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"Abstract:

The magnitude of this study is to explore association between fiscal
decentralization and life expectancy in Pakistan. Panel data approach was
used to detect the empirically friendship between life expectancy and fiscal
decentralization over the period of 1990-2010 in Pakistan. Life expectancy is
used as dependent variables. The results of empirical analysis suggest that
there is association between fiscal decentralization and life expectancy
in Pakistan.

Key words:

1. Introduction

Therefore, fiscal decentralization plays a key role in each sector of economy;
consequently many countries give their preferences in decentralization process
over the last decade. The policy makers, economist, anthropologists, sociologists
and researchers can capture advantage from process of fiscal decentralization.
Giannoni and Hitiris, 2002; Cantarero, (2005) looked into the characteristics of
fiscal decentralization and suggest that fiscal decentralization puts positive effect
on health. Cantarero et. al (2008) suggested that life expectancy and infant
mortality play significant roles in fiscal decentralization. They emphasize that
local governments, planners and policy makers can improve efficiency as well as
fairness and health outcomes of people by decentralization of fiscal policy.
However, this study presents a minute experiential verification and analyzes the
impact of the decentralization on life expectancy. This study is based on
Pakistani provinces. The consequences of this experimental research suggest
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that fiscal decentralization has appropriate and significant impact on the life
expectancy of human



The organization structure of this study is as follows. Section Il represents
structure of the model. Ill section depicts results of the empirical study. Finally,
the concluding comments are given in Section IV.

II. A theoretical framework of model



1) Policy makers may have limited evidence regarding the functions fe (.)
2) Policy makers reply to political incentives rather than social welfare.

Therefore, observed expenditures X, and allocated expenditures fi (.) are not
equal.

It is clearly that for a given provinces P, we can find optimal solutions of problems such
as:

*4 X, =AXy (N, TB),
Max Xy . Yy = Ng fu(N; AXgi—.... AXgn,) — h (AXgi— TB*) (4)

TB* is optimal level of budget of each province P.

Equation (4) shows that problems can be solved by friendly policy maker, provincial and
national members of parliaments in allocated budget.

More clearly we find that the allocation of resources by local governments, provincial
and national members of parliaments will generate a national optimum level only and
only if the local government, provincial and national parliament members were used
allocated budget efficiently.

obsTBg . ObSXgi

Nevertheless, even if the budgets are sub-optimal, local government can improve the
health outcome if local governments, provincial and national members of parliaments
have healthy information and take positive step regarding f (.). If the budget is being
provided to each province P is sub-optimal, we will get different results from the optimal
level, however the relative level of expenditures will be optimal. Therefore, We have

A Xy " TB, - *AXy/*AXiy

Now if we assume that the budget is managed at federal level, efficiency of allocation of
resources can be measured such as:

Let U is a function of the share S of the total budget obs, B, which is collected by local
authorities. The relative levels of efficiency of the local and central governments under
the administration of public outlays can be calculated by taking the partial derivative of U
with respect to S. Henceforth, we can construct hypothesis such as:

ouU/0S = LE (le-1)

where le shows level of efficiency if public resources are used by central government

I = shows level of efficiency if public resources are used by local government.

So, if c>1 shows that institutional capacity at the central level is higher relative to the
local, it means that when an increase in the share of public expenditures managed by
local governments will decrease efficiency and decrease health outcomes, but if share of
public expenditures managed by central government the efficiency would be raised and
increase health outcomes

Thus, health outcome indicator can be written as:



In nutshell, the central point of this realistic research is to assess the relationship between
fiscal decentralization and life expectancy, where the fiscal decentralization measure the
share of autonomous tax revenue of local government over the general government tax
revenue. Fiscal decentralization put positive effect on life expectancy. Registered doctors,
numeral of hospitals, and registered midwives are taken as explanatory variables. To
examine the relationship, panel data of Pakistani provinces is used for the period 1990 -
2010. Life expectancy shows the status of health. Life expectancy is an important gauge
of health in a society (Robts, 2001). The structure and definition of variables is given as
below:




Source: Authors own’s Elaboration.

Precisely, it is difficult to find the measure of health care decentralization.
Government of Pakistan spends very little bit percentage of GDP on health.
he mechanism of dependent and explanatory
variables is written as:

In LFE{= a+ BIn RPClri+ B2In NHr; + B3ln RD ¢ + B4INRMWr; +A;  (9)

Where LFE; denotes life expectancy in logarithm form; RPCI; :shows real
per capita income in logarithm form; RD; represents registered doctors in
logarithms; NH; represents no of hospital; RMW; shows registered midwives
represents acute care beds ( density per 1000 population ): A+ stand for the
standard residual. It is not equal zero. Therefore, ordinary least square model
cannot be used to detect the findings, consequently, fixed effects models and
random effects model are used to detect the impact of fiscal decentralization
on life expectancy. However, Atis uncorrelated with other independent
variables. Where r shows homoskedastic and t is time from 1990 to 2010.

lll. Results and Discussions

In this section, results of estimation of life expectancy and fiscal
decentralization in provinces of Pakistan are presented. STATA 12.0 is used to
The standard panel data techniques are used to detect

the association between dependent and independent variables for the
econometric estimation. Panel data has an advantage over cross sectional data
by controlling individual heterogeneity (Greene, 2003). Mostly, panel data is used
to find fixed effects, while Hausman’s test is used to find random effects. The
results of estimation are represented in Tables 2. It is very interesting to point out
that the results show that RPCI, NH, RMW and RD are positively associated to
life expectancy. Finally, R2 shows the levels of explanation, which is acceptable.
The log of variables has been taken for smoothness. The sign of variables are



also acceptable but some variables are significant, while resting all are of
statistical insignificance. By this reasons very low percentage of GDP is being
spent on explanatory variables.

Table 2. Results

Dependent variable: Log of life expectancy

Variables

Fixed Effects

Random effects

RPCI 0.0341 0.0342
t- Statistic 13.47 (14.62)
NH 0.0002 0.0002
t- Statistic (1.52) (0.98)
RD 0.0045 0.004
t- Statistic (1.73) (1.46)
RMW 0.0088
0.0075
t- Statistic (2.42) (2.34)
R?: within 0.7347 0.765
R?: between 0.2822 0.235
R?: overall 0.6370 0.567
F-Statistic and Pl 2228.72
(F)
Prob (0.0000)
Wald chi2 statisti 736.62
Prob (Chi2) (0.000)
Hausman statisti| 64.32
Prob (Hausman)| (0.000)

IV. Conclusions

The study explores the association between dependent and explanatory
variables. The appropriate indicator of health is life expectancy which is positively
related to real per capita income, registered doctors, number of hospitals and
registered midwives but numbers of hospitals are statistically insignificant. Some
explanatory variables are insignificant; this is so because a little bit percentage of
GDP is being spend health sector. Furthermore, the results of the econometric
estimations suggest that fiscal decentralization is positively associated to life
expectancy in Pakistan to some extent. These consequences should be used in
order to make adequate health policies in provinces of Pakistan. If government
spends more percentage of GDP in health sector, then health of nation would be
better and they can perform very better role to improve level of economy.
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