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Introduction

In the global competitive times, the achievement of growth and development becomes
the central issue for countries all over the world. Here comes the utmost significance of
government spending, as it is major government intervention and a tool in the hands of
governments for social wellbeing. The spending made by the government authorities
plays an essential role in the endorsement of economic growth and development by the
transfer of income in such a way that the distinct objectives of the state could be achieved
(Prest, 1959). However, economic transactions for social wellbeing are being performed
by the government from the last so many decades. Talking about its origin, this would be
traced back to the commencement of civilization itself (Gangopadhyay, 2023; Mariya and
Kennedy, 2012; Gangopadhyay, 2007).

Until the nineteenth century, the government and its operations were restricted to the
laissez-faire philosophies. In this system (laissez-faire) government interventions were
very much limited in the functioning of the economy (Johansen, 1959; Naggar, 1977).
Afterward, during the early decades of the twentieth century (1920-30), Prof. J.M. Keynes
emphasized that the government has an essential function to play in the economy’s
financial health. He accentuates that; government interventions are highly important for
the smooth and hassle-free working of any of the economic systems. Thereafter during
post World War II (WWII), government spending showed an increasing trend globally,
and consequently, public finance became a central point by which existing governments
can achieve economic and social well-being (Prest, 1959; Helms, 1985). Since then, the
study of public finances has developed appreciation among economic researchers. The
performance of government spending initiatives is generally evaluated by the increase in
national output over time, which is measured by the Gross Domestic Product (GDP). It is
defined as the total monetary value of final products and services produced inside a country
during a given time period, which is usually a year. Subsequently, per capita GDP becomes
an essential statistic for measuring growth per person (Lenutha, 2005; Costanza et al.,
2009; Afonso & Furceri, 2010; Gangopadhyay & Chatterji, 2016; Verma & Srivastava,
2020).

However, in these latter decades of the twentieth century, economists started arguing
that gross domestic product (GDP) is only prioritized a growth-oriented perspective
of economic well-being because it only measures fiscal transactions related to the
manufacturing of goods and services within the country. As a result, it simply provides
a partial analysis of the system in which the human economy operates. Therefore, there
was a high desire for other modified dimensions or new insights that will provide a vast
outlook of economic and human well-being (Brennan and Buchanan 1980; Hasan, and
Tucci, 2010; Shoven and Slavov, 2014; Cuesta et al., 2020; Gangopadhyay et al, 2021).

In 1990, a broader paradigm evolved that upgraded the main objective from economic
growth to human wellbeing i.e. the establishment of the Human Development Index.
Within this scenario, each country seeks to improve human wellbeing (Lenutha, 2005).
At present, nations and sub-nations started working on a greater understanding of human
development since they need to provide a much better quality of life for their citizens in
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order to achieve sustainable development (Rains, et al., 2000; Galasso and Profeta, 2002;
Rahman & Gangopadhyay, 2011). The Human Development Index (HDI) is a statistical
tool used to measure a country’s overall achievement in its social and economic dimensions.
The social and economic dimensions of a country are based on the health of people, their
level of educational attainment and their standard of living. Human development is both
qualitative as well as a qualitative phenomenon (Gangopadhyay et al., 2014; Hopkins,
1991; Stanton 2007 and Anand, 2018).

In this context, we are interested to examine the relationship between government
spending (GS), economic growth (EG), and human development (HD). The present study
attempts to investigate all three dimensions (GS, EG, and HD) altogether; which generally
were not been studied collectively ever before for state-wise analysis. Considering these
issues, we are mainly interested in knowing whether the northeastern states’ growth and
public welfare are related or not? As northeastern region states (NER) have a large area
of lush farmland and enormous untapped human capital, with the potential to be wealthy
region. Despite its advantages, the NER is classified as one of India’s backward regions
and all these states have been categorized as special category states of India. Therefore, we
want to explore that does government spending ensures human development directly, or is
it that economic growth plays a mediating role between government spending and human
development. In the present study, we are addressing the research question especially
for northeastern (Assam, Arunachal Pradesh, Mizoram, Meghalaya, Nagaland, Tripura,
Manipur and Sikkim) sub nations of India.

The rest of the paper is organized as follows. Section 2 presents a review of the
literature on the relationship between government spending, economic growth, and human
development. Section 3 describes the research methodology used, model specification and
variables identified for the study. Section 4 analyzes the empirical results of the study and
finally, section 5 presents the conclusion and policy implications of the study.

Review of Literature

In the early 20" century during the great depression (i.e. 1929), the famous economist J.M.
Keynes emphasized that government interventions are highly important for the smooth
and hassle-free working of any of the economic systems. Afterward, Keynesian economics
(1936) becomes popular, as his ideas were found much successful at large helped to coup
up with the great depression. Then in mid 20" century (i.e. 1939-1945) post World War 11
(WWII), another tough circumstance arose in front of world economies; where capital was
extremely required by the most affected economies for financing the reconstruction process
along with the encouragement of sustainable economic growth. Therefore government
expenditure and its incremental trends were being noticed across the globe (Hsieh and Lai
1994; Piketty and Saez, 2014). A significant amount of studies agreed that there is a link
between government expenditure and economic growth and that this influence extends via
government spending to economic growth. The Keynesians, a school of thought, explained
that expansionary fiscal policy will initiate the money supply in the economy, boosting
aggregate demand and thereby increasing production and economic growth (Domar,
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1957; Coddington, 1976; Barro,1990; Barro and Martin, 1992; Ghali,1998; Loizides and
Vamvoukas, 2005; Narayan, 2012; Rao, 2018).

These Fiscal problems seriously hamper economic growth in developing countries. It
was strongly realized that government spending as the input that has an essential task to
achieve high economic growth in the country (Dalton, 1959; Rao, 1964; Naggar, 1977). In
this line, the study done by Ram (1986), where cross-section time-series data (1960-1980)
was taken into consideration and the study concluded that government size has a positive
association between economic performance and growth. Thereafter, another endogenous
growth model was given by Barro in 1990 where 98 countries were taken into account
(1960-1985), which provided a theoretical understanding of the relationship between
public expenditure and economic growth. He debated that the increase in public spending
can affect economic growth in either of the ways i.e. positively or negatively. Finally, he
concluded that the expenditure should be productive for the attainment of economic growth.
In another study done by Hsieh and Lai in the year 1994 for G-7 countries, suggested that
the relationship between government spending and growth can vary significantly across
time as well as across the major industrialized countries. The results also highlighted
that there was no consistent positive association between government spending and per
capita GDP. Thereafter, the study done by Ergun & Tuck in the year 2006, with Time
series data of Five southeast Asian countries found that there exists a causal effect of
government expenditure on national income only in the case of the Philippines and not for
the other nations under study i.e. for Indonesia, Malaysia, Singapore, and Thailand. The
study by Acemoglu in 2012 and Yamaguchi in the year 2014 studied the indication that
public spending culminates in sustainable economic growth and the results has been found
positive but inconsistent throughout the studies. Later, Mohapatra and Giri in the year 2016
investigated the role of public expenditure on economic growth in India; the data was taken
from 1980-2013. They found a significant positive long-term impact of public expenditure
on economic growth.

Over time the objective of government spending is shifted to the betterment of human
beings to mere economic growth. The First international Human Development report
was published in 1990 by United Nation Development Program (UNDP) concluded that
citizens are the real wealth of a nation. The Report treats human beings as primary inputs
in the production process. The report strongly recommends the restructuring of budgetary
expenditures for creating a worldwide economic and financial environment conducive
to human development. Subsequently, the Anand and Ravallion in 1993 and later by
Beharman (1993) & (1996); Ramirez et al, 2000; Mazumdar in the year 2001 furthermore
by Chakraborty in the year 2003 and then Wilhelm & Fiestas in the year 2005 analyzed
that public expenditure on human development is the key policy tool for the government
to pass on the benefits of economic growth to the economically deprived segments of the
society and improve socioeconomic performance. The countries have to emphasize on
the improvement in social indicators of development that are directly related to human
well-being without hindering the economic growth of the country. Then in the year 2007,
a different attempt was made by Mehrotra to identify the important determinants of
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human development profile for the SAARC countries considering the enormous problems
confronting the countries of the region. He also highlighted that the countries might find it
difficult to achieve United Nations Millennium Development Goals (MDG)a. Thereafter the
study done by Balarajanetal in the year 2011, explained that in a young developing nation,
like India, the government’s role in providing and financing social and economic services
assumes greater importance from the perspective of social welfare as well as ensuring
equity. Since public financing has to be met out of scarce public resources, the allocation
priorities and efficiency in spending become all the more important. In another study by
Asghar, Hussain et al., in 2012 and later by Chotia & Raoin the year 2017 explained that
public spending has a positive influence on economic growth and human development
through infrastructural provisions and social services. The outcome revealed that public
investment should always be regarded as one of the most significant factors in terms of
achieving economic growth and human development. Thereafter, the potential linkage was
also studied by Lenuta in the year 2015 and he suggested that government expenditure could
be a linking bridge between the nation’s income and Human Development. Afterward,
Saksena and Deb in the year 2016 explored that the main intention of development is
increasingly being recognized as human development instead of economic growth alone.
Therefore, the concern of human development in the present is to attain sustainable human
development which is the foremost objective of human development (UNDP, 2000;
Anand & Sen, 2000). The recent studies done by Ogboru et al., in 2018 and Omodero &
Dandago in the year 2019 coined that government expenditure is the costs incurred by the
government in executing its function especially in the area of providing public goods and
services which can further promote economic growth and then human development.

In present times, talking about India the regional pattern of growth provides an
estimate of the quality of public policies and their impact on macroeconomic welfare.
The various facets of the growth experience of States in India are critical for developing
an understanding of the growth pattern. The growth performance in the states is often the
outcome of institutional and non-economic factors interacting with the initial conditions
which encompass various aspects of human capital / human development. However, the
situations on the development platform may differ from region to region but public issues
in each revolve around the same fundamental matters (economic welfare, equity, and
social justice). Moreover, three issues were being raised in the context of India and Indian
regional development, viz., fiscal, infrastructure, and human resources development (Bajpai
and Sachs, 1999; Chaudhuri, 2000; Aahluwalia, 2000; Gordon, R. H., 2010; Mkandawire,
2011& 2016; Murugan, 2018; Panda & Sahay, 2020; Gangopadhyay et al., 2021).

The purpose of this paper is to shed light on the association between government
spending, economic growth, and human development. Although, previous studies
contributed significantly, however, they do not discuss much about the relationship
between government spending, economic growth and human development collectively.
From the literature, it is also evident that as compared to other nations, less work has
been done for India especially focusing on Human Development. Our work is different
from the existing literature, as here an attempt has been made to investigate the mediation
intervention of economic growth on government expenditures and human development for
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northeastern substations of India. The analysis can provide a significant contribution to the
existing literature.

Research Methodology

The present study has used data for the period starting from the year 1999-2000 to 2018-
2019 for its eight northeastern region sub nations/states (NER) viz Assam, Arunachal
Pradesh, Mizoram, Meghalaya, Nagaland, Tripura, Manipur and Sikkim. The period is of
great significance since it was the beginning of the new economic policy and the evolution
of the human development index too (Upadhyay, 1994). We took NER of India as our study
area because the region comprises a maximum number of special category states among all
the six regions of India. This particular region is the most untouched/ isolated not only in
terms of physical topologies but also in economic growth and human development as well.

Next, the table below shows the three variables used, along with their computation and
their data sources as well.

Table 1 Variable Description and Data Sources

Variable Computation Data Source

Government Spending (GS) Total public expenditure (total of ~ Various volumes of Indian public
Capital Expenditure and Revenue  finance statistics published by the
Expenditure) Reserve Bank of India (RBI)

Economic Growth (EG) Net state domestic product Ministry of Statistics and program
(NSDP) per capita implementation (MOSPI)

Human Development (HD) Human Development Index Global Data Lab (GDL)
(HDI)

Source: Authors compilation.

Note: I. Capital expenditure is the expenditure made by the government, which is spent on the
acquisition of assets like land, buildings, machinery, equipment, as well as investment in shares.

II. Revenue Expenditure is that part of government expenditure that does not result in the creation of
assets. Payment of salaries, wages, pensions, subsidies and interest fall in this category as revenue
expenditure examples. The revenue expenses are incurred by the government for its operational
needs.

The study hypothesized the mediation effect of EG between GS and HD. For the study,
lag has been taken at levels 0, 1 and 2 for HD, EG and GS respectively. This is done so as to
evaluate the impact public expenditure (done now) would have on economic growth after
one year and on human development after two years. The Akaike Information Criterion
(AIC) and Schwarz Information Criterion (SIC) have been calculated for the lag selections.
The values were found to be minimum at 0,1and 2 levels for HD, EG and GS, therefore
this lag specification has been incorporated for the analysis. Here we consider government
spending as a precondition to ensure economic growth and then human development.
To study the relationship, the data for economic growth and government spending was
normalized by transforming them into their natural logarithm. The segmental approach has
been adopted to form the hypothesis (Rungtusanatham et al., 2014).
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The hypothesis to be tested is given as follows:

H1: Government spending has a positive effect on economic growth.

H2: Economic growth has a positive effect on human development.

H3: Government spending has an indirect effect on human development through economic
growth.

The analysis was carried out in IBM SPSS 24.0, using the PROCESS macro model 4.
This model was developed by Preacher and Hayes (Hagtvedt and Patrick, 2008; Hayes,
2013). The mediation analysis is a statistical method that tells how an independent variable
(in this case GS) affects the dependent variable (i.e. HD in the present case) through an
intermediate variable called the mediator (i.e. EG). The effect of GS on HD is referred
to as the total effect (TE) and this is represented by “path ¢’ shown in Figure 1 (a). The
effect is further portioned into: direct effect and indirect effect. The direct effect (DE) is
the effect of GS on HD and is shown in Figure 1(b), represented by “path ¢’ . The other is
the indirect effect (IE) of GS on HD coming through EG. In Figure 1(b), it is represented
by “path a”& “path b measuring the effect of GS on EG and EG on HD respectively. The
indirect effect is calculated by multiplying “path a” by “path b”.

Figure 1 (a) Effect of GS on HD without considering mediation

A 4

GE ¢ HD

Figure 1(a). Conceptual representations of mediation model with the selected variables.
Figure 1 (b) Effect of GS on HD with considering mediation EG

axb

EG

'

Y

GE ¢ HD

cA=nr?

Figure 1(b) Conceptual representations of mediation model with the selected variables
(Indirect effect and Direct Effect).
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The path diagram of the simple mediation analysis is also represented by the following
linear equations:
The equation (1) shows the total effect:

c=c"+ab 1)

This effect (total effect) is measured by equation (1) and is equal to direct effect i.e. “path
¢’” plus indirect effect i.e. “path a * path b”. In the above equation, if the value of path
¢’ is closer to zero then the total effect of GS on HD is said to be coming through the
intervention of EG .i.e. EG is then deemed to be a mediator between GS and HD.

EG=iy +aGS+e¢ )

The above equation represents Path ‘a’. This shows the effect of GS on EG and it is being
measured through coefficient ‘a’.

HD =iy +¢GS+bEG +e, 3)

The equation (3) represents the direct effect i.e. the effect of GS on HD when EG is kept
constant. It is measured through the coefficient ¢’ in the above equation; giving us the
value of path ¢’ in this equation the effect of EG on HD is also computed and is measured
by coefficient b, giving us the value of path ‘b’.

In these equations EG is economic growth, GS is public expenditure and HD is human
development. Here, i;; & iy are the constants and e; & e, are the error terms used in
equations 2 & 3 respectively.

The results were interpreted through the typology of mediation and non-mediation given
by Zhao, Lynch & Chen, (2010) in their work “Reconsidering Baron and Kenny: Myths
and truths about mediation analysis.”

Results and Data Analysis

Before providing the findings of our analysis, we must first categorize the patterns that are
associated with mediation and non-mediation effects:

1. Partial mediation: It occurs when indirect effect (axb) and direct effect (c¢) both are
significant and are pointing in the same direction.

2. Direct-only (non-mediation): It occurs when direct effect (c) is significant, but the
indirect effect (axb) is non-significant (does not exists).

3. No-effect (non-mediation): It occurs when neither directs effect (¢) nor indirect effect
(axb) exists (both are non-significant).

The above-mentioned types of mediation and non-mediation were being conceptualized
by Zhao et al. (2010); it provides insight to express that what really matters in mediation
analysis.
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As per the above-mentioned criterion Zhao et al. (2010), step one is to check the
significance of the indirect effect (i.e. path axb), if it is found to be statistically significant
then the second step is to check the significance of the direct effect (i.e. path ¢). However,
if the direct effect is found to be statistically significant, thereafter we compute the product
of the three coefficients axbxc to check whether the sign of the product is positive or
negative and if the sign is positive, it means that both the direct as well as indirect paths are
pointing in the same direction. In this case, we say that a Partial Mediation exists between
the dependent and independent variables.

Next, if we go back to step one where the indirect effect is found to be non-significant
(i.e. product axb is statistically not significant) and step ahead to the second stride, where
we are checking the significance of direct effect (i.e. path c); if path c is found to be
statistically significant then we have a direct effect only and we say that no mediation exists
between the variables.

The results (Table 2), revealed that for two NER states viz Meghalaya (MG), Sikkim
(SK) have partial mediation i.e. there is a significant positive effect of government
spending on economic growth and a significant positive effect of economic growth on
human development as well. Moreover, government spending has a significant indirect
effect on human development via economic growth. Thus, for these states, Meghalaya
(MQ), Sikkim (SK), all the three null hypotheses are rejected here, and we can say that
government spending is affecting human development through the mediating interventions
of economic growth and directly as well. Further, the results for the state Assam (AS) is
showing no effects, meaning that the effect is not coming via direct effects nor through
indirect effects. Therefore, the null hypotheses 1 & 2 are rejected whereas, we fail to reject
the null hypothesis 3 for Assam. Followed by five more states namely Arunanchal Pradesh
(AR), Manipur (MN), Mizoram (MZ), Nagaland (NG) and Tripura (TR), where direct only
non-mediation is found. Thus, the null hypothesis 1 is accepted here and we fail to reject
the null hypotheses 2 & 3; meaning that human development is directly achieved through
government spending and no mediating effects of economic growth.

Discussion

Now, for further discussion, we have selected the northeastern region i.e. (NER) and this
distribution has been done as per the State Reorganization Act, 1956. North-Eastern Region
comprises Assam, Arunachal Pradesh, Mizoram, Meghalaya, Nagaland, Tripura, Manipur
and Sikkim. For North Eastern Region (NER), the results showed that a direct only non-
mediation exists between public expenditure and human development for the majority of the
states including Assam where no effect exists (except for the states Meghalaya and Sikkim
where partial mediation is found). It could be said that for the majority of states, human
development is directly achieved through government expenditure and interventions of
economic growth were not found so far, whereas no effect is traced out for the state Assam.

The government of India is spending a lot on the development of the region (both for
the economy as well as for humans). On viewing the demography of the region, it was found
that the region is rich in manpower resources with a literacy rate that stands much above the
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national average literacy rate. But, this region is characterized by rural living populations
in most of the areas (excluding Assam). So, to smooth up the progress of the human capital
of this region, the Government of India has been taking various steps. One of them is the
special central assistance provided to the maximum states in the NER by the Government
under the program such as Border Area Development Program (BADP) (since 1993-94);
where it works with the State Governments as part of a comprehensive approach to Border
Management. BADP is designed to take care of the special developmental needs of the
people living in remote and inaccessible areas situated near the international border and to
saturate the border areas with the essential infrastructure through convergence of BADP
and Local schemes participatory approach. Another one is the Ministry of Development of
North Eastern Region (DONER), established in the year 2001; it plays a role of a catalyst
between the Central Ministries and the State Governments of the NER for the economic
development which includes the removal of infrastructural bottlenecks, providing the
provision of basic minimum services, creating an environment for private investment and
removal of impediments for lasting peace and security. This is showing a pathway through
its various initiatives to accelerate socio-economic development so that the region may
enjoy growth parity with the rest of the country (Hussain et al., 2015).

A third remarkable program that was started in 2015 is the Hill Area Development
Program (HADP). Its main objectives are eco-preservation and eco-restoration, with
emphasis on the sustainable use of biodiversity (keeping in view the needs and aspirations
of the locals). Further, it also aims to employ local people in small and medium scale
enterprises. Therefore, in these ways, the government is spending a lot directly to promote
the human development of this region and the effects are visible in the results also. Besides
these efforts, the government has also been launching various schemes relating mainly
to the development of the power sector, border trade, horticulture, rural infrastructure,
road and air links, medical education and industrial training institutes. Some of them have
already been executed by the central government likewise the Self Help Groups (SHGs)
and skill training program (started in 1986-87) for the reduction of unemployment (Hussain
et al., 2014; Mythili, 2020), and the North East Rural Livelihood Project (NERLP) in the
year 2012, which has changed the rural unemployment scenario.

Even though the government is spending so much, NER is still categorized as one
of the backward regions of India as it has low per-capita income, it lacks in attracting
private investment, has low capital formation, has inadequate infrastructure facilities and
is geographically isolated. Even, if we see the good governance index (GGI), it showed
poor rank all over the NER. As a result, the ease of doing business (EODB) is found less
in this very region and so the companies are not interested in establishing their businesses
here. Further, if we look at the per capita GDP of this region, it was found to be low even
though the region contributes about 50% of India’s annual tea production (Lashkar and
Thappa, 2018) and accounts for one-third of the country’s total hydropower potential. It
also has immense natural resources, accounting for 34% of the country’s water resources
and another unique feature of this region is that it has high rainfall, which ranges between
3,000mm to 12,000mm (Bharti, 2009; Census of India 2011; RBI, various handbooks of
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statistics on Indian states, 2017, 2016 and 2015; Mythili, 2020). Adding to this is the vast
potential that this region has in terms of tourism, small-scale industries, and hydropower
energy which has not been touched so far for the development of the very region.

Thus, from the above discussion, it could be said that the region has not been lacking
in policy attention and program. But, still, it shows that human development of this area is
better as compared to economic growth (identical to our results). So, all these meaningful
potentials should be further explored by the government policymakers to boost up the
economic growth in the region.

Conclusion

Sustainable economic growth is one of the ultimate aims of every economic system across the
world, and it contributes to better human development. At the moment, countries, whether
developed or developing, aspire to achieve their primary goal, which is human development.
To encourage steady and sustained growth, the government employs its spending and
taxing capabilities. This can help to accelerate the economy’s growth pace. Economic
growth is a critical and essential condition for human development that emphasizes human
resources first. The fundamental objective of human development is to raise citizens’ living
conditions. In this study, we found that government spending was significantly associated
with human development via economic growth for the northwestern region (NER) states
namely Meghalaya (MG), Sikkim (SK), whereas government expenditure was directly
related to human development for the states of Arunachal Pradesh (AR), Manipur (MN),
Mizoram (MZ), Nagaland (NG) and Tripura (TR). Our study suggested that the grass-
root implementation should also be taken into consideration exclusively. These regions
(Arunanchal Pradesh (AR), Manipur (MN), Mizoram (MZ), Nagaland (NG) and Tripura
(TR)) have to focus primarily on economic growth since a direct effect was traced here;
they have to target economic growth policies (industrial setup, skill development &
employment generation). Furthermore, the results indicate that, in order to boost human
development, the government should prioritize improvements in economic growth, which
in turn ensures an increase in human well-being. Additionally, the study concluded that
human development concerns should be delayed until a country has reached a particular
level of economic growth (Cuesta & Leone, 2020).

The findings of the research point towards several potential research directions in the
economics and finance literature. Future potential studies should consider the effects of
government spending on economic growth and human development in other countries and
on substations. Another possible avenue for future research would be to investigate how
government spending in areas such as health, education, and housing might contribute to
increased economic growth and, consequently, human development. The administration of
public finances, on the other hand, becomes a crucial aspect of the study. This is especially
true in today’s economic context, where governments worldwide are accumulating
unprecedented levels of debt and associated financial risks and liabilities.
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