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The pathologies of redistributive
resource transfers

The evidence suggests that all the pathologies associated with foreign aid

n Aravind Adiga’s The White Tiger, the nar-

rator makes an insightful comment about

theroleof geography indevelopment:

“Please understand, Your Excellency. that

Indiais two countries: an India of Light,
andan Indiaof Darkness. The ocean brings light
tomy country. Every place on the map of India
near theocean is well-ofl. But the river brings
darkness (o India.”

The Indian growth take-offsince 1980 is asso-
ciated with Peninsular India, the states that the
narrator in astutely associated with better geog-
raphy—being close to the ocean—which devel-
opmentexperience haslong confirmed as con-
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whichwe define as the state’s
sss domestic product (or
astate’sshare inown taxreve-
hus, RRT are transfers overand above
mmmn(yl)l’ (or taxes)a dserve

g ences between RITT
and U<I(|mnlld]l‘(lll'k;.lldld RRT areintra-coun-
(ry transfers and do notaugmentoverall national
disposable income like foreign aid does: second,
nt relationship s also very dif-
nt hecause states benefiting from transfers
are partof the national governance structures

appear to manifest in the context of intra-country transfers too

ARVIND SUBRAMANIAN, RANGEET GHOSH,
SYED ZUBAIR NOQVI AND KAPIL PATIDAR
worked on this year's Economic Survey.
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ferring special advantages. These states—Guj- Figure Ishows the ranking of states, in 2015,
arat, Maharashtra, Tamil Nadu, Karnataka, the descending order of RRT received in per Assam
Keralaand Andhra Pradesh—have indeed grown | capita terms. The top 10 recipientsare: Sikkim, Uttarakhand
[aster and advanced more rapidly economically Arunachal Pradesh, Mizoram, Nagaland, Mani- Odisha
vis-a-visothers. pur, Meghalaya, ammu and Kashmir, Bihar
Asaresult, they have also beenagreater focus Himachal Pradesh and Assam. Madhya Pradesh
of research attention in comparison to other The yellow and green dotted lines in Figure | Chhattisgarh
“Other Indias”, the Indiaof forests, of ively, the all-India urban and Jharkhand
natural resources, and of “special category™s 7ed per capita poverty lines for UGt
stingin (hei . Annual per capita RRT flows for all the phalabis
because they haveconformed toothermodelsof | North-Eastern states (except Assam)and ¢
i Kashimi § - West Bengal
development. One suchis the model based on Jammu and Kashmir have exceeded the annual
“aid”, mostapplicable to the *special category” | per capita consumption expenditure that Andhra Pradesh
statesin the North-East, Jammu and Kashmir, defines the all-India pov pecially Karnataka
Himachal Pradesh and Uttarakhand. therural one. lnulhu\\nu s, RRT are substan- Punjab
In the international context, foreign “aid " has tial in magnitude. Tamil Nadu
beenshown to create anumber ofadverse We then correlateastate’s RRT witha number Kerala
effects. Aid perpetuates resource dependency, in | ofoutcomes. The results are striking, Higher Gujarat
the sense that since revenues are being provided RRT seem to be associated with: Maharashtra
from outsicle, recipient countries may fail toor | ® Lower per capita consumption Haryana
have little incentive to develop their own tax o Lowergross state domestic product (GSDP) e
basesor theirinstitutions. And itis institutions growth

thathave been found tobe al for growth,
muchmore than overall resource availability. taxrevenue in GSDP)
Another potential downside of aid is that it ® Smalle
could trigger the “Dutch disease”, named after © Weaker governance.
the impact that discovery of natural gasin the Figure
North Sea had on the domestic economy in the
Netherlands. This windfall caused the re
exchange rate to appreciate as the extraincome
was spent domestically, pushing up the price of | goves
non-tradeables, such asservices geared (o the
local economy. The higher prices forservices
theneroded profitability in exportand import-
competing industries, de-industrializing the
economy, with the share of manufacturing in the
economy falling. Dowesee similar consequen-

(o governance).

ernance) are outlined in Chapts
nomic Survey 2016-17. The:
thatall the pathologies assc

mul(-nu»un answ

er, the first taskiis o define
aconceptakin o “aid” in the Indian context.
State governments have received funds from th
Centre—"gross devolution” which s the sumc
(i) share of Central taxes, as stipulated by finance
commissions; (i) Plan and non-Plan grants; and
(iii) Plan and non-Plan loans and advances (of
course, the Plan/non-Plan distinction has now
beenabolished).
Devolutionisnotall “aid” but emhodies a
strong redistributive element. We isolate this
element—"Redistributive Resource Transfers,”
(RRT)—as gross devolution adjusted for some
benchmark for the normal resources astate can

rs (00,

country transfi

are the policy implicatior
arly, U

will need to ensure that the r

originates

® Lower fiscal effort (defined as the share of own

depict these finding
turnout to be quite robust (to alternative defini-
tions o RRT) and there is suggestive evidence of
causality 11'1\ m RRT (o cconomic outcomes and
few states which are

(including the index used to proxy over:
3of the Eco-
resultsindicate
edwith foreign
“aid” appear o manifestin the contextof intra-

Ifthe evidence suggests an “RRT curse™,

Graphic by Vipul Sharma/Mint

share of manufacturing in GSDP, and

Theresults

|n‘|«(A|nl<|(-\l)l‘;.m\\lhn( Mizoram with regard
he details of the methodology

llgov-

what

o solution” cannot be to dispense
with RRT altogether, since ina fed
the Centre must play a redistributi
because it will always have to redirg
tounder-developed states. Rathe

tributesare used more productively.

Of course, itis possible that the “RRT curse”
rom poor connectivity and poor
infrastructure—physical, financial and digital—
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Figure 2: Per capita consumption (MPCE)

and per capita RRT
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Figure 4: Fiscal effort* and RRT
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Negative outcomes of redistributive resource transfers

Figure 1: RRT per capita (Rs thousand, 2015) Figure 3: Per capita growth and RRT#
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#Robust to outliers. Excludes Uttarakhand and Sikkim

Figure 5: Governance® and RRT
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*Fiscal effort de d as sh: 1994 and 2015, is based on the

that most of these states, and
astern states, suffer from. Enhancing
connectivity onawar footing (as the government
hasattempted for financial inclusion with the
Pradhan Mantri Jan Dhan Yojana, or PMIDY,
expediting the
have amoderating ef
connectivity, there

North-

which the
flows could be

DIRECT FLOV
One possibility will be to redirect a quantum of
RRT directly to houscholds as part of a universal
ncome (UBI) scheme inrelevant states.

basic

Targetingissues plague
interventionsand trans|
holds could eliminatea large majority of these

problems.

PERFORMANCE-
TRANSFERS

Another possibility would be to find ways o off-
set the tendency of states
theirown tax ef
Finance Commissions could revert to the prac-

aggregate technical & commerciallosses in electricty distribution.

ainly the

fibre network, ete.) will
Tect. Beyond facilitating
canumber of waysin
fredistributive resource
modified.

optic
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isting development
rsdirectly to house-
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(GENT

receiving high RRT to
Perhaps future

ticeof the 13th finance commission of e
conditioning transfers on the tax effort of states,
and perhaps to aneven greater extent.

GOVERNANCE
TRAN.
1-n\‘nl]mt\nlm']u“h RRT recipient states have
performedbetter thanothers, the ¢:
states to utilize funds effic

Source: The Economic Survey 2016-17

CONTINGENT
RS
acity of

ntly playsanimpor-
o encourage better governance, the

fund transfer mechanism could explicitly
include a few monitorable institutional indica-
torsascriteria for resource transfers.

Insum, large bounties—in the form of redis-
tributed resou
pathologies, even in democra
zingand responding to them creatively will be
important to learn the lessons of development
experience in Indiaand around the world.

S—can create surprising
tic India. Recogni-

The articleis an abridged version of chapter 13
of The Economic Sur 7.
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rump’s choice: Ukraine or Putin?

erhaps inevitably, North Korea's | ensconced in the White House, Putin
P ballistic-missile test last Sunday was | seems to have decided to return to his
characterized by many analysts as | plans to expand Russia’s territorial out-
Donald Trump's first foreign-policy chal- | lines in thewest, while pushing the cnvel
lenge, oratleast the first not caused by h ope with his foes in the North Atlantic
own blundering. But this s to overstate | Treaty Organization. Violence flared upin
both the threat presented by Pyongyang, | the Donbasregion of Ukraine, where Mos-
and the options available (o the White | cow’s proxies as well as regular Russian
House. There is no realistic scenario in luuulmu beencompeting with the gov-
which Kim Jong-un, North Korea’s dicta iev for control. Observers for
tor, launches awaragainst South Koreaor ccurity and Cooper-
Japan. Andsolongashe doesn’t crossthat | ationin [ 'd that the number
line, Washington hasnoinfluence overhis | ofexplosions in eastern Ukraine shot up
behaviour. The only challenge Kim | from420 0n26 January to over10,000 on
presents is to Trump’s claim as the | 3lJanuary. Altacksoncivilianinfrastruc-
planet’s most egotistical leader. ture by Russian and se paratist forces
Inreality, the first foreign-policy crisis | killed I3 Ukrainian Soldio rs,and lefi the
of the Trump presidency hasbeenunfold- | town of Avdiivka without el icity fora
ing since the end of January, week, in the middle of the winter freeze.
duewestol Pyongyang. In Ukra How would the Trump administration
sian President Vladimir Putin and his | respond? The first auguries were mixed.

proxy militias have resumed in carnest | On 2 February, Nikki Haley, the US
their programme of de: ion and {0 the UN, slammed Russia
annexation. The campaign had heen | for its continued occupation of the Cri-

mean peninsula—snatched from Ukraine
in 2014 “The United States continues to
condemnand call foranimmediate end to
the Russian occupation of Crimea,” said

paused during the US presidential ele
tion, and started up again within hours of
Putin’s 28 January phone call with Trump.

With his biggest American fan safely

http://epaper.livemint.com/epaper/viewer.aspx
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Haley. “Crimea is a part of U
Crimea-related sanctions will remain in
place until Russia returns control over the
peninsula to Ukraine.”

But that same day. the US treasury
department issued a notification casing
oneof the sanctions the Obama adminis-
tration putin place against Moscow’s Fed-
eral Security Service, better knownby its
Russianacronymas the FSB. CNN quoted
atopstate department official assaying it
wasa technical fix, to avoid “unintended
consequences” of US government busi-
ness with Russia. It was certainly not, as
some American media outlets portrayed
it, a peace offering by Trump to Putin
butthe timingof theannouncement was
udged. Ukrainians could be forgiven
for seeing it as a sign that the new occu-

pant of the White House didn’t much care
ifbits of their country were seized by his
counterpart in the Kremlin.

The uncertainty about Washington’s
intentions on sanctions against Russia
continuedon 3 February, when vice-presi-
dentMike Pence hinted that the US mi
considerlifting them if Putin proved aval-
uableally in the fight against the so-called
Islamic State. But that same day, Trump
himsell spoke with Ukrainian President
Petro Poroshenko, and promised to nego-
tiate a peace hetween Kievand Moscow.

Itishard tosee Trump playing the hon-
est broker in any such negotiations.
Ukrainians would beright tobe sceptical,
given the President’sman-crush on Putin.
Never mind the Ukr ns, many in the

US intelligence community worry that

Trump’s zulnm’.llinn for the Russia

reassure other former Soviet states that

leaderma unreliabl hso,
theyarerepor l«-nllnlwl\wmu;mmww -
lated information out of
fings, 11:1 ln ar lml he might blab

) rump in the dark won't
lwlp1\\‘('11[{uwmallm\ Ukrainians need
the American president to see the light.
Unlike the ka heatre confrontation
played out along the demilitarized zone
between the Koreas, the prospect of anall-
out war in eastern Ukraine, where over
10,000 people l\zlw been killed since
2 1.

ninterests to pro-

are many reasons—
and economic. But the
simplest is this: The US owes Ukraine.
‘Washingtonled the effort, after the fallof
the Soviet Union, to persuade Kiev to give
up its stockpile of nuclear weapons, in
exchange for guarantees of protection
from Russia. To President Barack
Obama’s eternal shame, he betrayed
Ukraine in 2014, allowing Russia to grab
ump has an opportunity to
redeem America’s honour, as well as to

politic u] mil

ashingtonwillnotallow them to go the
way of Crimea.

It will be hard for Trump to undo the
damage done by Obama, and immediately
restore Crimea o Ukraine: That will likely
takeyearsof difficult negotiations. But the
President canimmediately signal to Putin
that Russia’s territorial expansion must
stop right now, on pain of even harsher
sanctions. He can demand that Moscow’s
troopsreturn oitsownsideof thehorder,
and its surrogates give up their weapons
and make peace with Kiev. If they don't,
theUSand NATO should supply Ukraine
the firepower it needs to protes :
While talking tough with Putin, Trump
must also pressure Poroshenko togive the
Donbasseparatistsnotonly amnesty, but
alairer share of political power.

at’s whata real foreign-policy chal-
lenge looks like.

Bobby Ghoshis the editor-
Digital Streams.
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