -2.543 0.974 31.83 0.673 2.548 0.000 

13 HEALTHEXP c NSDP -2.366 0.934 34.40 0.796 1.749 0.000 

14 WATERPOWEREXP c NSDP -3.686 1.119 27.33 0.763 1.863 0.000 

15 AGRIALLIEDEXP c NSDP -1.750 0.840 39.76 0.682 1.759 0.000 

16 INDMINGEXP c NSDP -1.750 0.660 32.25 0.673 1.012 0.000 

17 ADMINSEXP c NSDP -4.256 1.158 37.08 0.790 2.476 0.000 

18 PENSIONEXP c NSDP -9.764 1.627 22.88 0.849 1.893 0.000 

19 INTERESTPAY c NSDP -1.908 0.902 22.99 0.899 1.101 0.000 

* probability at 5% level of significance;  Sources: calculated by author 

 

less elastic with change in income while as most of 

the changes where due to change in government 

expenditure itself.  Similarly the efficiency of 

revenue expenditure with respect to elasticity over 

the years shows that it is also vary less responsive 

with change in NSDP of the state. 

 

Further the analysis of developmental and non 

developmental expenditure elasticity with respect 

to NSDP of the state indicates that elasticities of 

developmental expenditure has remained less than 
1 over most of the years over last thirty years and 

even negative in few years which clearly shows 

less elasticity of developmental expenditure with 

NSDP of the state. The less elasticity in most f the 

years might be slow or decline in expenditure on 

health, agriculture and allied services, transport and 

communication, tourism, and many social and 

community services activities. And negative 

elasticity might due be steep decline of expenditure 

on transport, water and power and water and 

sanitation. . On the other hand elasticity of non 
developmental expenditure has shows positive and 

efficient trend. Over the years the coefficient of 

elasticity has mostly remained positive and more 

than 1 unit which suggest that with increase in 

income of the state the non developmental 

expenditure increase more, in spite  there are few 

negative elastic and some less than 1 unit elasticity 

coefficients. The higher coefficient of non 

developmental expenditure over many years might 

be increase of expenditure in general services like 

administrative services, security, law and order, 

policing, pension bills, repayment of loans, organs 
of the state etc. 

 

At last expenditure on social, economic and general 

services has shown more fluctuating and declining 

trend except general services. The table shows that 

the elasticity of social services has either remained 

less than one unit or negative in most of the years 

and there are very few years when the elasticity has 

increased more than 1 unit. It might be due to 

decline in expenditure on many social services like 

health, water, electricity, transport, communication 

etc. Similarly the expenditure on economic services 

has shown a better efficiency than social services 

but the performance is also poor. Over the years the 
elasticity of economic services has remained either 

less than 1 unit or between 2-3 units. Over the 

years there are  few years  where elasticity was 

negative might be huge decline in expenditure on 

water and power, transport and communication, 

industry and mining, tourism, construction etc. the 

elasticity of economic services also shows low and 

poor efficiency of expenditure over the years. The 

elasticity of general expenditure with NSDP has 

also shown a better trend where elasticity has 

mostly remained more than one in most of the 
years with only one year of negative elasticity.  It 

might be increase of expenditure on organs of the 

state, security, administrative services etc. It must 

be mentioned here that the above study of 

efficiency of government expenditure with 

elasticity analysis we cannot draw a precise 

conclusion about the trend and efficiency of 

government expenditure and its components with 

the growth of NSDP over the years in particular 

and how this trend will prevail in future. Therefore 

in order to have a clear cut idea of efficiency of 

government expenditure and its major components 
over last thirty years and to understand how it will 

react in future we carry out regression analysis 

where we will regress government expenditure and 
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its different major components with NSDP of the 

state and the coefficient of the regression will be 

considered as elasticity of that particular 

expenditure category. 

 
In order to perform regression analysis we need to 

understand the stationary of the time series date 

under consideration for that Augmented Dickey-

Fuller test and Phillips-Perron test statistic has been 

used to compute the stationary test. Every variable 

will be checked on the particular t-statistic with 

respective probability value. When the probability 

value will be greater than 5% null hypothesis will 

be accepted and vice versa. If the variable is 

stationary at 1st level of difference it is denoted by I 

(1) and if variable is stationary at 2nd level of 

difference it id denoted by I(2). Table 6 shows the 
results of Augmented Dickey-Fuller test and 

Phillips-Perron test for different variables.  

 

The table shows that all the variables were found 

non stationary at level form, which means that for 

each variable the respective null hypothesis was 

accepted that suggest that all the variables have 

unit root or are non stationary at level order of data 

as the respective probability value was higher than 

5% level of significance. Therefore every variables 

was analyzed for stationary at 1st level of difference 
and every variable was found stationary at first 

difference of I(1) order of difference at trend and 

intercept. So the null hypothesis is not accepted for 

each variable and alternative hypothesis that 

variable does not have unit root or variable is 

stationary is accepted. Therefore the variables 

under consideration have unit root at level but at 1st 

difference variables ate stationary. Therefore 

regression is carried out at 1st different data.  

 

After going through stationary test and converting 

the variables with respective level of stationary 
regression equations were analyzed. The equations 

where run in such a way that the coefficients were 

used as the elasticity because the data was already 

converted in to natural log form. Each variable is 

regressed with NSDP in order to know the 

elasticity of every variable over the years. The 

equations regressed with particular variable are as 

under. 

 

…….    (1) 

……...     (2) 

……..   (3) 

……     (4) 

……. (5) 

……...       (6) 

……..      (7) 

………     (8) 

…….         (9) 

……. (10) 

 (11) 

(12) 

…….     (13) 

……... (14) 

……..      (15) 

… (16) 

…….  (17) 

 
……… (18) 

……..           (19) 

 

Where govtexp =total government expenditure, 

Revexp = revenue expenditure, Capexp = capital 

expenditure, Devexp = developmental expenditure, 

Nondevexp = non developmental expenditure, 

Sosexp = expenditure on social services, Ecoexp = 

expenditure on economic services, Genexp = 

expenditure on general services, Eduexp = 

expenditure on education, Healthexp = health 

expenditure, Waterpowerexp = water and power 
expenditure, Agrialliedexp = expenditure on 

agriculture and allied activities, Indmingexp = 

expenditure on industry and mining, Adminsexp = 

expenditure on administrative services, Pensionexp 

= expenditure on pension bills, Interestpayexp = 

expenditure on interest payments and servicing at 

debt, NSDP= Net state domestic product, 

Percapexp= per capita expenditure, Percapnsdp= 

per capita Net state domestic product. And α = 

intercept, β= coefficient of the respective variable 

The estimated results of each regression equation 
over last thirty years are shown in table 7.  

The estimated results show that all the variables are 

positively and statistically significant. NSDP of the 

state have positive and significant impact on the 

growth of different components of government 

expenditure over the years but the coefficient of all 

the variables vary considerably and suggest that 

some variables are more elastic with change to 

NSDP and some are less. The table shows that total 

government expenditure, revenue expenditure, non 

development expenditure general expenditure, 

expenditure on water and power, expenditure on 
administrative service and expenditure on pension 

bills are more elastic with change to NSDP of the 

state. It shows 1 unit change in NSDP of the state 

has brought more than 1 unit change in expenditure 

on these attributes or in other words 1 percent 

change in NSDP of the state has lad more than 1 

percent change in government expenditure and 

other components of expenditure like  1.009002 

percent in total government expenditure, 1.016303 

percent in revenue expenditure, 1.121536 in non 

development expenditure, 1.140208 percent in 
general expenditure, 1.205595 percent in 

expenditure on water and power, 1.119356 percent 

in expenditure on administrative service and 
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1.627813 percent in expenditure on pension bills. 

Except from total government expenditure the 

intercept coefficient of other elastic variables is 

high which suggest that if there was no change in 

NSDP in any point of time it lad huge decline in 
revenue expenditure, non development 

expenditure, general expenditure, expenditure on 

water and power, expenditure on administrative 

service and expenditure on pension bills but has 

less impact on government expenditure over the 

years which shows that the government 

expenditure in the state was always growing 

despite the growth of the state income. All these 

variables are positively significant as the p value is 

less than 5 % level of significance and the R2 of 

these variable suggest that 62 percent, variation in 

government expenditure, 66 percent variation in 
revenue expenditure, 71 percent variation in non 

developmental expenditure, 69 percent variation in 

general expenditure, 76 percent variation in 

expenditure on water and power, 79 percent 

variation in expenditure on administrative services 

and 84 percent variation in expenditure on pension 

bills over the years is explained by NSDP of the 

state and remaining variation is due to other 

factors. 

 

The above table shows that the variables like 
capital expenditure, developmental expenditure, 

social expenditure, economic expenditure, 

expenditure on education, expenditure of health, 

expenditure on agriculture on allied activities, 

expenditure on industry and mining, and 

expenditure on interest payments and servicing at 

debt were less elastic with change in state income 

over the years. It shows that 1 percent increase in 

state income has led to less than 1 percent change 

in these components of government expenditure  

like 0.979124 percent in  capital expenditure, 

0.955185 percent in  developmental expenditure, 
0.94949 percent in social expenditure, 0.951264 

percent in economic expenditure, 0.974514 percent 

in expenditure on education, 0.934803 percent in 

expenditure of health, 0.840669 percent in 

expenditure on agriculture on allied activities, 

0.66644 percent in expenditure on industry and 

mining, and 0.9022 percent in expenditure on 

interest payments and servicing at debt as the 

respective coefficients of each variable is less than 

1 percent as shown in table 6.16. The reason might 

be due to the slow progress of different 
developmental activities and decline in expenditure 

on services like education, health, agriculture and 

its allied sectors, industry and mining, transport and 

communication, tourism, trade, marketing etc also 

due to the political and economic blockage in the 

state over a long period of time. 

 

Further we try to analyze the impact of per capita 

income of the state on per capita expenditure and 

total government expenditure of the state. The 

analysis shows that per capita income has positive 

and significant impact on per capita expenditure 

and total government expenditure of the state. the 

table shows that over the years 1 percent increase 
in per capita income of the state has led to almost 1 

percent (0.99percent) change in per capita 

expenditure of the state and similarly 1 percent 

change in per capita income of the state has led 

1.20 percent, i.e more than 1 percent change in 

total government expenditure of the state. It might 

be because of increasing demand for expenditure 

on social and economic services when there was 

huge growth in NSDP in the state over different 

time perod.  

 

Therefore from the above analysis and discussion 
we came in to conclusion that the government 

expenditure of the state is less elastic with change 

in state income (NSDP). The growth of state 

income has not able to increase the expenditure on 

developmental activities like of social and 

economic services like education, health, water, 

agriculture, industry and mining, animal 

husbandry, sanitation, etc but has increased more 

expenditure on non developmental services like 

organs of the state, administrative services, 

pension, security, law and order etc.  The efficiency 
of the government expenditure is also poor because 

the main components of government expenditure 

are not highly elastic with change in NSDP they are 

reluctant to expand spending on those activities 

because of different social and economic 

constraints. On other hand the expenditure is more 

elastic in those activities which are mostly related 

to non developmental expenditure which does not 

lead to economic and social development. Thus it 

can be said that though the growing income of the 

state is increasing the government expenditure but 

the pattern of that growth in different components 
in less effective. 

 

Conclusion 

 

Thus in so far analysis we have found that the 

government expenditure in the state of Jammu and 

Kashmir has increased enormous over last thirty 

years with huge amount of annual growth rate but 

at the state time with wide range of fluctuation, 

unbalanced trend and defective pattern of spending. 

Most of the expenditure over the years has been 
spend on non developmental activities like organs 

of the state, administrative services, security, 

salaries, pension law and order etc and less has 

been spend on social and economic services. In 

terms of revenue expenditure more expenditure has 

been incurred in general services and very much 

less share for social and economic services like 

agriculture, industry, mining, animal husbandry, 

transport and communication, handloom, 
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handicraft, horticulture, education, health etc which 

results poor social and economic infrastructure in 

the state and finally change the entire pattern of 

spending over the years. The slow and decreasing 

functioning of different social and economic 
activities like industry, horticulture, education 

infrastructure, health institutions, tourism, 

marketing, trade, transport, communication, 

handicraft, etc is the main reason that reduce the 

expenditure on different social and economic 

services and on other hand prevailing political and 

social tension in the state has increased the 

expenditure on non developmental activities. Over 

the years we find an increasing trend in growth of 

government expenditure but that expenditure was 

totally inefficient and pattern of spending was 

completely unproductive and unbalanced where 
most of the expenditure was going to revenue 

account and less was spend to build the assets in 

terms of capital expenditure. Also highest share of 

expenditure was incurred on non developmental 

activities and less for developmental activities. In 

terms of expenditure on social, economic and 

general services highest share was of general 

services which are still a great source of concern in 

fiscal system of the state. We have find that there 

was highest impact of time factor in producing 

change in government expenditure and its 
components. In late 80’s government expenditure 

was mostly developmental oriented were most of 

the expenditure was incurred on developmental 

activities in both social and economic services in 

revenue account and the growth of expenditure in 

capital account expenditure was also satisfactory 

during that period. But from early 90’s to early 

2000 the situation completely changes. The pattern 

of allocation and the growth of expenditure in 

certain main components has decline drastically 

and of non productive increase at brisk pace. 

Though over last few years we have seen an 
improving trend in growth and pattern of allocation 

in government expenditure but still highest share of 

expenditure in general service and less allocation 

and growth in capital expenditure has a deep 

concern for future of fiscal system of the state, 

where the increase in state income mostly produce 

positive but less change in different components of 

government expenditure.  

 

Research Highlights 

 
On fiscal front, the state of Jammu and Kashmir 

has a wide range of fluctuation, unbalanced trend 

and defective pattern of spending. The slow and 

decreasing functioning of different social and 

economic activities like industry, horticulture, 

education infrastructure, health institutions, 

tourism, marketing, trade, transport, 

communication, handicraft, etc is the main reason 

that reduce the expenditure on different social and 

economic services and on other hand prevailing 

political and social tension in the state has 

increased the expenditure on non developmental 

activities. Further, highest share of expenditure in 

general service and less allocation and growth in 
capital expenditure has a deep concern for future of 

fiscal system of the state, where the increase in 

state income mostly produce positive but less 

change in different components of government 

expenditure. 

 

Limitations 

 

The study is not free from limitations. For better 

understanding of the factors and the relationship 

between Government expenditure and NSDP, 

advanced econometric techniques like co-
integration, etc, could have been used. Due to 

paucity of time and non availability of data, such 

econometric techniques could not be carried out. 

Moreover, the high econometric content of such 

techniques may be beyond the understanding of a 

non-econometric research student. As such, this 

aspect may be taken care of by future researchers. 

 

Recommendations 

 

In light of extensive findings of our study, we 
would like to make few suggestions having policy 

implication. 

 

In terms of mounting pressure of government 

expenditure and defective allocation pattern, it is 

felt that there is a need to have expenditure 

administrative policy reforms to rationalize and 

control wasteful government expenditure especially 

revenue expenditure. 

 

There should be a reforms in the existing 

agricultural and industry policies to reap the 
dividends from growing agriculture on one hand 

and for sustainable industrial growth on other hand. 

The revenue coming from center should be used for 

capital expenditure and own revenue should be 

used for revenue expenditure. It will uplift the 

capital base of the state over the period of time and 

the dividends from capital expenditure can be used 

to fill the gap in revenue expenditure. 

 

The State should take more care of law and order 

situation for free and smooth progress of economic 
activities which will help to improve the existing 

spending mechanism of the state. 
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