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ABSTRACT 

Amonr; t he f f~ctors that enable to prowote 'ieve lopment ::'ncluc.e, 

a well p:re "Jre ~~ o.evelopment pl:-m, generating and mobilizinc 

resourc p.s , ~:'j' 0'0er a lloc a tion of these resources, particu1 2rly 

the alloc c:t ion ol' fin anciAl res our ces among investment(capit ~.l) 

and conSU~l tion ( recurrent), and An efficient utilization 01' t ;le 

meagre resources that can be mobilized from external 3nd dOJ ".estic 

sources. 

In Ethio~l i a , 11 tre';l endous gro~lth i n lludgetary expendi ture ilO.S 

been observed. Lt the same time, this incre F1se in Goverrunen'(; 

expendi ture >c.c 1)een c: oing to the r ecurrent and from ita c;:,' e :" ter 

proportion to t h e n on-productive sectors , such as defence and 

to sust ilin =d run the state machinery. This has been accor'~"), :n­

ied by a l:31:'[;e deficit in the budget of the Goverrunent. 

The objective of this study is to find out the factors that pre 

conside1'ed to be r es1Jonsi ble to bring about the tremendous g'cou­

th in Goverl1L1el1. t expend iture and a lso to asses s reasons f or the 

allocati on o:~ Gov ernment fund arnone; a lternativ e pr<fI!:t"aIDs. To 

meet this end , step1.1ise regression analysis is employed. This 

is furtb er m"~~: Qj~ted by additional analysis of factors like in­

sti tutionc ;,~,r', Vi:ocedures in expenditure allocation. As t he 

case is in the hiC\;11y deve loped And least devel oved countries , 

Goverrunent eX""el.!.cliture in Ethiopia also ~las affected more 'JY 

non-eco;,c>I.,i c £nc ·cc r s. t1owever, different components of expenc1.::" ­

ture behaved d i fforen tly. 



'-Wmll\7:, v :::L'ious s uc:c:estions are fo nTarded to mitigate the exiotine; 

proble. Even t llouC;h recommend ations to incre8s e revenue by t ::.X 

are to be suported, particul ar consideration should be made on the 

role of t'l e GovcrIlJ'lent in pltOmotinE; socio-economic development ['.nd 

the allocai;i ::m of expenoiture among alternative programs. Th e Gov­

ernment c anm:ott: continue dependinE; on foreign sources and de?icit­

financinc as 1tlte major and permanent sources of financinr.; i ts ex})cn­

di ture \!ith Q.u'it; Cf'.usinr; s~er consequences to the over all deve­

lopment of,,~;:: :!ol'n try. 
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1.1 STJ~LM.ENT GJ!' ~im UWBLEl'I 

There is U :o;ene:r:' ol ar.;reement in the d evelo ping countries t l1;:t, 

develo~~ment is ;m urr; ent p di.:>ri ty. But the task to bring 8.bout 

development hz.s :c'emained an elusive and difficult one. This is 

so partly due to the excessive scarcity of financial resources , 

and also ~':1 nlloc o.tion of these resources ,!hich usually d.oe!ln It. 

correspond to t ile need of the country. 

C.ountries at; different l e vels of development and adherinr; t o 

different Gocio-economic systems, apply different mellns to inii;­

iate develo',)ment or to maintllin Il hif';h l evel of development they 

have alre ady [·tt .:dned. As r <'! r as the developing countri es l i ke 

Ethiopia 2j~e concerned, a si{~nificFmt amount of investment fund 

is required to ini tiate development. Almost al l studies made 

in relation '~O t h e source of investment fund of the poor nations 

agree t h '·.t .' t Ds k as difficult as development, c an only be ;0 e:c­

formed by c" e rhrect participation of the government through 

state bu(~(Sc -t; (1). 

In r;ener -,l. f';ov ,:~nment budget is the annual financial plan of v . 

government. It is composed ' of revenue and expenditure, i. e,., 

it cont a i :no t :, e t Gsks to be performed by the government i n "­

g iven ye Dr, ~nd the means(revenue) required to meet those ta~ts. 

A government c an uartly re~ulate and control the activities 01 

the pri·v D."ce sec~or ['nd its public enterpris(;s through its fiscf:l 

activiti es j,llcll'ded in the budr;e t. Discussion related to ,\;',e 



- 2 -

role of f;overp~ent bucget, the scope of the budp,e t in different 
systel'ls :-.llll levels of developmen t are r elev:mt issues in the 
study t o b e l'n<lert nken, but is delayed for later sections. 

As has been elabor~ted in other studies(21), revenue(t ax) c olle-
ction b as mlln:;' objectives. To mention some, it enables the 
government t o run s t cte affairs(state security, la\~ and or(1o:c , 
to meet in-cc :c-n ,l.ti :mal oblir;ntions etc.,) FInd to allocate lund Jar 
investment. T'.1e bthio)Jian Govp.rnment hns .been mobilizinc reve-
nue, the overl'icliC'c ob jectives of Hhich are to motivate and 
enhance :10 cio-econo:lic development together with running st .' te 
objectives lih~ maintaining the unity and securit3l of the couD. ~ry. 

However, it sbould be realize:! that socio-economic develo.,ment 
depends not only on how much 'revenue can be mObilized, but [ .. lso 
on how the resources so mobilized are allocFlted and utilized. 
In other words, it depends on how t h e revenue is allocated 
between :"0curl, ent and capi t r,l expenditures, and Flls o on the 
a110c3tiol} s i; J.'ucture of capi t a1 expen:'i ture( sectoral priority). 

In Ethio" ia, :".11 increas inp; amount of budGetary expenditure 1r .s 
been alloc i\-ccd. to the' rec nrrent expenditure, FInd from it to ·i;l'.e 
non-produc i;i ve ,;ec 'c ors, such as defence and runninr; the stat e 
machinery. T: li::; h"s been acc om :)anied by a larg e e;rowinr; d eficit 

, 

in the o;"' [; c-(; 0: t he Government. ':2he difference between r evenue 

I 
J 
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and' expenditure is fin Dnced throuc h external loan fmd domestic 

borro~linc fr om banl~s ~!hi ch is not backed by production. UnlGs s 

the stated t r end is checked and reversed, the Ten-Year-f erspect-

i ve-Plan doct'nent envis ages a s e rious consequence on the COlU:. Cj~y ' s 

development effort ( 38). J.ccording i 0 the same documeJ+t, t 'ae 

economy is expec ted to r;row at an averae e annual rate of ' 6.5% 

during t 'oe ten y o"r p lan period. In orde r to attain thi s l ev e l 

of growt h, a hjJ~h~ ~i(C±nves tment fund is required I'hich is 

expected to c r " -e from GOV Ernment s avinfj by a strong restrGi nt on 

the recurren t , exendi ture. The recurrent expenditure of the 

Centra l Govcr~lmcnt is projected to Grow a t an aVerFl[~e of 6.35~. 

The proj cctcd c rm'th of the components of this recurrent eX;:leTl i-

ture will he S.r,;j f or economic services, 9 .4% fo r social service s 

and 3.716 for def ence an d c;ener a l 1:!dillinistrfltion. 

share of deicnc e [Cnd General administrption fror.! the tot a l rccu-

rrent eX'}(;Dclitu:ce is expect ed t o decline from 54 .;::>% in 1975 to 

42.3% in 1985. 'i'his will allow an increHse for the other activi-

ties. It becomes l Oficel to raise certain quest i onp a t this 

point. 

What f ac tors nre responsible for an i ncrease or decrease in ~ov-

ernment s ren c0.nc; • • Even though p;overnment spendir'f is to 2 c ert in 

extent exo~cnous, determined by , the r u ling government, various 

f1J.ctors nre i nvo lved in deciding it. As far as the import [';,ce 

of iden tifyi n:,: 'l; ;le factors re sponsible for the behavior and :,rm:tl 

of Government ex' endi tur~ fo r dif :' erent c : te €", ories is conce l 'n ed , 

the section of cbject ives of the study Hill have Iln ~labor2'l;i on. 
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From t he 'o i nt s rn ised above, it becomes apparent that t~e 

alloc c, t i, 'l.;l of Gov '·,rnment expenditure seems to i-, ,, at :.; take . 

An i n '. lli r;v into how the Gov ernment's budp;etary ex!:enditv.:,:'e 

are a ).locrted seems pertinent specially at this time , where 

the desir e .-' or s urvi-val and develoT'ment is hig h , tht; l ev e l 
, 

of defici t finfJDcing is ["rov/inc; trcl"endously , r\nd the Gov-

ernment is i ' need of .~ n increasinr; amount of domestic 

and forei gn f i nancial I'esource~_ 

1.2 i(j:;VIE.i uF LITLIU, 'rUiiE 

All n ati ons, c npit a list or socialist; poor or rich, share 

some COhmor'. f e l' tures. They 811 r e'1uire c ert [lin basic 

insti tu'i;j. c ~ ) S oJ' state J~achin ery to run their ~1 i;" te nfL:irs . 

Of cou;,ne , t~j e r o l e of the st c't e in t '1 e e f'.rly d ,ws has 

under:"O::le c. (· :.: .-:.s tic ch r,n p e in compAri s on to the present. 

In t c;: er;,ly .',,;),s th e stc;te vms thour;ht to act in a r; iV:.lO 

orderly ;'::.Y- , i t 11 minirr_um int erference in t b e econOE1Y .' nel 

socL, l :,,_[f~ irs of the people. :Gven today in many of t ile 

adv anced c ;',)it , list count r ies, d ir(~ ct c ove rrunent interfe:c-

ence in the e conomy is very limit?d(15). 

Hewever, ;,; nvernrnents in the developinp; world and in t he'- ' 

sociali ~ t count l~ os essume some add i t iona l tasks, such as 

promotine- deve lopment throur;') state budget. Thus to h Rve 
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a clenr t'ilders t s ndinp; of the subj ect ow f~overnment ex) en-

diturc , t1-w revi e,'J of li t er8.ture will ass ess the place of 

g overnF.cmt e~::pell('i ture in publ i c f inance, the role of g ov-

ernmen'G cx' .. ' endi t ure in economic d evelopment, and the d ei;e:L'-

min ants of :.:ovcrnment expenditure. 

As f :' r us :Ol"blic finance is concerned, r; overrunent expcnd:f-

ture remsi:t1(;d ::'eripaeral to the literature for a long time. 

The r:ni r COIlc c:c'ns of the classics regar ding the issue 0; 

governmen t e~)enditure in public f inance were rel ated to 

the divisi on bet\\'een public and private expenditure and hOI" 

to mobilize rev enue. 

The tremendous grmlth in government expenditure in many 

capit alis t count}'ies s ince the :~ econd \,,'orld i~ ar, and the 

Great Depr ession, coupled with the controversy on how to 

det er mi ne t ~" e distribution of the t ax burden among citiz,ens, 

attt' ~,ct ctl i; '1 e ·- ttention of many econor~ ists and politicians 

to t l ,e ::;i;ndy of r;overnment expen'.' iture. The follOlii n f': 

quOt ". t ~LOl1 f:' OIl l'l.:se;rave is a typical exampl e: 

~iven t he principle tha t t he cos t of public services 

s hould be a llocated so as to c ause least total s ac­

r ifice, it Has , but a brief s tep to t h e dictum th fl t 

t he cl i !~tribution of income available for private 

use s~ oulJ be arranf ed so as to secure maximum tot [\ l 

G ~tisfac ·~ ion . Provided that t he expenditure side of 

t :.1e bUCLc et is determine (\ independently of the t ax 

Side, t here is little lor; ic in limi t ing the specific 

doctr i ne t o the fraction of income required to sus t ~in 

t o tal services(2, p. 16). 

I 
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The we akn ess of t he principle of dim';ributing tile tax bur­

den on e<;.ual max'ginal sncrifice was ~lell recognized. Thus 

to miti~ ate this s hort-coming , it was sU~8ested that. it 

has to b e sUj)p leruented by the principle of allocating ex;::>en­

di ture on e Cl u al mAre;ina l b enefits. Une such example sue £';­

est ed to 3Illend the weakness is th <'. t e; iven by j,dolf Hagner 

(17). In t'1 8 firs t place, he identified two functions of 

taxation. Firs t, the purely fiscal function of taxation 

was expected to supply revenue needed to pay for public 

services. The oth er function of taxation was for soci <'. l 

\~e lf are. Thi s constituted e;overnment expenditure for soc­

ial vrc; l J>"-re. It i s this second function which Vias ex~) ected. 

to corr ect d efi ci encies on the d. i s t r ibution of the t a x 

burden. 

Howev er, t:1e ;,:bove a r gument , i.e., how to distribute the 

burden :-n d benefit among citizens brought s ome fund ament, ,' l 

theoretic · l ~nd prac tic al pr oblems. Some of the basic 

ones <'.re, t he 01es tion of effi ciency in the a llocAtion 

and utilizat i on of F,over nment expenditure and its measure­

ment. lImf are the benef its f rom YJublic services to be 

measured? There are VAri ous s tudi es in t he field of 

w"tl lf p.. r e e conomics , which attemp t to expl ain and deal \~i t h 

this C ::ll'~'C:,,' ()v '''.T'ny. However, we l f;,lre e conomics fniled to 

come o~t lli t h s ~ccific s olutions on how to deternine the 

opt i :nUJ.l ,~or t lee ', ublic s ector and h oVi to rJe as ur e cmd ci i s ­

tribute :wc L :l 'venefi ts( 17). AS a result, Burkhead notes, 
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"the fie l d of 'Jublic expenditure is in somewhat unsettl ed 

state in 1)0 :; ~ ~ t 'leory ::md practice :-md the authors(inclu,'­

ing. 'lin~; elf) find th emselve s wri tine; into ;md about a 

number (: 1 orc as Ilhere neithrr doctrine nor practice ha s 

yet b een :ccsolvcd . "(2). 

A distinet bu·t; re l oted areo of study in government exyen­

diture involven the ona l ysis of f iscal policy. Some of 

the 1"::.in f isc a l obj ecti ves of (,;overnments in all count r ies 

are, ecoLomi c Growth, full employment, pri~e stabilizRtion, 

and 'fa i r ' income distribution. The main fiscal inst r um­

ents ~t ·<; ".e disIJosal of f~ overnments to Ilcl'ieve the above 

st",ted ()b,iect i vcs are t axa tion, [,;overnment expenditure and 

borro"'in:". 1'; 0 detai l e d :malysis will be made here to s b o1>! 

~Ihich i;)strument is aPI·ropri ate for ~Ihich obj ecti ve. It 

is gener " l l y acreed in t he developing countri es that, the 

overrilliE[; 1.'i13 c <, l objective of governments,is to initi ate 

develo .,.!Cut. Thus to bring about development a combinat ion 

of the ;i G c ~ l i nstrum ents ment ioned here h ave to be Rp~lied . 

This, " o~iCvel' , ,; hould not be t nken t o I:leon tha t there are 

no instr1.!ments other th:m fisc a l ones . In f act, the in,; ­

truments hov e to be syncronized with the mon e t r ry , admini­

str .q tive and p l nnnir;c; i ns trumen t13. But as f r r "s the i11.­

strumcr.t of eX',)endi ~;ure i s concerned , governments shou10. bc 

abl e ·ta [J J.loc : .. te l 2rre amounts for the investment fund. 
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One '::7 to :::t t <?in this is recommeI!ded by Le1>!is(7), <md t !lis 

i s to cl'rb r~overnment consumption expen Ci ture. 

This brin r;s l'S to the issue of the de t e rminants of govern­

ment e;:]Jendi '~m~e nnd the Ii t eratUrf~ ",hich d eals with it. 

The e:r01fGh oJ:' e: overnment expenditure in absolute t erms and 

in rel ution to GDl' h a s been tremendous in the rich and 

poor n '"t;;' or!s . Thi s fact has l ed r esearchers to s tudy t l.le 

f actoJ.'!> behind the tremendous grO\"th in r:overnment expen­

diture. 

Despi tG ~:~ ,~ t :.' emendous i r .terference of p olitics an d the 

difficv.l·;;y in Ti\e <J~.;urinr; the benef it of '· ': overnment eXlkncl­

i t ure, : ; :~r ctie ~ l Dn a lysis of this, usinG p osi l;ive economics 

h " s l'1.uc h li ;,;ht on t he un<ierst [lllrling of it s beh <,vior [md 

in i <ientify inr; the det erminants of r;overnment expenditure 

(13,9)0 

Pryor conten(ls th ~; t posi t i v e theory of " ,ublic expenditure 

c an be 2 ~,. · lied to anSHer the followinr; questions(19)~ 

a ) ~11, at [:;oods 2nd services are publicly finenced? 

b) 

c) 

~ ,Th Clt :Te t he d eterminants of t hese expenditures? 

uh ", l; <.:ce the behRvioral prope r t i es of these 

eI, encliGures? and the econon ic f a ctors underlying 

sucll )::ropert i e s? 

d) "hat difference does it make whether a particular 

good or service is financed by the public or the 
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privEtt e sector? 

Que stions about what expenditures should be made or whether 

cert ai n publi c expendi tures are beneficial or not, belong 

to the s phere of normat ive economics and were not applied 

in his s t udy . In t he anal ysis of the det erminants of gov­

ernment expenditure , the literature survey will be limit ed 

to the ess ential aspects. 

~hough not a pioneer , Adolf Wagner. was one of the le ading 

figures who 2illalysed government expendi t ure (17). Accord­

ing to him, the basic r eason why government expenditure 

grows is , because state activity gr ows or expands overtime. 

This assertion has been criticised by many, on the ground 

that it doesn ' t help one td. make any analytical exercis~ .... 

It doesn ' t ans wer the quest ion of why state act ivity expands 

and what the det erminants for the expansion of government 

expenditure are . 

Peacock and vliseman( 17), in thei r study of the growth of 

public expenditure in t he UK, have dealt with the subj ect 

thouroughl y . One bas i c point in their study waffi, their 

effort to identify the ' permanent' influences, i. e ., the 

de t ermi nants for the growth of gover nm ent expenditure at 

al l times and in all soci eti es . T.hey wer e not sat i sfied 

by who.t \.Jagner observed in his time , " as the economy 

develops , the tasks of the organs and institutions of the 

government must both change in char act er and become mor e 
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intric;te and diff icult." It is t he belief of Peacock 

and iJis(;:man, that, some of the points rais ed by Wagner are 

certainly true . But the nature and ext ent of the growth 

in government expenditure must depend upon the specific 

circumst ances being considered. 

Even though it is acceptabl e to think of growth in expen­

diture of the general r ublic as the economy grows, there 

is no re".son t o presuppose that th e expenditure financed 

by the government to grow in the same way. Indeed, as the 

experience of the Wes t ern e8pitalist countries show, as 

the economy grows the additional expenditure required may 

be financed by the privat e sector r Gther than by the gov­

ernment. Another point to be r~ i sed is tha t there is no 

r eason to expect all items in government expenditure to 

grow in the same way 8 S the economy grows. 

Having exornincd the various f llctors that they consider to 

have influence on the growth of government expenditure , 

Peacock and \oJis eman concluded that , " government expendi­

ture ore perhaps more like ly than not to increas e in abso­

lut e r eal volume as a couIrtry develops economi cally. " 

Further, " changes in the size of government sector and 

hence of public expendi ture ar e bound to be affect ed by tha 

political n ature of the society concerned and by current 

vi ews ,,,bout the role of government." (17) 0 
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Another lendin~ writer to discuss th e factors r esponsible 

for the gro1r.rth and behavior of government expenditure was 

Pryor( 19). In order to analyse public consumption expen­

diture, he sets three f actors : economic system, l eve l of 

economic development and other f8ctors. In so far as the 

economic system is conc erned , by examing government expen­

diture of soci alist 8nd capitalist countries, he identified 

some basic differences between the two. In the first place, 

in the centrally pl anned ec onomies , due to the existence 

of comparatively more institutions and organizations, soci­

alist contries face l arge expenditures . Secondly, the 

st ate budget is part of the overall national plan , which 

is binding for its fulfillment. 

On the otber.hand~ howev er, in a market economy, government 

int erfer once cmd controlling mechanism doesn 't require huge 

organization and expenditure, 8nd government expenditure 

enjoys flexibility. 

TUrning to the s econd group of factors, i.e., the level of 

economic deve lopment, r ef l ected in GDP, technological change 

urbanization , industralization , taste and att itude of the 

people, price level are some of the main ones that affect 

the demand f or expenditure. Pryor suggested that, in the 

highly developed and highly underdeveloped countries, non­

economic f actors ple.y mere import ant role in influencing 

public consumption expenditure. 
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I~ a s imilar way , S.LallC 33 ); has als o dealt with the 

s ubj ect of government expenditure , speci ally in identif­

ying the determinants of gover nm8nt expenditure in develo­

ping countries His findings showed a r espectable statis­

tical support fo r the fo llnving: 

n. the shar e of tot nl government expenditure in t he 

GNP of developing contries increases with per 

capita GNP; 

b o current expenditures as a whole increase their 

shure of the national product with rising i ncomes; 

As has been stated sever a l times, the involvement of gov~ 

ernment in running the economy of a deve loping country/ 

had earlier been justified on the ground th3t either the 

market doesn 't exist or due to externaliti es , it doesn't 

l ead to r roper resource allocation . Unlike t he earli er 

discussions, Musgrave points t o the f ailure of the public 

sector to be the main reason behind the gr owth of govern­

ment expenditure. To use his words, _ li the tradit i onal 

conc ern wi th the marke t f ailure came to be r eplaced by a 

preoccupation with the public sector failure . Indeed , 

such fai lure has come to be vi ewed as ff major, if not the 

major sour ce of budg et growth. " .(36). 
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1.3 OBJECTIVES OF THE STUDY 

Broadl y spenki ng , s ome of t he major me3.ns of promoting 

d~~Blopment ar e by adhering t o a well prepar ed d ev el op-

ment plQll, gen er ating ond mobili zing r esourc es, proper 

~llocuti on of expenditure among c apit a l(investment) and 

r ecur r ent expenditure(c onsumption), and an effi ci ent uti-

lization of the me agre r esource s that c ould be mobilized. 

Despi t e t he abov e s t nt ed fncts , s tudi es on the r ol e of 

gov ernment s i n the gener at ion and Rllocation of r es ourc es, 

financi:11 resources in p Dr t i cular, hnve mainly conc entrat ed' 

on t he mobi l i zntion of r ev enues, irrespect ive of wher e 

this revenu e i s go ing . Nev erthe l ess, t oday , government 

expendi ture CQll not be seen as a side i ssu e . The aim of 

this s t udy i s to an al yse the patt ern and behavi or of gov-

ernment expenditur e. To fue mor e specific the study has 

the f ollowing obj ect ives : 

1. t o r evi ew and an nlyse the structure of the budget. 

The. components of rev enue and expenditure , the 

s truct ure of c apita l and r ecurrent, and the allo-

c ,:;ti on of expenditfure Bt s ervic e and sector l evel 

arC! di:ganssed-. This l ays· the gr ound t o ana l y s e 

the) dterminElllts of government expenditure mich 

i s t he main ob jective of th~ study. This is supp-

orted by n r eview of thEi: instituti ons and the 

1 
I 
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procedure that is lilnvolved in the allocati on 

of expenditure; 

2. by anPlysing Government expenditure, 

a) t o identi~y the determinants f or the growth 

of tot al government expenditure; 

b) t o identi~y the det erminant s f or the growth off 

re~rrentt· and capital expenditures separately; 

c) to identify the det erminants for the growth 

of r ecurrent expendi tures' for administrati on 

and def ence , sociAl services and economic 

servi ces . The sec ond object ive explor es the 

f actors responsible f or the growth in Gover­

nment expenditure during the period under ~ 

study. 

The two objectiv es t ogether will he lp us t o see wheth er 

the Gov ernmentts allocation of r esources was consist ent 

to its stc:ted ob ject ive of promoting development. In 

additi on to this, we will compare the r esults of the study 

with the c ase of dev e l oping conntries ment i oned in the 

lit er ature. In general, g ov ernm ent recurrent expenditure 

is financed t hr ough domestic t ax , while capital expenditur e 

depends more on fo r eign borrowing. TD study and analyse 

the det er mi nants of governmen~ r ecurrent expenditure is 

t o att empt t o understand how well the gov ernm ent im mannging 
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that are n of expenditure whi ch i s within its gr eater con-

trol. As noted before , a proper management of r ecurrent 

expenditure c an be a vita l force in the deve l opment process 

of t he country . Therefore much emphasis is made on t he 

study of r ecurrent expenditure. Basce on the above analysis 

the study gives some r ecommendntion. 

1.4 METHOD OF STUDY 

As has been indicated in the previous secti ons there are 

two approachs t o the study of gover~ent expenditure . The 

first on o is tbe nor mative analysis , whil e the other one 

is tho positive analysis . The idistinction between the 

two approachs is well known t o economists, but all t oo 

oft en not well communicated. To illustrate the distinct-

ion botween the two : 

p os itive stat ements conce r n what is, was or will be 

and norm ative stat ements concern what ought t o be . 
Pos itive statements, asserti ons or thenri es may be 

simpl e or complex , but they ar e basically about 
what i s the c ase. Thus dis agr eeIllent over positive 

stat ements nr e appropriat ely s ettled by an app eEFl t o 

the ,- acts . Nor mative stat ements concern what ought 

t o be. They ar e thus inextricably bound up with our 

whc l c phi l osophical , cultural and r e ligi ous pos i t i on; 

they depend upon our judgements about what is good 

and what i s b ad. We say that nor mative statement s 

depend upon our va lue j udgement ( 13, p.4). 

T.hus ., the pr os (:nt study i s based on positive analysis . 

~o meet the firs t obj ect i ve , statistical methods , r ati os , 

growth rat es are used . T,his is supplemented by a r eview 

: t 

t. .J . ,. .... 
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of the procedure in the alloc8tion of government expendi­

ture and the institutions involved . The us e of some sta­

tistical methods like rati os and percentRges without 

qualificati on , have SOIPe shortcnr:lings. SOl!le studies try 

( 43 ) to compare countries by the percentage of expendi­

tures al l ocated to certain activities out of the total 

expenditure , or in propnrtion t o GNP. However, this method 

has a major weakness . In the developed western cnuntri es , 

we m~ find large percRntRge of expenditure going into 

defence, health,&educati nn . This is so , because, the 

governflents in these countries may l eRve other areas of 

act ivities to the private sector. >Even in countries which 

are on si!:lilar l evels of development, because of difference 

in policy, they !:lay hRV8 different r 8.ti r:s. For inst ance 

government expenditure f or health in R given country may 

take small proportion while the overall expenditure on 

health may be great er than in other countries . Therefore, 

great care should be made when one tri es to make interna­

tional comparis on using simple r ati os Rnd percentages. 

The seccnd objective of the study was indicated to be the 

identification of the det erminants behing the growth and 

allocation of governnent expenditure . To meet this objective 

several studies have applied the Least Square Regress i on 

~ LSR). To menti on some, Peacock Rnd Wiseman for the UK; 

Pryor for a group of c8pitRlist and cnmmunist countries; 
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s. Lall f or n gr oup of devel oping countri es; and J.B.Longe 

f or Nigeri a ( 17, 19, 33, 32, 13 ). 

The Dode l will be : 

= 

where Yi is the ratio of th e expenditure under examination 

t o GNP 

0,. 

X1 = per c apita' GNP 

X2 = domestic r ev enue/GNP 

X3 = export i+ i mport/ GNP 

X4 = r ati o of r ecurrent government expenditure on 

education t o t ot a l government expenditure 

X5 = r atio () f ext ernal l oan Hnd domesti c borrowing 

t o t ot Hl r evenue 

X6 = dunmy vari nbl e f nr th e chang e of government 

and b1 , b2 , b3, b4 , b5, b6 express the r elationship 

betwe en t he r espective independent v ariables and the 

dependent vari abl e . 

In the model t o be appli ed, t otal gov ernment expenditure 

or/and its disaggr eg ated compon ents f or the 20 ye ars will 

be taken BE dependent v ari abl es. The hypothes is we pursue 

is that goverp-L1ent expenditure and its c omponents increase 

wi th per CD-pi t ao GNJ' , the availability of domest ic revenue , 

the vo l~e of fo r eign trade , t he lit er acy r at e (X4 ). How­

ever, with r egard t r. X5 and X6 , differ ent expenditure 

c omponents will b ehav e differ ently . 
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F~ed on the results of the r egreasi on equati ons, we will 

see the magnitude , direction ond significnnce of the 

de t er minants of gov ernI'lent expenditure in Ethiopia. 'Do 

explain the determinants of defence and war expenditures, 

non-economic v ariabl es h 8ve gre nt er significance. How­

ever, a country'S c apability t o defend itself and conduct 

war partly depends on its economy and at the same time, 

its expenditure on def ence and war has strong b earings on 

its economy . The extent t o which we c an exp l ain the 

political fact ors behind def ence expenditure being low and 

not the direct objective of the study , the paper will 

assess only tho economic behavi or of def ence expenditure. 

Wha t is ne811t by this is , to l ook nt defence expenditure 

if it has any ' displacement eff ect' ( 17 ) on developmentr 

expenditure. 

1.5 DATA BASE SCOPE AND SIGNIFICANCE 

Dat a on Government expenditure is a;vailAbl e on the annua:l 

Negarit Gazzota proc l a imed by the Government. Budget ary 

changes in the middle of the fisc al year are incorporate~ 

And finolly .' thGr, Ministry of Financ e prepares annual 

budget report. This r eport c onsists of 4 columns : the 

first column s hows the annual originnl planned budget; the 

sec ond one shows t he r evised one, the third shows the 

actualexpenditure and the final one shows s aving or exc ess; 

i. e ., the differ ence between r evis ed and actUAl. 
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For differ ent purpos e s c 'l I:lparing the p l anned nnd the act­

ual is es sent i c.l. If we l ook at b Ib le 1, r atio' of actu8l 

t o plonned indicat es a wide gap, epeCial~ f or c apit al 

expenditure and domestic borrowing. Due t o the wide 

vari ance betwe en the pl anned and actual, the pres ent study 

is based on t he actual ""da t a'. When th e present study was 

started actual report was availabl e only upt o 1977, find 

because of this the regressi on analysis us es dat a' only 

f or the y ears from 1958-1977. The Ethiopirrn c alender(EC) 

is used i n this study, bec ,ms e , it is closer t o th e 

Ethiopi nll fi s c ::'.! yenr, which runs frol'l Haml e (July) 

t o Sene(June). 

It i s nec es s ar y t o f, ive the ~eader SODe explanati on r eg ar­

ding the t ype and quali t y of d at a . In the first pl ace 

the budget c r'nsis ts () f two c at eg0ri es; r evenue and expen­

diture . Gov ernment expenditure is c omposed of r ecurrent 

(consUflpti on), and c npital (investment) expenditures . 

Under the r ecurrent expenditure , we find f our groups: 

Adoinis trnti r,n and genernl Servic es( sta t e. organs , defence , 

f or e i gn ,'1ff Ri rs and inf0r mation etc.,), Socinl Servic es 

(educ ation , he::J.lth etc.,) , Economic Servic es(agriculture, 

industry, trnns port etc.,) and Transfer Payments like 

debt paynent nnd pensi on payment. Equally under the 

capita l expenditure , we find eccnomi c s ervices add s oci al 

s ervic es . 
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Another n:;;-proach t o the dAta could be on sectoraiL basis, 

i. e ., by adding up r ecurrent and capit a l expenditures for 

a given sect ,<>r. For inst anc e , we can amal gRmate the ~apit nl 

and r ecurrent expendi tures f or agricultural sector. Kow­

ever, since alle.c ation between r ecurr(mt and c api tRI expen­

diture and not between industry and agriculture li es at 

the center of the objective of the study, Wff will f ollow 

the f ar ner appr oach. 

Since the arrangement of the dat a requires consistency, 

r eclassificat i on was made based on the present arrangement. 

In the cour se of time, s ome ministri es expand and other s 

dis appear. But the annual expenditure data: r eport doesn't 

go back and I:13ke r earrangement. For instance expenditure 

for r eli ef programs is currently put under Social Services, 

while s ene ye C'.rs back, it i s put under Administr8tive 

Services. Another import ant example t o be mentioned here 

is, expenditure f or MalariaJ eradication is currently con­

sidered capital, while in earli er years, it is put under 

r ecurrent. ~hus, t o have c onlffidence in the d ata, it was 

c ollected on subhead l evel fr om the dis aggregated annual 

budget report fr om the Ministry of Finance. It is impor­

tant t o mention here that, it is not re asr,nable t o use data 

aggreg at 8d on s ervices l eve l from the annual budget report. 
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Data relat ed t o GNP was bbt ained fr om the Office f 0r the 

Nati onal Co=itt:ee f or Centra l Planning (ONCCP). As far 

as the quality of data r egarding national accounts, is 

c onerned , it i s not different fr0m the pr0bl em f aced by 

many researchers. For inst anc e populati on fi gure has been 

r evised based on the 1984(GC) census( 27), and this has 

direct eff ec t on the per c apit a GNP . 

A definition of public sector may be he l pful t o s~wcify 

the scope of the study. The public sector in Ethiopia has 

been defined in the Third-Five-Year- Pl an as f ollows: 

all the mi ni stri es, agencies and other organizat i ons 
whose uccounts ar e included in the CentrRl Gover=ent 
Hudget, t he charter ed municipaliti es, and those 
corpcr8t e enterprises in which n0t less than 56% of 
the shares ar e he ld by the Gover=ent or its financi al 
intermedi aries~ Alth ough, these ent erprises enj oy 
autonomy , the Gover=ent , as the principal share 
ho l der , bears fin a l r esponsibility f or their opera­
ti ons and sets their broad p01icies and rules of 
operati ons( 39 ). 

After the national i zat i on of ma j or ent erpris es, the s ize 

of the ~ublic s ector has increased. However, it should 

be clear that the present study i s c oncerned with the 

CEntral Government expendi tur e and not wi th the public 

s ector as a whole. 

The present study will have at l eas t tw o significance . By 

r evi ewing s ome gevermaent policies , the pr ocedure in tltff, 

allocati on of expenditure , and inst i t uti onal factors , the 
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study will be helpful in unders t cmding '1nd i m.proving sone 

deficiencies. It will be essenti oa.l in determining future 

expenditures nnd in f or rlUle,ting fisc al policy. Another 

i mportance of the study will be t o fill the research gap 

in r esource mobilization . 
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t:::HA1'TER TWO 

II. GOVER1~T BUDGET AND ITS ROLE 

]n this chapt ef, we will discuss, ~) the r ole of gilivernBent 

budget i n different socio-economic systems, and levels of 

developllent; b) different types of budgeting. 

'1)'0 give clarity to th e di s cussi on, it is ess ent i al to begin 

it by i nc l udi ng the meaning , es sence and purpose of budget. 

The word budget is derived from t he French word ' bougette', 

me aning a sll~ll bag or pouch ( 8 ). The Oxford dictionary 

defines CI budget as " a' statementt of the probcrble revenue' 

and expenditure f or the ensuing year with financi a l propo-

s a ls founde d ther e-on." Alternatively, it i s also defined 

as " a financi a l and/or quantitat ive st at eoent prepar ed 

prior t o a definite peri od of time of the p oli~y t o be 

pursued during that time f or the purpos e of att aining a 

p;iven objective. "(8). 'l1he lil eaning of budget becomes clear 

when one discusses the rol e of budget and the types of 

budgeting . 

2.1 THE ROLE OF GOVERNMEN'l1 BUDGE~ 

Hlistorically, the pr actice of budget ing as it is n ow under­

stood, originat ed i n the Central Government of G~eat Britain 

ar ound t he y ear 1217 (8 ) . Hbwever, an entire ly new 
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appr oach to gov ernment budgeting \'Ias initiated during t he 

1930's economic depression in the advanc ed c apit alist 

countr i es . Duri ng t het peri od , new pus];ii;bji]jit:iimr of usd.ng 

fiscal measures t o r egulat e the l evel of employment and 

e c onomic activity were recognized (8). 

While reviewing the lit erature on the subject , we have seen 

the~ role of gov er=cnt expenditure in econ oI:lic development 

and the plac e of govern~ent expenditure in public finance. 

Some of the main r ol es a budgetc nn play include : a) it can 

s erve as a good i nst rument in the impl ementati on of plans; 

b) it can b e.: us ed to authori ze the col l ect i on or the use of 

fund f or cert ai n activi ties or prograI:ls by c ert ain units of 

the gover=ent ; c) it can be useful to f orcast future expe­

cted resul ts; d ) it can also be used to measur e activities; 

within the public sector ( 8 , 12, 22 , ~). 

~e r ole of gever=ent budget bec omes more clear when we 

analyse what the goals of a budget ar e , and the instruments 

(within budget) to att ai n the goals. TIte main goals i nc lude : 

~) ec onomic ~rowth, b) s t abili zat i on of pric e , c) f ull emp­

loyment of r esources and manpower, d) 'fair ' ine ome di stri­

buti on (1Z,2~, 15, 2) . And the instruments ar e : ~) r evenu e 

(taxation) , b) expenditure , e) debt management. As we can 

see fr om the goals , they f efl eet ee onomi c aspects of a 



- 25 -

c ountry. The i mport ance of the instruments should be seen 

in rel ati on t o others, like monetary, administrative and 

planning instru~ents. In f ac t, at times and in cert ain 

countries, non-budgetary instruments may have great er i mpor­

t ance in attaining the givbn ob j ec tives. 

Due to differ ences in economic syste~ (i.e., capitalist 

and s ocialist) and leve l of development (developed and 

developing countries), there exists difference in the 

importanc e of the goals and in the use of the methods t o 

att ain them . T.hi s is so, not only among countries, but 

also within u given c ountry. The r ol e budg et c an play may 

change, depending on the s pec ific issu8s of the day_ 

]n the developing countri es, t he most important issue is 

economic gr owth . ~e un~que nature of the pr oblem in 

this count r i es is that, dev el opment has t o be initi ated 

by the government. Despite the general agreement on the 

main issue of development, there can be a l ot of contro­

~ersy. on the means. Ls it fi8~ (like taxati on , expen­

diture and debt management) or monetary ( expanding barut 

credit f acilities, manipul ati on of interest rate) or 

administrati v;e measures or planning that best suit these 

c ountries ? There aan not be g eneral agr eement by all f or 

~ll nati ons . But one thing is agr eeabl e , the a0senc e of 

market f orc es makes m0netary instruments inac tive. M3 . a 
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result, we s ee heavy r eli anc e on budr,e t ary means to bring 

about deve l opment . Si milarly, but f or a diff ernet reasc~ 

the m~in objective in soci alist countri es is economic 

growth . We nay wqually s tress inc ome distribution t o b e 

an i mport ant goal dGs ired by t hes e countries. ~his is not 

t o say that,go als like price cst abilization and fu ll empl o­

yment have no i mport ance. ~he differ enc e li es no t in the 

goals, but in the me ans. In the s oci alist countri es the 

state budget is an instrument of the over all nati ona~ p l an 

( 19, 4)~ ~hus , the state budget has t o ensure the allo­

cation of fund among alter native programs and the means 

of financi ng it . It is here where alloc ati on of r es ources 

between l ev els of ccnsumpt i on and inves t ment has to be 

decided , and the budge t is a r eflecti on of it. 

One starts t o have an appr eci ati on of the r ol e of budget 

as the goals and means menti oned earli er are applied t o 

the economy of the advanced capit alist countries. This 

is s o simply because they are dev eloped as a r esult of the 

need in these. economi es (2, 22 , 12 , 15) . TIn sim? le f orm: 

Go als Instruments 

1. economic gr owth 1. taxat i on 

2 . pric e stabili zat i on 2. government expenditure 

3. full empl oyment 3. debt management 

4. income distnibution 
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'].he goals and instuments are interrel ated to each other. 

Except for theoretical interest, we can not separate the 

imp~ct of each, f or inst ance the effect of taxation on 

economic growth and income distribution. Similnrly, eco­

nomic growth may be promoted using a coobination of the 

instruments. Hbwe~~f it will be lengthy t o include how , 

each goal is related to any other goal and equally to the 

means. ~erefore, we will give only s ome brief aspects 

of the goa:28 and means'. 

Ln the realm of economic growth, governments, as mentioned 

earlier either directly or through the market, have the 

responsibility to bring about economic growth. In countries 

where the economy has reached high level, the issue becomes: 

one of maintaining the attained level. If no effort is 

made to Daintain it, the consequences that Day arise have 

been pointed out by one author as follows: 

If the portion of national income used to purchllse 

consumption gords is too great, the quantity of 

saving p.nd new investment will be insufficient to 

nak~ use of the new t echnical developments and ~so 

replace wornout capital goods. If the portion of 

national inc one intended f or consUI1ptior.is too 

little, intended saving becomes greater than inten­

ded investment and as a result national income falls, 

bringing about a decrease of employment and inefficient 

utilization of resources (12, p.56). 
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~e second goal 0: fisc al policy, i. e , price stabilization, 

is mainly the c oncern of the devel oped c apitalist countries. 

TIn this c ountries the economy s~fers fr om inflat i on and 

defl~ TIn gener al, the most c ocrmon t est of the degree 

of economic st ability is the level of prices and their ;, 

movements. It is 1to: 'lIe und~rl>tood liDW:e'lnllr '. that, stable 

prices are, the r esult of st~ble relationships and not the 

cause. Thus, budgetary instruments,to the extent that they 

maintain desirabl e econ omic c onditions, can be c onsidered 

t o have c ontribut ed t o price st ability. What should be 

added t o t his is thl1t gov ernments can ne t remain si lenit 

in the ovent of ups and downs in prices, f or the eff ect 

of it on the econony and the nation at l ar ge could be f at al. 

As' nentioned earlier, the priority of each goa l depends 

on the severness of the problem, the country is f ac ing . 

~us, in countries where there is acute unemployment 

problem, r esources can be divert ed t owards solving it. 

When we say full empl oyment, it r efers t o human as well 

as materi al resources. We s hould r emenber the fact that 

the l evel of enployment will have r eper cursion on the price 

levels and finally on economic growth. 

~ming t o the issu e of income distribution, it is surrounded 

by a l ot of controversy . The controversy ranges fr om whether 

an e~ual or unequal distribution is desired , and mor eover, 

how to bring about 'fair ' distribution, it that is the 
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~e second goal 0: fi scal policy, i. e , price stabilization, 

is mainly the c oncern of the devel oped c apitalist countri es. 

TIn this c ountr i es the economy s~fers from inflation and 

defl~ TIn gener al, the most common t es t of the degree 

of economic stability is the l ev el of prices and their ;, 

movements. It is 1::0: 'lie und~rstood li:oWeller ~ that, st able 

prices nre , the r esult of st~ble r elat i onships and not the 

cause. Thus, budgetary instrument s ,to the extent that they 

maintain desirabl e economic conditions, can be considered 

t o have c ontribut ed t o price stability. What should be 

added t o this i s thnt gover=ents can not renain silenit 

in the event of ups and downs in prices , f 0r the eff ect 

of it on the ec onony and the nation at l ar ge could be fat al. 

As' mentioned earlier, the pri ority of each goal depends 

on the severness of the problem, the c ountry is facing . 

~us, in countries where there is acute unemploynent 

problem, resources can be diverted towards solving it. 

When we s ay full empl oyment, it refers t o human as well 

as mat eri a l resources. We should r emember the f act that 

the l ev el of empl oyment will have r epercursi on on the price 

levels and finally on economic growth. 

~ming to the issue of incone distribution, it is surrounded 

by a l ot ef controversy. The controversy ranges fr om whether 

an equal or unequal distribution is desired, and moreover, 

how to bring about 'fair' distribution, it that is the 
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desired goal. The fact that the level of income distribu­

tion affects levels of consumption, saving, investment and 

directly or indirectly econ omic gr owth, makes one pause 

whether governments should give it less attention. :ITf 

required, there are budgetary instruments like taxation, 

and expenditure inorder to solve the problem. 

The main objective of the study being government expendi­

ture, it is import ant to add some more statements regarding 

this instrumenti. How c an economic growth be promoted? 

Hbw can it be used t o s t abili~e prices and promote emplo­

ment? Is it possible to us e it f or purposes of income 

distribution? or, ar e there other instruments better than 

it t o obt ai n the above obj ectives? No claim is made here 

to give f air nnswer to all questions. Some of the p0ints. 

that have t o be clear as far as this c a s e is concerned nre, 

unless there is clear gov ernment fiscal policy, it m~ be 

difficult to indicate the purpose of any expenditure. 

Expenditures f or running state affairs are outside fiscal 

objectives. But it should be clear that, financing it 

through taxati on will have an impact on economic grcwth 

and other f act ors. H owever, government expenditure can 

directly affect economic growth on the bases of fund allo­

cated to development purposes. 
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We have nlrcncly seen in the survey ,-: f Ii torature that, 

inc one c istribution is r e l ated t o taxati on and expenditure. 

(O,overnnents C,1n infI1lrelmCQ'· the l evel of inc oI:te distri but­

ion through the rrllocation of fund for services run by i"t. 

]ncrcasing or decrensing levels of expenditure can deter­

mine the level of unemployment in a country. Compared to 

other purposes of governnent expenditure, its contribution 

to conbrol or stabilize prices is less. But when there 

is inflation caused by deficit in the budget, cuttin~ ex­

penditure cnn be helpful to solve the pre-bIen. 

Primarly, the Dechanism of financing expenditure has A,' 

direct effec t on the price level . Expenditure financed 

by a deficit increases the existing price level. If on, 

the other hand , expenditure is financed by tax collection 

the effect is very little. Whatever form of financing 

being used, the additional expenditure increases the income 

of individuals. Its effect on price is very significant. 

In general terns, ~overnment expenditure which goes to 

consumption has the tendency t o cause inflation. 

Hbwever, governnent e~)enditure for investment has the 

opposite effect on price from that of consumption. ~h~ 

additional investment results in increased productive 

capacity and finally increased production. 8:onsequently, 

as production or supply of certain cOIDTIoditmes or services ' 
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increases, it depresses price. During the 1930's depressi on 
governoent expenditure played great role. to Manipulate 
prices. On the one hand, public expenditure helped to 
promote consumption so that prices of certain coomodities 
can increase. GDnsequently, investment for such commodi­
ties ~ncre~sed~ On the other hand, the high prices for 
certain cOJ1lnodities were made to decline by reduCliing 
investment on them. To su=arize the relationship between 
governoent expenditure and prices, government expenditure 
should be increased during depress i on and reduced during 
prosperity, 12). 

Here now, we turn to the relationship betwee governoent 
expenditure and economic growth. We can broadly split ex­
pendi ture into :iirrwombo:'itt and cro~. The first type 
is expenditure for investment which is related to the use 
of government funds to finance socio-economic projects. 
~is type of expenditure ~ either stimulate and promote 
further investment by other groups or sectors through its 
multiplier effect or may end up in consumption. The second 
type is government expenditure for consumption. This 
includes expenditure for the provision of education, health 
social activities and running state machinary. The problem 
faced by many governmen~s lies not in choosing one by 
ignoring the other, but in determing the l eve l of each. 

1 
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If f or i llstencc ther e is a t endency to favour "equlrl" 

distributi on, this will lead t o increase consumption 

and depress investment. However, if current c onsumption 

is not curbed t o a certain level, ivestment is unthinkable 

unless f oreign s ourc es of investment are obtained. But 

replacing domestic effort by for ei gn s ources c ould be 

difficult in the first place, and even if possible may 

not be desired on many grounds. 

~e~ des i r e to bring anuut economic growth in the de~eloping 

countries is strong. The r eality in these countri es ref­

lect charaterstics like l ow per capita incomes, heavy 

reliance on sUbsi s t ant agriculture; heavy r eliance on 

one export commodity; disappointing l ev els of soci'l 

indic at ors like literacy rate"mortality r ate, life­

expectancy etc., and slow rate of growth of the economy 

for re l ong period 05 ). 

~us, t o bring about a change in the appolin~ situation 

of thes e countrie8~ , governments should through budget ary 

expenditure among other things, encourage and increase 

capital formation. It is not easy t o give specific 

recot1Jnendation on what areas the government should invest. 

But, ~ can , in general terms say that, government 

investment should focus on improving educational and 
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heaith conditions, construction of infrastructure like 

roads, houses, bridges, dams; changing the sUbsistance 

way of life in agriculture and improve the industrial 

base of a country. 

Another area where government expenditure can play great 

role is in solving problems r e l ated to employment. Full 

employment is understood t o mean the full utilization of 

human ~d ~aterial res ources. There are wide ranging 

arguments on h ow t o bring about full employment. The two 

basic ones are the balanced budget approach and the unba­

lanced one~ What is meant by the balanced budget is the 

annual expenditure of the government should not exceed the 

tax collected. In other words, it should not resort to 

debt situation or deficit financing. The unbalanced budget 

appro ach favours to increase spending by borrowing. The 

underlinG assumption is that if ·;""urrent t axes are incre­

ased to finance expenditure,it nay be cG~nter produetive' 

to private investers and also financing expenditure by 

borrowing will immediately impr ove the unemployment problen. 

The fact is that if deficit financing goes to finance 

productiwe areas of investment, the pr oblem of inflation 

can be less. Government e~~enditure influences employmen~ 

by providincarnot by providing an effective demand for 

goods and services. The increase in government expenditure 
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brings about an expansi nn in the effective denand for goods 
and s ervi~;c., llilis expansion results in providing better 
employment opportunities. 

Now let us l ook at the mechanism of how government e~en­
diture can influence income distribution. If there exists 
unequal distribution of income anong income groups or 
regions, the government can influence it by resorting to 
progressive taxation. But here, we are interested in how 
to use er0enditure to serve such purpose. The government 
can consider such natters in its decision on allooating 
fund. 

nt should be emphasised that, the achieven&nt of the 
objectives depends on th e stren~h of ~ government ruling 
in a country. 'Khi~ is so because administration of budget 
requires strong governI:lent departments and d~in 
its inpl enentation. 

Lt has already been mentioned that , governments can 
influence their 0.wn activities and also that (Jf the private 
sector through fisc~l policy, monetary policy and other 
administrative r.leasures, like direct control and quotas. 
At this point it is essentioal tu include a brief assess­
ment of the rel ationship between monetary and fiscal 
instruments c 
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Monetary lJeasures are those activities conducted by the 
banking systell, and this include the determination of 
interest r ,"te and the availability of bank credit. !Jthe 
rate of interes t affects-·' investment Rnd eventually the 
rate of gr owth of the economy. At the salle time, the 
bank's lendinG policy affects the IDPney supply and this 
is reflected in the economy ( 5 ). 

The nrgunent of either or i.e, monetary or fiscal is dead. 
This has been proved ~y experience of the l ast f our to five 
decades. Befo::e the expe:C'ience of the 193'" s econ omic 
depres s i on, there was a belief that monet ary policy c ould' 
be succ essful to stabili~e the economy. This was based 
on the belief thnt r;overnments should l eave the affairs of 
the ec onomy t o the market , But the 1930's depressi on 
proved t he ina~cqua4T of the market t o st abilize the eco­
nomy, and covernnents throup;h their fiscal measures, inter­
fered t o salvage the economy that had practically collapsed. 
~nsequentely, the successful application of fiscal policy 
durine that peri od' l ed t o a t endency to neglect the impor­
tance of monet ary policy~ However, again, the experience 
of many countries proved that fisc~l me asures ~lone were 
not enou~h and ~. c ombinati on of the two was necessary. 
Some f avour monetary poli ci es t o fisc al, on the ground that 
they are more flexible and po litically more a~ceptable o 
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Rut the arplicntion of monetary ].'olicy requires a monetized 
economy. r-Ioney markets shnuld be strong and the manipula­
tion of interost r ate and changing credit facilities should 
ha¥B an imneuinte effect if monetary policy is t o operate. 
Ranking activities should play an active r ole in speeding 
up investment . III the developing c ountries I!lonetary ins­
truments play very little role, because, the economy is 
based on sUbsistance traditional agriculture, banking 
activities ar e limit ed to commercial purposes. But these 
countries should give strong attenti on t o improve such 
defeciencies, IDnorder to take advantage of the good merits 
of I!lonet ary policies and to reduce heavy reliance on 
administrative and fiscal measures. 

2~2 T~ES OF BUDGETING 

BUdgeting as a process and system has different features 
and application . Even though many of them have comnon 
features, they als o manifest significant differences. 
T.hese clifferences can assume decisive nature, reflectinG 
differences in substance. TIhe objective of this section 
is t o present some of the main types of budgeting. The. 
immedi ate b enefit is t o make 1 l1t er r eadings OlI the subj ect 
clear, ~d SUbsequently will be helpful t o analyse the 
Ethi opi nn case. 
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Some () f t he main tYl;es r) f budgeting t o be r eviewed her G 
include, line-it eo budg eting , pi ec e- nea l budge ting, perfo­
rmanc e bucgeting , jl anninG-Progr~ing.ffiAdgeting (FPB), and 
Zer o-Bas e-Budgeting ( 8, 14, 9, 20). Budgeting has a lways 
been c oncieved as a process f or systematically rel ating 
expenditures of fund t o acc omplishment of c ertain objectives. 
Every budget system, even rudimentary ones, c ompris es 
planning , management and control. 

Line~ltem budgeting is a way of alloc ating fund in a very 
det ail ed wo.y. It c onc entrates on the goods and s ervices 
t o be suppli ed by the gover nment. This system has the 
merit of becomi ng good f or account ability . However, its 
If"!Berit li es on the f act that it f ails t o make any relation-
ship between t he goods and s ervi ces prr·vided and the over-
all program.. 

Another t ype of budgeting , with no much difference,is t he 
pEece-meal budgeting. Fund is allocated f or cert ain type 
of activity and results ar e evaluated on a piece-meal basis. 
There is no much t o be s aid about the above two types of 
budgetinc; , bec aus e , they are traditi cnal ways and lo osinc; 
gr ound, unable t o cope-up with modern activity. 

Perfor mance budgeting is man ag ement oriented type of 
budg et ine;. I t s mai n principal ai m is t o he l p admi n i str at ors 
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t o assess the work-effi ci ency of oper nt ing units. Generally, 
its method is particmlarly int erested in reducin~ work-coste 
The demerits of performance budgeting become. clear when 
we c ons ider PPB and ZBB . 

Planninc; , Proe;rOlllllling and Budgeting(PPB), is a r ecent inn­
ovati on in the pr ocess of budge ting . It started i n the 
USA, and durinc; its ttwo decade of exist ence, a l ot of 
progress has been made. Some of the f actors that led t o 
us e PPB are{ 14 ): 

1. economic an~lys is, macro and micro has h ad ~n 
increasing par t in the sha~)ing of fisc al and bud-
getary I-o licy; 

2. the development of new informati onal and decisi on 
t echnol ogi es h as enl ar c;ed the applicability of 

objective ana l ys is t o policy making ; 

3. fhc e;r 3dual conver gence of planning and budgeting 
pr ocess. 

PPlrinvolves the det er minat i on of objectives, the evalua­
ti on of ~ternative courses of act i on and the authorizati on 
of s e lected programs . It is pl anni ng ori ent ed , its main 
goa l i s to r ati onalize policy-making by providing costs 
and benefits of - alternative ways of attai ning proposed 
public objectives and a ls o the over all impact ro f t he pr ocess. 

I 

I 
I 
I 

} 
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Plannin3 i s linked closely t o budget pr epar ati on. But it 
would be R mistp.ke t o di s r egard the manae;emefut and control 
~spects in budGet prepara t i on . As f ar as management is 
conc erned , it involves th e pr ogr amming of appr oved goals 
into s pecific pr oj ects and activiti es, the des i gn of or ga­
niz ati onal units t o carry out approved pr ogr ams, nnd the 
st affing of these units and the way t o obtain necessary 
r esources , Budget ary control involves the pr oc ess of bin­
ding oper at ing officials to the polici es Rnd pl ans s e t by 
the policy makers. 

Unlike the other t ypes of budgeting , PPB , f ocus es on expen­
diture nggr egates. Det ails ar e a l so Anal ysed , but ohly t o 
contribute t o an analysis of t he t ot a l or of mar ginal trade­
offs runong competing proposals. However, t he PPBoap)Jr oach, 
is not wi thout criti cisn. Three basic J'r oblems assoc i s.ted 
t o the above method are( 13 , 9, 20): 

1. 'rhe first rroblem emanat es fr nm the enor mous 

t echni c Rlities i nvolved in PPB. Acc ording t o its 
critics, PPB gives mor e wmight to t echnical annl­
lil'Sis ITt the exrenc e of political ana lysis in 

reaching decision. In line with this, the i nf or­

mati on re~uirement of this method surpas s es the 

c alJabili ty of nany public or ganizati ons. It pr e­
supposes the exis tence of sufficient r ecording of 
i nfor mati on by all public authori ties . Moreover , 
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the skill and st nff requireI!lent f or the ap]11ic Cltion 
of PPB is enor mous . 

2. 'Ilhe second pr oblem is r e l ?ted t o applic ati on of 

the method . Any or 5anizat i r,n or country applying 
other methods may find it troubleSOl'1e t o abandon 

the others alt oge ther and adher e t o PPB . The best: 
wc:y; ~1'rJY be t o mix the best () f all as on e authority 
on the fi e lffi has sUGcest ed : 
while a PPB maybe the best f ormllt f or making deci­sions about effectiveness;, the per f ormance budGet Bay be f ar superi or in delllinf with questi ons con­cerning th e efficient us e of r esources Rnd the line-i teI!l budget may YReld the mos t appropri at e information f or decions concerning account ability(14). 

:7. The third t ype of probl eITl is related to th e an a-
lytical methods t o be used i n s e l ecting projects . 
This is c()nc erned with "hether t o apply econ0mic 

crit eri a or others. 

'Ilhe floSt recent type of budgeting in applicati on is Zero­
Base-Budgeting(ZBB). This type of budgeting is similar 
t o PPB. ~e mos t basic conc ept behind ZBB is tha~ all 
programs and expenditures are r e- evalueated every y ear. 
Another f eature of ZBB is that the r esponsibility to pre-
s ent ancl defend progr Rms f a lls into th e hands of managers 
of respective instituti ons. Mor e()ver, according t o the 
meth()d of ZBB , "decision packages" h av e t o be deve l oped . 
The key t o ZBB li es in the identificati on and eva luation 
of a lt ernatives . This is f ollowed by ranking of the 
" d e cis~om pack?ges ", the mos t crucial sta~e in the 
application of this method. 
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Despite the obvi ous advant ac es of ZBB, there nre sane pro­

blems associ et ed t o the pr nct i eal applicatinn of it. 

Gi ven enouGh tine and r:18,npower, there would not be any 

c ontrcver~ on the applicati on of ZBB. However, if such 

probl ens exist , r eviewine; all pror;r nms every year wr)uld 

be cumbersome and s one tines impossibl e . In f act, another 

more serious problem is, the r anking of gr ogr ans. Initi­

ally , the concept of re.nkine; he l ps t o r;ive pri ority t o 

progr nns that h ave e;r eat er import anc e i n r elati on t o the 

means. 'lJhis net hod is well justified on the s carcity of 

fund. HD,.!Cv er , the r p. nkinr; process , apart from its time 

consuI:linr; and t our;h exercis e , r.:lay suff er a seri nus s etback 

f or l ack of obj ective ranking criteri Gn. 

'llhe present exer c i se is not an eff ort t o r ecorlr.:lend any'" 

best ,,,cry of bude;et inc; . 'rhe ",hol e eff ort i s t o f aniliaxiZ'e. 

the r eader with the methods . Applic ati on of any one of 

then d epends om the hist 0ri cnl, econol'lic and t echnic nl 

f act ors at any given peri od of tine in a c ountry or 

or ganizat i on . 
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CHAPTER THREE 

III. GOVERNMENT BUDGET IN ETHiOHA 

IDlis secti on Gives Gene r a l fr ame-work of the ec onomy in­

r e l a t ion t o Government budget. Often, t he und er deve l oped 

nature of the oconony exer ts stronG influence on the budGet. 

Next t o t his a review nf r evenue , expenditure and deficit 

financinG is pr esented . m.is i s f ollowed by s i milar r evie,,, 

of t he pr ocedure 8nd i nst ituti ons involved in th e alloc a­

ti on of Gr,v ernment expenditure . Finally, det ailed presen­

t ati r)n of the structur e , c ompoMotion of gover nment expen­

diture is Given . I t is beli eved that al l these r eviews 

will enable us to ana~yse the det er l'linants of Gove rnment 

expenditure , "Thich i s the subj ect of th e next chapt er. 

3.1 General Background of the Ethi opi an Ec on ony 

Ethi opi a , on the basis of vari ous s oc i o- ec on omic para . ~ 

meters , mani fests basic features of under devel oped e conomy. 

It is ~ economy doninat ed by agri culture . The r ol e of 

agriculture i n the economy can be shown by its contr~but­

i on t o the l i v elihond of the ma j ority of the peopl e , its 

c ontri~ti on t o export earning , r aw materi a l supplie~ t o 

many of the pr ocessing plants. lit .. Bhould be menti oned here 

that the mono culture i n the e~Jort of coffee, the declininc 
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f ertility of the lcmd in nany pArts of the country, comp­
ounded "lith fast [5r owinc population, the cont:i:Ui.lliJJt:iioIl' of 
ar,riculture to the over all econ omy was v ery low. The avail­
ability of ~inerals and oil hAS not been promising qnd 
ev en if aVQi l able , prospecting wi ll not be an issue of the 
near future. ~us, dependence on acriculture will be there 
f or a consi~erable ti~e in the future ( 7, 43 ) . 

The situation with the other economic parameters like per 
cnpit r GDP, is also dim . It is one of the lowest in the 
world. World Bank r eport indic~tes th~t, GDP annual ave­
r age crowth r.:lte fo r th e l Rst decade was 2.5% , while popu;­
l ation e;rowth r ate f or the srme reriod was about 2.8% per 
anDucr. Life expectancey , infant mort ality are the worst 
even by African standards. However, we should not for[5et: 
the progr ess ' made in the eliminati on of ilitera~ , increas­
ing s~"oo l enro l lement r ates fof th e young , despite the 
r ecurfence of draught , famine and wRr, during the l as t 
decade. 

The extent t o which the overall economy is in bad shape 
can be seen in the deficit in the balRnce of payment and 
Government budget. The fore i gn exchange earning of 
Ethi opia cones mainly from the export of c offee, hides ~~ 
skin and oi l seed. M!r far as the foreiGn trade sector is 
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concerned, the lnst dec;ode hils witnessed the continunus 

decline in the price of exports ;ond nt the same tine an 

upwar d trend in the pric e of exports . A r eno.rkable episode 

durinc that period was the r;allopinc in the price of oil. 

This, npart from its indirec t effect on c ausinG r ecess i on 

in the wor l d econony , was r esponsible f or IJ nunber of eco­

nomic problems in the country. While the country still 

depends om i nport ed oil, t he fact that its price has f allen 

down t o r e l atively r easonabl e l evel, cnn benefit Ethiopi a . 

Deficit i n the r,over=ent budget is th e r esult of the Cnp 

between cloLlestic r evenue and expenditure . This [';ap is 

financed by l oan , assis t nnce nnd domestic b~nk borrowinc. 

'IYhe present study believes that the Dentioned current 

macro-economic probl eI2s are the result of many yeBrs. 

Thus:, ~/e shoul d ass ess the pas t in light of what hilS been' 

discussed abov e . 

Unliku alnost all ~rican countries, Ethiopia fiRs had no 

significent experience of colonialism. At the end of the 

Second vlorld War, i. e , aft er the brief It alinn occupation, 

th e c ountry was without nny kind of modern econoI2Y . S O~le 

of the i nit i nl actions taken by the Government were, the 

centr~liz ntion of cover=ent administrat i on , dr ilfting of 
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the c onstituti on , and in th e s oci o- econ omic fi e l d preparo.­

ti on of a gener a l pl an. h S f ar as t he pl ans ar e concerned 

they c on o.tirurred gener a l indic at ors of obj ectives and also 

the Beans to attain them . Even t houGh ther e is no much 

t o say about t he First-Five-Year- Pl an, it l ai d the gr ound 

f or t he Second- Five-Year-Plan . The 8econd-Five-Y eGr-Plan 

was ~6t t o o.ddr ess the f ollowing objectives( 39): 

1 . to ~chi eve great economic result s thr ough the r nti onal 

util ization of availaule c apit al and l abor; 

2. t o nake use of differ ent merms of devel pment i n or der 

t o narrow down the economic diver gence between Ethiopia 

and the economie-allt advanc ed c ountries; 

3. t o ec ononize money as Buch as poss i bl e ~nd invest it 

on s one useful pr oject in or der t o bri ng about an 

i ndependent gr owth of the Ethi opi an economy ; 

4. t o obt ai n ba l anced and uninterupted ec onomic gr owth 

in or der to r aise th e st andar d of living of the 

peopl e ; 

5. t o i mpr ove and expand educ at i on , public h ealth, 

fine- arts and i ndustriGl pr ojects mor e intensively. 

The Third-Five-Year-Plan , which covered the years upt o 

the end of the earli er r egime , was not differ ent fr om its 

pr edecessor i n many r esl'ects . Sone sinl e: differ en<T€ ::me 

can observe was in their prm ority s etting . In fhe Second-



- 46 -

Five-y,eer- Flon, ac;ricultuX's :l.nd i ndustry [;ot priori ty , '. , 
while in the Thir d-Five-Yeor-Pl,m , infr~structural dHvelop-
ment such ::\s r onds , s ch ools, he81th s ervices were th e ones 
which (~ot priority. In Ethiopia , as in other deve moping 
countries , plans gi ve high pri ority t o econor:li c growth8 
However , l ooking at the low-leve l of economic gr owth, 
mass poverty, l ow c overage of health services and high 
il literac~ r 8te At the end of three five year pl ans , one 
would r enlly wonder wh3t the situation woul d h ove looked 
like had ther e been no plans . 

Aft er t he ~1ilitary Governrlent took over power, it started 
t o ch[~'Ge and inpr ove the situation with ff new spiri~. 
Soci o- ec on omic nndpoli t ic nl thinking wer e r eorHmted on 
non-c ar it nlist line . Mojor industri al and fin3nc i al 
3ct i vit ies CQQe under s t a te control. Reforms were enacted 
in the f i e l d of agrmcultur e to s olve the l and tenure 
system. Yet, h i (!.h segment of rrgrJii.culture remain under 
pr i vate peasant owner ship . More over , s t ate f ar ms 3nd 
subsequently cooper atives were formed. This; i nc r eas ed t1te 
direat i ntervent i on ~ the Gov ernment i n all major s oc i o-
ec onomic activit i es . 

On the other har\d , public ent er prises wer e or f,anized under \ . 

respective mini st~res. Thes e consisted in s ome l ong stan-
di ng publicly own~,d entiti es , entterprisesnationalized \ 
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since 1967 , and SOQe new ent er r ri ses( 35). They prmvide 
output. about 95 r·erc ent of t he . In l ar ee sCRl e l'lanufncturin~ 

and account for Qor e than 60 perc ent of t he t ot a l ~anuf ac-
turinr; cutput8 They ar e al so i mport ant in the marketine; ." 
of a~ricultura l products like coff ee , they provide a v ar­
i et y of servi ces including transportat i on, cOlJI.lunication, 
power =d construction. 

As a r esult of t he non-c apitnlist re-oraentation of the 
ec onomy , the public sector st arted to grow . This is ref-
l ected i n tho finRnce of the ~overnmcnt. On th e bas of 
proclaBation ~ 163 of 1971 ( 37 ), amonD the main objec-
tives f or est['.bli shing publi c enter prises, as f ar as finance 
is concerned were : 

1. t he establi shment of an eff ective systcn of financi al 
c ont rol is an expendi t ous way of ensurinr; the forrlU-
l ation of coor dinated oper ati rmal pro[ir ans· by various. 
Gover=ent bodies ~md proper r.lObilization of r esources 
for invest~ent activities with a view to achi evinG 
over all s ocial and econonic developnent of the country. 

2. t o achieve this, it is necess ary t o r egulate and c oor-
di natc t he pl anning and financi a l oper ati ons of :public: 
3r;enci es, ent er pris es and financi al agenci es. Accor -
ding to the s ane proclal'lst i on, it was stipulat ed that; 
a) the Government shall have st ate capital i n ev ery 

public ent erpris e , with the Mini stry of Finance 
and' supervising Ministry deci dinr; the nmount ; 
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b) e;lCh 8nt cr pris e shall est::lb lish a gener a l r es erve 
upto an RDOunt of 30%( 6~/o f or financi al agenci es) 
of c apit al fr om annual contribution equival ent 
t o 10% (30% f or fin anc i a l a~ encies) of its surplus. 

c) the Council of l'1inisters (C Ol'1) decides on disolvinG 
= '"ent er prise clue t o financi Al l oses. 

CUrrently, enter pris es are r equired t o fulfil the f ollou­
ine; f i nanci al obl i gati ons: 

1. they pay 5% of t he St ate Capita l (lS ISnj).Dt a>l chare;e ; 
2. t hey prry 50% of their gr oss pr of it as bum1ines s 

tax; 

3. (lft er keepinG 10% of their pr ofit as a r eserve , 
t he renaining part is submitted t o the l'10F as 
r esidual surpl us . 

As a r esult of the exis tinr, financi a l policy , ent erpris es 
suffer enor nous financ i a l burden and linited aut onony. 
In addition t o this , we explicit l y s ee th e concentrati on 
of r esources , i. e , th e pulling of r esourc es t o one pool. 
the Centra l (j over=ent. Aft er subl'li ttinf, a l r.lOst all 
financi al r esourc es, public enterpris es should get the 
per o i ssion and r esour ces f or expanclin~ an exi sting one or 
t o est ablish a new one . The pr oc ess t o (\e t the per mission 
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goes in the followinr5 way; enterprises and corporflt i ons 
prepare c apitnl expenditure budGet, ~ver{xg expenditures 
on rm- e;(lJ.nc; proj ect ,~d new' investDellit projects. Proj ceiL 
proposals are then exanined at their r espective ninistries. 
When it i s finally submitted to the plnnning body, it 
sbmehow, is weighted against other prograos .. within the 
sector or service. The conpetition for r es ourc es dOfEe noi!­
stop there, but it is further complicated by the cODpetition 
f or resour~sl ~etween recurrent and capital expenditures. 
Decisions c1ade 0ut s ide an ent erprise are based not only 
on econoDic criteria, but, ~nUJ:lber cf vari ables come to 
lr]~o IDms, it sho,uld be emphasised that the progress of 
the econoIlY and industralizat i orr in particular, mainly 
depends on the success or f ai lure of the public sector. 

3.2 Review of Rev enue, Expenditure and Deficit-Financing 

Revenu e can come fr om ext erna l and domestic sources. The 
sources of dODestic r evenue ar e tax and non-tax. The non­
tax r evenues include profits from Oovernmenttal activities 
fees and ch arges . 

Th e inadequacy of domestic r evenue to finan:m:e Gov:ernmenit 
expenditure in size and type, f or ces the G~v~rnment to use 
dooestic borrowing/ and external l oan and assistance. ~he­

share of doocsti~ revenue, external l oan and dbmestirr 
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borrowing in the t ot al government expenditure is shown in 
table 6. The share of tax fr om domestic r evenue was nore 
than 80 percent upt o 1972. This share declined f or the ... 
l ast lfiew years of the study peri od. Similarly, the share 
of donestic r evenue in the total financing has declined. 
As t able 6 indicates, l oan and borrowing accounted f or 3~ 
in 1967, 35%in 1968, 40% in 1977, and 4~~ in 1975 out of 
the t ot a l financing of gov ernI'lent expenditure. These twoQ 
forms of financing are unstabl e , showing drasti~ change 
from year t o year. 

Within the structure of tax r evenu em there are two types 
of tax; direct and indirect tax. As the study by Teame 
( 21,p.56) indicates th e share of direct tax fr nm the t otal 
has grown fr OD 24% in 1959/60 upto 37% in 1974/75. The 
two bas ic components of the indirect t ax ar e , t axes on 
dOl!lestic goods end taxes on f or ei gn tradlil . Sone of the' Qain' 
features of the r eVt nue side can be menti oned to beJ: 
a) the declining shar e of domestic revenue in t ot a l fina.-

ncing 

b) the high share ( nore than 70% ) of indirect t ax fr om 
the tax r evenue, whicrh is typical in narry developing 
countr i es 

c) heavy dependence on i QPort duties as s ource of revenue. 
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We have already s een the r (, le of revenue in genera'l t erns. 
Initially, it is i mport snt t o finance state activities. 
Moreover, reV€nue has als o a r ole t o pl~y i n pronot ing 
econo!:lic gr c;vth, controlling infl atien , r educing unenpl oy-
ment 2nd r edi stributi on of income . How has t axation been 
helpful in attaining the above objectives in Ethiopia? 
If one :f:lries t o l nok nt the reas on why e s ch type of t ax 
h as been introduced , it bec omes vivid that a lmost all were 
i ntroduced to mobilize r ev enue at a time when the progr= 
of the Governnent and the existing structure of tsxati on 
show big gap . Thas, the bas is f or th e existing ta~ 
structure was primarily r ev enue mot i ve . But the mot ive 
behind t axat i on is not revenue a l one. However, since there 
i~ , so f ar no comprehensive fi scal policy i n Ethi opi a 
( 28 ), we can not devel ope !Jerry k ind of st at ed r elati or- . 
ship bet ween the existing taxation and fiscal ob j ectives· 
like stabli zing price, s olving unemploYTIent problema' and 
inc ome distribution. 

However, this should not be int erpret ed t o Dean there i s 
nl' c ennection at all between the present tax systen and 
fi s c a l ob jectives . For inst ance the current income t ax: 
reo· ellid t o be one of the Dost progressive t axes in the 
world ( 21) . It is possibl e t o att ach two r eas ons f or 
this. In t he first place , the fact that it is highl y pro-
gressiv~, ehnbl es the gov er nnent t o t ap t axes fr om the 

I 
I 
) 
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Table 1. Ratio of Actllal Blldget / Planned Blldge·ti~' % 

Recurrent Capital Total Domestic 
enditllr0 Ebcpendi tllre i Ebcpendi tllre Revenlle Borrowing 

, 

1958 101 80.4 96.9 101.0 16 . 4 

19 59 98.4 65·1 91 .1 92 .0 39 .('1 

1960 91 .6 63 . 4 85 .6 86 . 6 69.8 

1961 9~.1 49 ;0 81 . 1 84 .0 38 . 3 

1~62 95 .7 81 .0 92 .7 93.9 67 . 3 

1963 97. Ii 89 . 6 95 ·9 100.0 24 . 2 

1964 97 . 6 74.4 91 .1 9<1 . 3 20,2 

1965 93·5 86 .9 94 · 5 96 . 3 39 . 8 

1966 93 ·5 72 .3 87 . 6 93 .6 3.5 

1967 9~·0 81 .9 89 . 5 93 .0 70 . 3 

1968 91 · 5 65 . 1 83 . 5 83 .4 84.0 

1969 90.6 74.1 86 .0 93 . 0 53 .1 

1970 94.4 81 .0 91 .4 96.4 76 . 5 

1971 9717 60.6 87 .1 99.9 22 . 2 

1972 101·9 63.0 90 · 4 96.7 58 . 5 

1973 101 . 4 55 . 3 97 . 1 95 . 8 41 . 2 

197 4 103 . 8 69 .7 91 .7 109 . 4 3.4 

197 5 103.4 75 .9 92 . 5 96 . 5 81 .9 

1976 97.7 70. 8 88 .0 93 .0 64.5 

1977 113.6 63 . 5 91.8 95 · 4 75· 5 

over 
-all 

ever I 97 · 3 71.3 90 . 3 94. 5 52 ·5 
-age 
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Table 2. Actual Government Expenditure in million Birr 

R E C U 1'1 R E N T C A P I T A L 

I Adminis - ! 
Social I Eoonomy I J Grand 

I tration Others, Total Economy iiocial Oth e:es Total Total 

.J 
, 

i 
1 180 . 8 

, 
64. 9 I 28.6 115.7 I 390.0 68.4 I 4.0 7 . 9 • 80 .3l 470.3 , i , I 

i 

1 188.8 I 78.0 35 .7 112.6 ! 415.9 56.9 7 . 3 13 . 1 ! 77 . 3 423.2 
I I I , I 

, 
206 . 6 1 77 . 0 i 39 .0 I 119.3 441.9 62.4 11 . 6 7 .0 1 81 .1t 522 . 9 

1 I I I 
, 

I 211 . 2 ! 80 . 1 1 36 . 0 ! 1 ~7 • 2 454.5 42 .7 27 .1 6 .1 I 75 ·5 530 . 4 
, I I 

1 

I i 213.0 I 96 . 5 42 · 5 
1 

126.9 478.9 64.7 1 30.1 11.3 I 106 . 1 585 .0 
I I I ! , 
1 216 .7 I 107 . 9 , 45.4 , 137.1 

1 
507.1 90.5 19.0 14.8 1 124. 3 631. 4 

, I I 1 

151.0 I , I 
1 229 . 4 1 118.7 I 45 . 9 1f7.4 1 521·5 108 .7 27 .2 15.1 672.5 

; i 1 

132· 5 I , i 

240·5 
, 

138.2 1 52 . 0 I 563.2 103 . 1 I 34.8 15 . 2 
1 

153.1 716. 3 , 
I ! I i • I 

I ~62.5 i 149 . 9 i 58 . 7 I. 128.1 I 599.2 124 . 1 i 41.3 I 13 . 1 1 178 . 5 777 .7 
1 i I I 

I 353 . 4 208 . 5 I 67 . 6 I 181.8 I 811.3 17 2 . 1 I 43.3 I 22. 2 237 .6 1,048.9 
I ! I I 

, 

I 495 · 1 i 199 .7 : 80.9 
, 

141.9 917 .6 229 . 3 I 51.1 2. 4 282.5 ,1,200 . 4 
i I I I 1,019.8 I 

, I 
, 

! 588 . 4 208.7 I 87.1 135.6 272 .7 i 44. 8 I 7.2 324 .7 11 , 344. 5 
, I 

9:t5 · 0 223 . 5 95.5 133.3 I 1,367.3 294 . 1 32 . 6 10 .7 337.411,704.7 

838.7 ,252. 6 91. 4 294. 6 1,477.3 31ll.8 45 .7 4.3 368 .8 ! 1,646. 1 

917 . 4 279 . 7 106.3 391.31,694.7 381.9 56 .0 5.4 443 . 312, 138. 0 

I 950 . 7 325. 7 111.7 403.3 11,791.4 431.6 68.5 5 . 0 505 .1 1 2,296. 5 

1,097.4 362. 9 124. 2 350.1 1 1, 934 . 6 607.1 105.0 2.9 715 . 0 2, 649. 6 

i ii . 
11,335.6 426 . 4 150 . 0 650.512,562.51,142 . 8 88 . 9 13.6: 1,N5. 3.3, 807. 8 

i 1,249 . 1 455.0 134. 6 426 . 4 I 2,265.1 I 796 . 4 109.6 I 27.0 1 933 .0 j 3,1 98 . 1 

,1,231.9 546.6 138;8 820 . 3 I 2,737.6 ,1.077. 6 87. 8 _ I 21. 6 __ .. 1·, 1~-.e I 3,9 24.6 

S(Jurce: Annual Actual Bu dget re!,ort by the MOF 



Year 
1 2 

191i8 

1959 4. 42 21 . 41 

1960 9 . 43 T 2.28 

1961 2.22 4. 02 

1962 6 .85 20 . 47 

1963 1.74 11 . 81 

1964 5 . 86 10 .00 

1965 4. 84 16 . 4 

1966 9. 15 8 . 46 

1967 34. 63 39 . 1 

-- ---- --- ------
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Tabl e 3 lIDnual Growth rates % 

3 4 5 6 7 

24.83 - 2. 68 6 .64 -16. 81 82~-5 

9.24 5. 95 6 .25 9 . 66 58 .9 

-7 .69 6 . 62 2. 85 - 31 . 57 33 . 62 

18.06 -{).24 5.37 51 .52 11.07 

6.82 8 .04 5.88 39 . 87 - 36 . 87 

1.10 7 . 07 2.84 20 . 11 43 . 16 

13.29 4 . 00 8 . 00 - 5 · 15 27 ;94 

12.88 - 3. 32 6 . 40 20 . 36 18; 67 

15.16 41 .92 35.40 3~ .67 4. 84 

8 9 

65 . 82 - 3.7 6 

-46.56 4.7 9 

-12. 86 - 6 . 29 

85 . 24 39 . 79 

30 . 97 17 . 15 

2.03 21 . 48 

0 . 66 1.39 

-13.82 16 . 59 

69 . 46 33 . 11 

1@ 

4. 87 

6 .02 

1.43 

10 . 29 

7 . 93 

6·51 

6.51 

8 . 57 

34 . 87 

11 

6 .03 

6 .58 

6.06 

9 . 21 

5 . 67 

-{) . 02 

4.43 

H. 5 ~ 

-{)·7 

7 
B 

, 
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Year 1 2 3 4 5 6 7 8 9 10 11 

1968 40 . 1 4 .21 19.67 10.77 13.10 33.23 18 . 01 - 89 .19 19 . 02 14. 44 8.33 

1969 18 . 81 4.5 7.66 - 4.44 11-13 18.92 12 . 33 300.00 14 . 82 12.00 11 . 62 

1970 55 . 51 7 .09 9 . 64 - 1. 69 34. 07 7.84 - 27 . 23 48 . 61 3. 91 26 .79 6 .10 

1971 - 8 . 34 13 .02 - 4.29 21 . 00 8 .04 8 . 39 40 .18 59 . 81 9 . 31 8 . 29 9 . 16 

1972 9 . 38 10.72 16 . 30 32 . 82 14 .71 19.79 23 . 41 25 · 58 20 . 02 15 . 81 7 . 94 

1973 3 . 68 16.44 5. 08 3. 06 5· 70 13 .01 21. 45 - 7 . 41 13 . 94 7 . 41 4. 93 

1974 15·42 11 . 42 11 . 1~ - 13; 19 8 .00 40.66 53 . 28 - 42 . 0 41 · 55 15 · 37 2 . 43 

1975 21 .71 17 . 49 'dO. 77 85.80 32. 45 88.24 - 15 . 33 468 . 96 74.17 43.71 9 . 37 

1976 - 6 . 48 6 .7 C - 10 . 27 - 34.45 - 11 . 60 - 30.31 23 . 28 98 . 52 - 25.08 -1 6 . 01 - 1. 66 

1977 -1. 38 20 . 13 J .1 2 92 . 38 20.. 86 35. 31 - 19 . 89 - 20 . 27 . 22 22 .71 0 .7 9 

Annual 
Average 10 11 8 . 8 9 · 5 11 . 15 · 5 14· 5 3 · 5 15 . 5 12 5· 5 

I 
Key for Table 

1 • j,dminis t ration Recurrent 
6= Economy Capi tal 

\I 7= Social " 2. Social 
Economy " " 3. 8= Others 
Ot hers " 4. 

5. Total " 9= Total " 
10= a . Total " 
11 = GNP 
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Table 4. Percential ~istribution of Expenditure Among Services. 

Gomputed from the Annual Actual Budget Report of the MOF 

------_. - ,-- --,,- -_._------

I ---- ~ E SUR R 3'--;- -T CAP I T A :w 

I I T ' I --, , I I 
• Year, 1 ,2 t 3 I 4 ~ 5 t 6 7 8 9 t 10 11, 12 ~ 13 14 I 15 

"" , • ~ ~ • , til i , I., 

·1958·46.4~38 . 4' 16 . 6 '13 . 8· 7 . 3' 6.1 .29.7.24.6.82.9.85.2 .14.5·55 .0.0 . 9 . 9.8.17 .1 
,., ~ • ; I, t' ; 

• 

1. Share of a~i-

stration from 

, I , , 
P f t , ~ ! t f _ , 

;1959!45. 4;38 .3 1 19 . 0: 16 .0: 3. 517.2\27 . 1122.8: 84.3 r, 73 . 6 :11 .5 

•• , t ? ~ ~. I. t I 

I" t ., ~ 1'1' 
t il i t I· I I. 

t',· , '!' • \ i ' \ ' 

i1960l46 . 8;39 .5t 17 :4 : 14.7 ; 8 .8; 7.5 :27.0' 33 .8 1 84 . 6~77 .0 ;11 . 9 ·14.3~ 2.2 

'" i i ; r ; I; : : 1 
1961~ 4~ . 5;39 . 8 t 17 . 6 r 15 . 1; 7 . 9 ',' 6 . 8 Ii 28 . 0 : 24.0' 85.7' 5603 ! 8.1 ' 35 .7 ' 5.1 

~ , , , . ~ . 
196~44.5136.4120 . 2116.5: 8 . 8~ 7 . 3 ;26.5t 21 .7, 81.9161 . 0 :11.1: 28.4 15 . 1 

: i I t I. I, , ; i I 
" r t I I ') 

1963:42.7'34.3: 21 . 3117.1,9 .0; 7 .2 127 .0, 21.7i 80.3172.8.14.3, 15. 3,3. 0 
, t I,!, i •• I , 

,~, I • t I I • I; . r 

I
, 196444.0.34.1; 22.8: 17 .7 : ~ . 8: 6.8 ! 2,4 . 4: 18.9, 77·5; 12 . 0 '16.2 : 1e .0 , 4 . 0 

, 'I' . . • , 

r 1965- 42 .7:33 .6; 34.5 ; 19 . 3: 9 . 3: 7.2 i 23 . 5; 18.5: 78 •6 : 67 .3 ,14.4,22.7, 4. 9 

,~Io, t ,~. ~ 

:: f ~ t ... , •• " , 

1966. 43 . 8, 33.7 ; 25 .0: 19 .3 ; 9 . 8; 7 . 5 : 21 . 4! 16.5' 77.0' 69 . 5 : 16 . 0 • 23.1 , 

'" I I I t I I I ' t f 
1967~ 43 . 6 33.7 i 25 .7 19.3,1 8 . 3' 6.4 I ;2.4: 1703: 77 . 3 t 72.4 II' 16.4' 18.2 

I I ! • ~ , 

• 
9 . 4,1 . 5 

5.3 

4.1 

, , , reourrent 
I • • 
; 17.0 !' 15.7 I 2. Share of Admi-
t , 

i i 
, , 
I • • 

nistration f rom 

total 
, • t I 8 .7 i 15 · 4 : 3. Share od Social 

I : for Re o'~rren t 

8 . (j • 14.3 , ' . Re C'urrent 
, I 

1
10 . 6 I 18 .1 4. Share of Scci al ! From t " tal 

: 11.9 19.7,' 5. Share of Eoonomy 
t from Recurren t 

tH)' . O .22.5 : 6 . Share of Ec~nomy 

;10.0 121 •4 : .. From Total 
• • .7. Shar e c f others from 
i I • Recurrent. 
, • • 8 
! 7. 4 i 23 .0, • Share of Others 

/

' I I frOB Recurrent. 

9 .4! 22 .7 9 . Share of from Total 
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r----------- --- -----------
R E CUR R E N T CAPITAL 

Year 1 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 

1 1968 54.0 41.3 21.8 16:6 \ 8 .8 1 I \ I I I I I I 
1969 57 .7 43 .8 20 . 5 15 . 5 8 . 5 

6.7 15 . 4111.8\76.4\81.1 \1901 \18.1 14. 3 

6.5 13.3 10.1 75.9 84. 0 20. 3 13 .8 3. 3 

0 . 1l 123.6 

2. 2 124.1 

1970 

1971 

1972 

197 3 

1974 

1975 

1976 

1977 

t
6.9 153.7 116 . 4113 . 116 .5 

\ I · 
E6•8 45 · 4 17·1 113 .7 16.1 

e4 . 1 42.9\16. 5 !13 . 1 6.3. 

153 .1 414,,18 •2 14. 2 6.2 1 

(56 .7 41 . 4! 18,813.7/ 6. 4" 

1 I ' L2 . il' 35 · 1 16 . 6 ~12 . 215 . 9 

155 . 2 , 39 . 1 , 20 . 1 114. 2 5.9 
I ' I 

~5 . 0 131 . 4 I 20.0 113 .9 I 5·0 
, I ! 

I 

5.6 ! 9.8! 7.8180.2\87.2117 . 3 ! 9.7 /1. 9 

4.9 

5.0 

4 .9 

4.7 

3.9 

4.2 

3·5 

! I 
12.41 2.5 

12.6/ 2 •6 

13 . 51 3•0 

14.7 4. 0 

I 

3, 1 (1 9.8 

1. 2 20 .7 

1.220.7 

1. 0 ,22 . 0 

0 . 4/27 .0 

1 • 1 i 32 .7 

2.9 129 . 2 

1.8 j 30.3 

O. Share "of 

11. Share of 
economy from 
total 

1~.Share of So cial 

from Capi tal 

3. Share of Social 

From Cap i tal 

14. Share of e thers 

from q,pi tal 

15 . share of Sonial 

from total 
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Table 5 

Government REVENUE & EXPENDIWR" (PLJ\N}iED BUDGET) IN MILLION BIRR 

, 

1978 1979 1980 1981 1982 

A. Total Government Exp en c.i ture 4398.4 4593.9 5133.2 6042.7 6539.1 

1 • Recurrent Expenditure 2466.8 2638 . 8 3097.1 3759.0 4153·5 

- Share from total % 56 . 1 57 ·4 60 . 3 62.2 63.5 

1;1 Administration 1254.9 1294,6 1426.0 1865.8 2132.2 

- Shar e frol)l recurrent% 50.9 49 .1 46.0 49 . 6 51.3 

1.1 • 1 State Organs 78.7 83 . 3 87.5 87 .8 103.9 

1.1.2 Defence &Security 1072.9 1104.4 1232.6 1655.5 1903 . 2 

1.1.3 Foreign Affairs+ 
Information 41.6 43·5 43.0 48.1 48 .1 

1.1.4 Finance &Planning 61 .7 63.4 62.9 74·4 77 .0 

1.2 Soci'l:l Services 570 . 9 602,9 637.2 703.5 717.5 

- Share from Recurrent% 2{l . 1 22.8 20.0 16.'/l 17 . 3 

1.2.1 :Eliucation 353.9 383.9 409.1 439.8 470.6 

1 .2. 2 Heal th 115.7 125.8 133.5 141.4 149.8 

1.2.3 Community Development 82 .5 73.7 74.4 100.9 73.4 

1.2.4 CuI ture+ Housing 18.8 19·9 20.2 21.4 23.7 

1.3 Economi cs ServiceR 169.2 178.4 205·2 224 . 8 237 .7 

- Share from Recurrent% 6 . 9 6.8 6.6 6 . 0 5·7 

1.3.1 Agriculture 71.9 77 .9 106.5 116.8 124.0 

1.3.2 Industry 33.9 36.5 40.6 41.9 46.0 

1. 3.3 Transport 63.4 64.4 58.1 66 . 1 67.5 

1.4 Others 471 . 8 562.9 828.7 964.9 106601 

- ~ Share f r om Recurren t% 19 . 2 21.3 26 . 8 25 . 7 25.7 

. 4.1 Pension 108.6 116 . 9 126.1 135·0 148.2 

1.4.2 Debt Payment 236 .5 279.7 433.5 538 .1 617 . 5 

1.4.3 Allowance fro 
unforseen expenses 66 ;7 106 . 3 195 . 6 174. 8 209.2 

1.4.4 Subsidy 60.0 60.0 73·5 117 . 0 91.2 

2. Capital Expenditure 1931·5 1955.1 2036.1 2283.7 2385 . 6 

- Share from total % 43 .9 42.6 39.7 37 .8 36.5 

2.1 Economy 1 1756.2 1765 . 8 1827 . 5 2011,2 2135.7 

2.2 Social 155 . 6 144.7 198 01 256 . 2 208.6 

2.3 Others I 19;8 14.6 10 .5 16 .7 41.3 

lB. Revenue 4398 . 4 4593.9 5133.2 6042 .7 6.539. 1 

1. Domestic Revenue 2479 . 0 2697.8 2894.4 3047.9 2985.4 

Share from total% 56 . 4 58.7 56.4 50.4 45 ·7 

1 .1 Tax revenue 1620 . 2 1892.4 1984,8 1864.3 2190.4 

1.2 Non-Tax " 858.8 805.4 9J9 .6 1183.6 795.0 

2. Loan and Assistance 1046 . 7 984.1 11 0 1.3 1280.2 1432 . 2 

- Share from total % 23 .8 21 .4 21.8 21 . 2 21.9 

3. Domestic Borrowing 872 .7 912 .0 1137.5 1714.6 2121 · 5 

- Share from total % 19.8 19 · 9 22.2 28 .4 32.4 

Source Negar~t Gazetta for each f~SC!J:l year 
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Table 6. Actual Rev enue in Mil l ion Birr 

--
--

Domesti c Revenue 
Lo an and Borrowin g 

Year Tax -' Non- e' Toti...:' %Pr o Eder- % J Borro- % I To t al % 
To tal 

,'" to 
Finan ci 

Sbare Tax s hare total 
nal ,ring 

1 __ -
Loan 

1~~r97 . 9 3.0 

---

1958 283 . 0 85 .7 47 . 2 14. 3 330. 2 70,1 2.1 146 .1 29 . 9 470,3 

n g 

-- - I 

1959 309 .7 83 .7 60 . 2 16. 3 369 . 9 75 · 0 11 9 . 4 96 . 8 3. 9 3.2 123.3 25 . 0 I 493.2 

1960 316 . 1 81 . 8 70 . 3 1 8 . ~ 386. 4 73 . 9 113.5 83 . 2 23 .0 16. 8 136 . 5 26 , -j 522.9 

1961 332 . 1 81 .9 I 73 . 3 18 . 1 405 · 4 76 . 4 108.8 87 ,0 16. 2 
, 

13 .0 125 ·0 23 . 6 530 . 4 

1962 371 . 8 86 . 6 57.3 13 . 4 429 . 1 73 . 3 136 . 3 87. 4 19 . 6 12 ,( 155.9 26 .7 585 .0 

1963 407 . 1 87 .4 58 . 9 12. 6 466 .0 73 . 8 154. 1 93 . 2 11 . 3 6 . 8 165 . 4 26 . 2 63-[ . 4 

1994 433 . 2 87 . 5 61 · 5 12 · 5 494 .7 73 ·5 155 . 41 87 • 4 22 . 4 12. 6 177 . 8 26 . 5 672 .5 

1965 483 . 8 86 . 9 72 . 4 13. 1 556 . 2 77 . 6 150 .0 93 .7 10 .1 6.3 160 . 1 22 . 4 1 7 ~ 6. 3 

1966 I 537 .1 86 . 9 81 .0 13 . 1 618 .1 79 . 5 161 . 6 98 . 8 2 .0 1. 2 163 . 6 20 · 5 777 .7 

1967 589 . 8 82 . 9 121.8 17 . 1 7 11 . 6 67.8 I 210 . 1 62. 2 127 . 2 37. 8 337 . 3 / 32. 2 1 1048 . ) 

So..trce Annual Actual Budge t Report of the lo!OF 
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Table 6 Continued 
-------;-.. _ .. _-. 

Domestio Revenue Loan and Borrowi.ng To tal-

Ye-ar-~! ·-T-ax--:i-s-~-a-re- ~:- Is~are ! Total I ~i~~-I !{~~~ \ 10 B~~~;- ··j-i· -·-r Tctal .- %. ~~~-
• __ ,._ , _~_ J ._ :...:..:=....j ___ ._., ___ . __ . __ •. L __ ._ , . ____ _ 

i! I I I ,i 

1968 I 613 . 3 78.5 167.7 2i. 5 7~1.0 ! 65.0 I 199,1 47.5 220,3 52 , ,) 419.4 35 , 0 1200.4 

1 9~9 , 855.8 84.6 I 15[.3 15.4 1011.1 75.2 187.9 56.4 145.5 43,6 333.4 24.8 1344.5 

1970 938.9 79.0 248.421.01187.3 69.6 161.231.1 356.268.9 517.430.4 1704,7 

1971 1146.5 83.0 235.017.01381.5 74.8 387.283.3 77.416.7 464.625.2 1846.1 

1972 1298.2 82.8 269.n 17.2 1567.5 73.3 340.459.7 230.140.3 570.526.7 2138.0 

1973 1360.1 77.5 395.~ 22.51755.2 76.4 337.662.3 203.737.7 541.323.6 2296 .5 

1974 1435.3 76.5 440.3 23.5 1875.6 70.8 757.5 97.8 16.5 2.2 774.0 29.2 2649 .'> 

1975 1558.0 71.6 616.428.42174.4 57.1 703.543.1 929.956.9 1633. 4 42.9 3807.0 

1976 1730.6 75.5 562 .5 24.5 2293. 1 71.7 492.0 54.3 413 .0 45.7 905.0 28.3 3198 .1 

1977 1677.5 72.21645.8 27.8 2323.3 591211008.2 62.9 593 .1 37.1 1601.3140.8 3924.6 
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high income brackets. This build-in progressive nature 

of the tax system allows the gov ernment to earn high tax 

r ev enue. Secondly, the progressiveness of the tax system. 

has a l evelling effect on income, narrowing down the income 

gap between the rich and th e poor. 

Another effect of taxation in the economy can be. its 

impact on effective demand. Taxation has the power to 

reduce effective demand, amd as a result r educe c onsUDpt~on. 

IDrsically, before any t:y:pe of tax is introduced, cons.ider­

ation should be made on the possible effect of each addi­

tional type on productivity, on its re~nue yield capacity, 

its effect on inflati on, on the depressing effect on con­

sumption and investllen~ There are s ene divergences and 

conflict among all fisc al ob j ectives. Thus, any policy 

should try to minimize the negative eff ects of each. 

One very controversi a l issue raise-d in relati on to revenue 

is, ~lhether the existing taxation is enough or n ott.. Sinc:e 

this is a nor mative statement, all crpproachs are subjective, 

meaning we can not definitely prove or dierpn~ the rGrint. 

But it is not a point t o be left aside. One general approach 

applied to assess Wh~~F any existing level of taxation 

is large or snall has been t o use the "tax effort " concept. 

"Tax effort" is the r ati o of actual tax c olillected t o the 
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potential taxabl e capacity. For the period upto 1966, 

Eshetu has this to say: " Looked at comparatively, i.e, 

in comparison with other domestic sources of revenue, it 

has played an undeniable crucial role. However, in com­

parison with what was potentially possible, and with the 

performance of other countries in comparable situation,it 

left much to be desired." ( 28ql p.101 ) 

Hbwever, the above approach, i.e, the anail.y:fJ:' .. son the basin 

of tax effort, has been criticized on many grounds. Ona 

such criticism is, its failure to consider the demand for 

government expenditure. in determing the level of ta»atio~ 

G::overnment expenditure being the main concern of the pre­

sent study, it is discussed in detail in later sections. 

But here, we will see the relationship between revenue, 

expenditure and deficit financing. 

G.overnment expenditure is composed of recurrent and ca1pital. 

Amon& other sources of fund, these expenditures, are fina­

nced by the gener~l ta~ But, the nature of capital expen­

diture requireffi modern capital goods that have to come from 

external sources through foreign exchange o Thus, a signi­

ficant portion of capital expenditure is financed by loan c 

The contribution of domesti~ saving in financing investment 

is insignificant. In fact, domestic revenue being inadequa~ 

to finance the recurrent eX})enditure, is supplemented by 
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donestic bank borrowing . Deficit financing is a situation 

where the Gov ernoent obtains an i nportant portion of its 

budget by borrowing fran individuals and commercial banks '. 

If the governnent obt ains its revenue fron borrm.ing, it 

is likely to bring about an increase in the effective denand 

for goods and services. 

T-be application of deficit financing becomes greater during, 

war peri ods, to fight deflation and to fight problems of 

unemployment ( 12, p.30). Increasing tax inorder to finance 

wars may be possibl e in the long run. But, it is politicallx 

res's risky.' t o obtain additional funds through dilfici to 

financinr; r n.ther than increasing taJ!r. However, deficit 

finance does not nean conplete avoidance of t ax . The money 

borrowed by the governnent plus the int erest hab' to be 

paid back fron future year ' s tax. 

If we l ook at t able 1, the r ati o for donestic revenue i~ 

~ore than 90 percent. This may be ITS a Fesult of under­

stating reVi8nue for a ' given fisc nl yeaD:. On the other hanG!:. 

borrowing is low and inconsist ent. This cuuld ~ls o be 

due to better revenue collection or/and reduced government 

e»penditure. ~t is possible for a number of government 

inves tment programs to be canrrelled in the middle of the, 

year. The l ow r at i o of borrowing could be one of the 

reasons for the low rati o of capital expenditure. BUt, it, 



CDuld also be due to oth er r eaSnnB like poor proj~ct imple­

mention, probl ems associated with obt ain@ng loan and 

assistance. The possibility t o r e-allocate funds from 

capiul to recurrent at any time of the year, may also be 

mentioned as one fact or for the low ratio of borrowing. 

Even though it may not be possible to say any definite 

thine; on the., level of deficit in any fiscal year, its use 

for a long period can c ause ~reat damage to the economy. 

3-3 Procedures in the Allocation of G.overnment Expenditure 

~e collection of tax has a l ong history in Ethiopia( 28). 

However, it was tax in kind, which was not based on sys­

tematic financial r egulati ons . The history of contempor­

ary government budget in Ethiopia started nfter the end 

of the Sec.ond vl orld War. 

Under this: section, government budget in its historic al 

setting is reviewed. This is supported by a review of 

the institutions involved and procedure and technique 

commonly applied in the allocation of expenditure. Obvi­

ous ly the objective of this section is t o show how insti­

tutions and procedures influence the allocation of expen­

diture among alternative programs. 
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TIn Ethiopi ~, as well as in other countries, government 

budgot h as t\vO main f eaturos: 

a) it i s the leg~l authorization f or th e expenditures 

c ontained i n it and , 

b) it is the means' f or bringing t ogether a c omprehensiv~ 

es timate of those expenditures and of the government;l s 

anticipated r ev enues ( 7, p. 261 ). 

'llhe first published budge t for Ethiopi a appear ed f or the 

fisc al yenr of 1945, and on the basis o~ 1955 constitutio, 

the present f ormat of gov ernment budget was f ormulated(7,35). 

The constitution specified the definition of power of the 

Ministries, Council of Ministers, and l egislative findy. 

Gradually, governoent budget has undergone significant 

changes, in the fi e l d of t echnical prepar at i on off expen­

diture; in r evenue estimat i on and collection and over~l 

financi a l c ontrols. As f ar as the comparison between pr e­

and post-revolution is concerned, there is more pronounce~ 

gov ernment participati on in the l ater period. 

Yet, the estimation of r evenue and expenditure ; the con­

tinued overuse of deficit financing and the country's 

experience in the use of f or e i gn l oan r equire critical 

ana>lysis. H-buever, as h as been spelled out at the begin­

ning of the study , the concern here is mor e on expenditure. 
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As has already been stated, government expenditure does 

not include the I,ublic sector as a- who l e . As far as recu­

rrent e~~enditure is concerned, it is mainly about minis­

tries and their departments and agencies. Public enter­

prises that 3enerate income are outside the Central 

Treasury. However, any investment f or expansion of an 

existing one or a new public enterprise, should be accoma-­

dated on by the governmen~s capital expenditure. 

The process of allocation of r ecurrent expenditure starts 

with the establishment of ministries and departments. Ltt. 

is not c l ear 1-lhere the proposal f or openine; up of a new 

institution starts. Onan: the proposal has been accepted 

by the Council of Ministers, the organizational structure 

of that particular institution has to pass through the 

Ethiopian Management Institute (EMI). Any proposal t o 

restructure an offic e in a ministry or any budgetary or ga­

nizati on is refered t o the EMI, which wi ll r eview the 

new structure and the manpower i nplicati on. If satisfied:, 

the EMI, reports t o the ~ouncil of Mi nisters, before 

detail~ are f orwarded t o the ~entral Personnel Agency(CPA), 

f or the j obs t o be classffled and graded ( 35 ). 

Consequently, the CPA on its part, based on the responsi­

bility rendered upon it, issues, a lters and suppl ements 

rules and regulations on personnel matt ers, like recruitment, 



selection, nppantment, traininf, rights and duti es for worker$1 

leave, proootion, transfer, resignation, retirement and 

dismisal. It als o issues principles and standards for pos­

ition, classification, salaries, ffllowances and other benefits. 

Even though no spefific study has been made t o show the 

crase, it can in ~enerau be said that the implementation off 

the above functions can af/.'ect the growth of gover=ent.: 

expenditure . 

On~ any ministry or dcrartment is allowed to be establi­

shed, that particular institution prorares propos~l on 

expenditure requirements. ~e basis f or estimating the 

expendi turo propmml has tw.o fe atures. 'I'be first one is 

personnel requirement with the sal ary scales approved by 

the CPA.. The other one is c oncerning I:lat erials and supplies 

wi th DallY detailS' on line-i t en basis. 

A.fter compliting the above process, the proposal is S1ilbmitted 

to the Ministry of Finance. Here, the Bud~ett Departoent 

studies the det ails of the proposa~. Ix is very essenti~l 

t o Dake critical asses~ment of the methods of approprating. 

fund. Lt is believed that, the appropration technique itself 

has significant c ontributi on to the growth and allocation 

of fund nmong services and sectors. However, it is erro­

neous t o suggest that the te chnique or the MOF t o be the 

cause f or the gr owth or a'llocation of expenditunac. 
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Based on my personal experien~ at the Budget Departflent 

in the MOF , it can be said that, t he methods and techniques: 

applied are r:lOre or less a combi nation of' line-iteIJ, and 

performance bucgetting , which have sOIJe merits for accoun­

tability, The process of allocating fun~,at the MOF l evel , 

is: carried out by ff committee cOflposed of r elevant depa­

rtment heads . 1, l ot of discussion, negotations and bargpin­

ing is done before agreeing on a certain level f or any 

expenditure item. In the first pl ace, expenditure proposalffi 

are pr esented on detailed items. Based on this', memliers 

of ' the cOJJI:littee, wit~~elp: bi', an expert on each, review 

the request. No one can deny th e sub~ecrtvity of some of 

the techniques applied. It should not however lead one 

to conclude that the whole process is based on subjectiwe 

techniques. 

As far as trnpitral expenditure is concerned, the request 

is pres ented t o the planning body. ~he negotation, b~~ 

gainin~ seen concerning recurrent ar e repeated there Dore 

less in a simi l ar way. As the COM , EMI, and CPA clear the 

ground f or any department t o be included in recurrent expen-

d Ot th with °t I dOt dOff t 
~ ure, e crase cap~ a expen ~ ure appears to be ~ eren. 

Each ministry works out p l ans based on the overall national 

plano 

Finally, recurrent Find capital t ogether, wfuith the financing 

of each, i.e, domestic r evenue , external loan and domestic, 
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borrowinG, are decided at the Council of Ministers and 

finaJ.ly has t o be appr oved by the legislative body. 

As mentioned earli er, the obj ective of this sectirn was 

to shm! the i nsti tuti ons involved in the process of budg·eu. 

<l1lloc ation, the~:i::' power, the techniques they aT'ply. l<ailure 

to apply good technique can c~use failure in the overall 

process", However, ill good technique glone, cannrrtt; ';luaranit 
.. 

success in the budget of the Government. We will see in 

section 4~103 hO\w such procedure and technique cause 

increases in gov ernment expenditure 

3.4 STRUCTURE OF GOV.ERNMENT EXPENDITURE 

In broad t er ns , Government expenditure has two c OlJponents, 

recurrent and capital. There is no definite line dividing 

the two . However, capital expenditure may loosely be 

taken t o ne an governnebt e~enditure f or ec onomic and 

sod.al development e:Jqlressed in ffuencia>l terms. llilvest-

Dent by the non-public s ector is based on cl ear benefiit 

(profit~ objectives. BODe government investments may hav<a 

the SaDe objective as the private sector, but in most; case$ 

this is not a necessary conditi on f or ~verrrment ~&T'itaJ. 

expenditure . 
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1 

Year % 
!- ' 

1958 13.2 7.3 

1959 14.1 7.5 

1960 14.4 7.0 

1961 16.8 8.0 

196£ 13.4 6.3 

1963 15 · 7 7.2 

1964 16.5 7.2 

1965 I 16.0 6.7 

1966 I 16.1 6.1 

1967J_ 10.1 
2.9 

1. State Organs 
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Table 7. Actual Recurremt Government Expenditure for 

Administrati ve Services in Million Birr C\)mputed 

From the Annual Actual budget Report of the MOf 

2 3 4 5 
, ,- I Birr I if, I Birr;! I % -i I % % 

-------
12.0 6 . 6 i 76.7 42.4 (3 .2 35.0 15.7 S.7 

14.6 7 .71 73 •5 38.9 69.3 36.7 1703 9.2 

14.0 6.8 I 86.8 42.0 69.5 33,6 21.9 10.6 

13.9 6.6 86.8 41.1 75·1 35 . 5 18,6 8.8 

16. 4 7.7 85.3 40.0 8Ql.9 38 .,5 I 16 , 0 7.5 

15·2 7.0 87.4 40 . 3 81.3 37·5 17 .1 8.0 

16 .2 17.0 92.8 40.4 86.1 37.6 I 17 .~ 7. 8 

96.1 90.8 37.6 I 19.7 8.2 
17.9 I 7.4 39 . 9 I 

17.7 6.8 10) .8 40.3 103.0 39.2 19.9 7. 6 

17 . 8 5 .8 'j84.9 52,~t20·5J 34.1 20.1 5.7 
, 
, 

4, Internal Affairs & Judiciary 

Total1+2+3+4+) 
-r 

% 

180 .8 

188.8 4.4 

206.6 9.4 

211.2 2.2 

213.0 0,9 

216,7 1,7 

229 , 4 i 5,9 

240.5 I 4.8 

262.5 9 c ~ 

353.4 34 , 6 

2. Foreign Affairs + In/Ornation 5. Finance and Planning 

3. Defenoe 6. Annual growth Rate of the Service 

7. Percential Share from the Service 

I 



Year 

1968 

1969 

1970 

1971 

i972 

1973 

i974 

1975 

1976 

1977 

\0 
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Table 7 Continued 

123 4 5 1+2+3+4+5= Tota; 

Birr % Birr % Birr I % % --' % I % 

10 . 5 2.1 20 . 1 4.4 315 . 6 1'6";:7' 127.7 25. 8 21.2 4 . 3 495.~-r 4n~-

16.3 2. 8 24.8 4.2 383, 'j 65.1 138.9 23 . 6 25.3 4.3 583.4 18 ,8 

20 . 5 2. 2 27 . 3 3.0 703 ,, 4 I 76·9 136 . 3 14.9 27 · 5 3.0 915.0 55 · 5 

25.4 3 .0 25,2 , 3.0 627.6 i 74. 9 1127 ,7 I 15.2 I 32.3 3.9 

2[..6 2. 5 27 . 8 3. 0 695.7 75 ,9 1 134•3 14.7 36,1 3 . 9 

838.2 i- 8.4 I 
916.5 

26.4 2.8 29 . 6 3. 1 727 • 2 76.5 128 , 6 13.5 38 . 9 4. 1 

62.9 5.7 31.0 2. 8 835.6 76.i 1128.1 1107 39.8 3.6 

52 . 3 

55 ·7 

48.3 

3. 9 

4. 5 

3.9 

35 . 3 I 2.6 1062.3 79,6 I 141, 1 10 . 6 44,5 3.3 

38.9 I 3. 1 939 . 1 75. ~ I 161,9 13 . 0 I 53·5 4.2 

39 .7 3.2 926,3 75.2 165.8 1 13 . 5 I 51.8 4.2 

950. 7 

1097.4 

1335,5 

1249 . 1 

1231 . 9 

9.3 

3·7 

15.4 

21 ,7 

... ( 

I 
1 

I 
I 

I 
I 

- 1.4 I 
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ECON OJ.\ I~ § E R ,V I C ,E S, SOC I A L SERVIC 

1 2 1+2+'; , 
3 Total ' 1 2 3 4 

Bir l % Birr 7» Birr ~ Birr _~~Birr 1% : Bi~~, % I Bi rr). % J.Bir~J % Birr _ 

195~ 6.6 ~3 .1 t,,9 17 .1 17.1 59. ~ 28,6 140.7 162.71;7,9!21 . 6 4.1 16.3 2.2 3,4 64.9 
1959 8.4 23.5 6.3 17.6 21.0 58,,·! 35 .7 248 53.0 167 . 3 \ ,8.6123,6 4 . 8 6 '1 2.3 2,9 78.8 
1960 9.0 23.1 6. : 15·9 23.8 61.0 1 39 . 0 9 , 2 50,4 ;65 , ,5°5125. 3. 4.8 6.2 2.3 3,0 77.0. 
1961 10.0 123 , 8 6.0 114.3 26 , 0 I 61 .9 42,0 7.7 54 , 4 167,9 Ii 8, 8 ,23 ., 5 5. 5 6,8 2·5 ], 80., I 
1962. 10 . 5 124 ,'7 504 ,1 2.7 26 . 6 162 . 6 42.5 1. 2 .~8,~ i71 ' ,1 i~).6 21·3 5.2 5. 4' 2.1 2.2 9 6.51 
19631 1',.5 25.3 6.0 13 . 2 27.9 6105 45.4 6.8 1,6.- 170.( '-3,4 12./,7 5.8 5 .4 2.4 2.2 107,9 
1964 'j2 4 27 , 0 6.7 14.6 26 .8 158. 4 45.9 1·,·, ! 85.0 171 ,6 t ~~ · ' ~0.9 6 .3 5 . 3 2.6 2.21,1 8 .7 
1965 137 ~6 . 0 7·5 14·4 32 . 4 . 59.6.52 .0 1 3•3 ! 96.5 69,8 !)o,0121.7 9.0 6.5 2.7 2.0 135 . 2 
1966 14,9 23 , 4 8 .8 15.0 35.~ 59,6158 .7 1.5 ,0 ;07 .417;,·{ i~ ;~ 121 . 3 7.8 ,l) o2 ~.8 1.8 149 .~ 
1967 18 ,1 26 . 8 8 . 9 13.2 40.0 60.0 67.6 15. 0 .~8.2 160.31" Vi ,6 . 2 33 .. 7 ,6.2 ..• 8 1.3 208 . ) I 

I 19681 24.2 30 .0 11.6 14.3 45,'1 55.7 80 ,9 ~O.O i32·9 166.5 L ~9i~ i . 5 ' 18.2 9.2 ;;. 5 2.8 j99 ,7! 
1969 25.8 29.6 i 10.7 12.3 50.6 58.1 87.1 7.6 '; .14,7 64 .. 5!.:9 ,£.1 23 .7 16.8 8. ; 7.8 3.72G8.7 

I 1970 29.2 30 .6 111 ,5 12.0 54.8 57.4 95.5 9. 6 'j.>8.5 62, 1~ ;·5 123 , O 22 . 3 ,10. 4 iO.2 4.6 223 .5 
1971 3~ .0 36.1 14.1 15.4 44 .3 48.5191.4 4. , ;55.9161 .7 i~? ~ i23 . 5 25 . 5 [10 . 11·j.9 4.7 252, 6 
~972 I 35 .9 33.8 121.5 20 . 2 48 . 9 146.0 106 . 3 16, 3 ~7~.6 64. 21~; .! 23.3 23.9 8 . 51 •1 . 4 .0 279.7 I 
1973 I 37 . 2 ,\.3.4 25.9 23.2 48.5 43.411H7 5.00').4 63. 1 :!0 .9 23.6,31.3 9.6 '2.1 3.7 325.7 
1974 43.., 1 34.7 i 26.6 2'/ .4 54. 5 43.9 ',24.2 11,2238.2 65.6!·,5.320.8 37.0 10.2;2 . 4 3 . 4362.9 
1975 50.0 33.3/36.8 24 · 5 63.3 42.2 150.0120.8/269.4 63.2 83.0 19·5 59 .2 13.9 ;4.8 3. 4 426.4 
1976 52.7 39. 2 1 28 •3 21.0 53 . 6 39.8 134.6J10 , 3,296.7 65 . 2 84.9 18.7 57.8 12.7 '; 5.6 3,4

1
455. 0 

1977 56.7 40 .9 28.7 20.7 53.4 , 38 . 4,138.813.11325.3 59.5/98 •8 '/8.2 05 .7 19.2 'i6,8 3 .1 /546 ,6 
I ; -

Key : ,. Agriculture 
2. Industry Mining Energy , Water, Trade 1. Education 

2. Health 

ES 

% 

21.4 
2,3 
4 ,0 

:~O( 5 
1-; (' 8 
10.0 
·j6.4 
8 ,5 

~9. 1 
41'2 
4ll ~) 

I •• 

1:),0 
10 ,7 
16.5 
1'; ,4 

17,5 
6.7 

20~ "i 

3. Transport & Communicati on 
3. Community Development Social Affairs 

r. Annual growth rate 
% Percential share f r om the Servioe 

4. CuI ture & Housing 
r. Annual rate of growth 
% Percential share from t he Servioe 
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Table9. Government Expenditure for Public Bebt 

Year Internal Debt Paym External ~Principal) ExternalrInterst Total Public Debt 
ment 

Million 50 Million 
% 

Milliu I % ); % % Tota:j. 
Birr Birr Birr R 

1958= 
11.4 2.9 2. 4 

1959= 
27 . 9 6.7 5.7 

1960:= 
33 . 8 7.7 6 .5 

1961= 
36 .1 7.9 6.8 

1962= 
33 .7 7.0 5. 8 

1963= 
35 · 2 6. 9 5.6 

1964 7.4 1.4 27 . 0 5·2 e - 34 . 3 6. 6 5·1 

1965 8 . 2 1·5 27 .0 4.8 - - 35 ·2 6 . 3 4.9 

1966 8 .4 1.4 15.9 2.7 9.3 1·5 33 .6 5.6 4.3 

1967 10.5 1.3 16 .0 2. 0 19.6 1.2 36 .1 4·5 3. 4 

1968 22.6 2.5 17 . 6 1. 9 10. 3 1 • 1 50·5 5.5 4.2 

1969 30 . 6 3.0 18.4 1.8 11.8 1.2 60 .8 6. 0 4.5 

1970 36.6 2.7 15·9 1. 2 12. 6 0.8 64.1 4.7 3.8 

1971 45.7 3.1 15·1 1.0 12.7 0 .9 73·5 5·0 4.0 

1972 48.4 2.9 15.8 0 .9 15.1 0.9 79. :- 4.7 3.7 

1973 61.9 3·5 14.9 0. 8 15·9 0 .9 92 .7 5. 2 4.0 

197 4 66.1 3.4 19 . 9 1.0 17.7 1.0 103 .7 5 ,1 
''T 3.9 

197 5 70 .5 2. 8 21.6 0.8 20 . 8 0.8 112.9 4. 4 3.0 

1976 120.5 5· 3 29 .1 1. 3 26.9 1.2 176.5 7.8 5·5 

1977 196.4 7.2 41 .2 1.5 29.1 1.0 266.7 9.7 6.8 

1978x 136.1 5·5 62 .0 2.5 38.4 1.6 236.5 9.6 5· 4 

1979x 133.2 5·1 92·5 3. 5 54.0 2.1 279·7 10.6 6.1 

1980x 209.6 6 .8 H5·1 4.7 78 .8 2.5 433.5 14.0 8 .5 

1981x 254·5 6.8 195·9 5·2 87.7 2.3 538.1 14.3 8 .9 

,1982x 266.3 6.4 251.6 6 .1 99·5 2.4 617 .4 14.9 9 . 4 
I 

:b Planned 
Xl6 Only aggregate data is .available 

Ib Recurren t 

Source: Computed Annual Acyual from the buolget reports of the MOF 
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On the other hend, r ecurrent expenditure is rel~ted fo 

financi al outhws by the gover=ent t o run stnte I!lFlchinery, 

auminlilstration of governnent , defence Flnd security, pro-

visi on of s Gcinl ond economic services. The general 

feature of such kind of expenditure is that, the;}7 have a 

nature t o r epeat thems elves every fiscal year. Unlike 

carital expenditures, recurrent expenditures are nainl y 

for c onsUl!lrti on . S01'1e rroblems regarding the consUl!lption 

behavi or of recurrent can be raised in the case of educa-

tion and health. Recurren expenditure for these two sub­

sectors of the s ocial sector pl ay very si~nifi<:'f<!!It role 

in improving the quality of the la~r forc~. ~eref6re 

they are rart ly investnent. 

TIn this section gover=ent expenditure and its structure 

is discussed o What we Dean by structure is the r elation-

ship between recurrent and capital, distribution of expen­

diture among different programs( s ervices and sectors). 

The ne thod of analysis at this stage is: 

1~ looking at th e abs olute amount of fund allocated 

to each pr ogramj 

2. wprking out percential rati o f~~ each expenditure 

con,' onent 

a) ratio t o t ot a l government expendituIlej 

b) rati o t o GNP. 
. flY'ln lJ-=t-l 

"lork~ng oUc , ,,-,.L"Jw th r at es and annual average 

s r owth r ateSln 
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Sone of the objectives for using the above Bebhod's are: 

1. a l ook at the absolute figures h~ an ioportance 

which is not expressed by ratio and ~rowth r ates . 

Wo natter how large or snall a growth rat e or ratio 

is, it by and l ar ge depends on the absolute figure. 

2. unless; the above Dethod is supported by comparison 

of each expenditure it en against others , the oagnitude & 

weight attached to each c an not be clear. For instance. 

it nay be pointless to say any anount of I!loney is\ 

aillo(rated to rmy specific prograI:J. in a given fiscal 

year, unless we know its percenti al share in the total 

expenditure or in GNP. 

3. shifts in the allocation of expenditures over tiDe 

can be explained using growth r ates. Annul'l'l growth 

rate, and annual average growth r ate are use~, t he 

second one having the oerit of showing the overall 

behavior of each expenditure iteD during the 20 y ears 

in one figure, iSi:oring the ups and dO'.'ffis in annual 

growth r at es. 

TOTkL GOVERNMBN~ EXPENDITURE 

T~ta~ governnent expenditure for 195~ was 470.3 mi llion 

lBlirr. ~is is 14.7 per a:Bnt of GNP. In 1966, the finail 

year for the earli er regime , the figure was 777.7 million 

B~rr, which accounted for 15.1 percent of GNP. Quite re­

markable change in gov.ernment expenditure occured since ' 
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the change in Governoent in 1967. ~e ratio of governmentt 

expenditure to GNP for 1967 was 20.6 percent, and after 

t en years, ine, in 1977, this r at io reached to 44 percent 

off GNP. Annual £lverage E;rowth r at e of government expendi­

ture from 1958 upto 1977 wa~ 12 perc ~nt. 1£ we consider 

the behavior of the growth on annu£ll basis, we observe 

annual e;rowth rntes as high as 43.7 percent for 1975, 

34.8 percent for 1967 , and 26 percent for 1970; and a"8 

low as minus 16 percent for 1976, 1.4 percent for 1960. 

Affi f ar as the annual r;rowth r at e for GN:P is concerned, 

decline bas been recorded for 1964, 1976, and: 1977. S,ig, 

nificant growth in GNP was observed for 1966, 1969 and 1975. 

RECURRENT EXPENDITURE 

:ITnorder to get a better insir;ht of the total.,government 

expenditure, a closer look at its two cooponentffi is 

ess·ential . Recurrent expenditure for 1958 was 390 

mi llion Birr, taking 12.2 perc ent out of GNP, and 82.9 

percEnt out of the total government expenditure. TIhe 

snEre oI recurrent out of the total continued to claio 

more than 80 per~nt for the period frOD 1958 upto 1963, 

and also for the years betwee 1969 upto 1972. For t he years 

1975, 1976 and 1977, th e figure showed a decline, at around 

70 percent. In fact , if we look at "'::rble 5, the shaTe oI 

recurrent for 1978 was 56.1 percent, for 1979 it was 57.4 

perc-ent, for 1980 it was 6':\,:. percent, for 1981 it was 62.2' 
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the change in Governnent in 1967. TIhe r atio of gvvernmentt 

expenditure to GNP for 1967 WHS 20.6 percent , and Hfter 

ten years, ine, in 1977, this r atio r eached to 44 percent 

off GNP. Annual 8verage f:; rowth r at e of government eXI' endi­

ture froLl 1958 upto 1977 weB' 12 percf.-mt . Iii' we consider 

the behavior of the growth on annu8l basis , we observe 

annual ~rowth rntes as high· as 43 . 7 perc ent for 1975, 

34 . 8 percent for 1967, and 26 percent for 1970; and a-s 

low as minus 16 perc ent for 1976, 1.4 percent for 1960. 

Affi far 8S the annual crowth r at e for GN~ is concerned, 

decline bas been r ecor ded for 1964, 1976, and: 1977. Sig,.. 

nific ant growth in GNP was observed f or 1966, 1969 8nd 1975. 

RECURRENT EXPENDITURE 

fuorder t o get a better insi r;ht of the total.,government 

expendit ure , a clos er look at i ts two conponentffi is 

essential . Recurrent expendi ture for 1958 was 390 

mi llion Birr , taking 1202 perc ent out of GNP , and 82 . 9 

percant out of the total government expenditure. ~e 

shur e of recurrent out of the total continued to cl ain 

more than 80 perCEnt for the period fron 1958 upto 1963 , 

and also for the y ears betwee 1969 upto 1972. For th e years 

1975, 1976 and 1977, the fi gure showed a decline, a t around 

70 perc ent . In fact , if we look Ht "-:xble 5, the shaTe of: 

r ecurrent for 1978 was 56 •. 1 perc ent, for 1979 it was 57.4 

perc-ent, f or 1980 it was 6~:. percent, f or 1981 it was 62.2' 
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and, for the current year of 1982 it is 63.5 per<rent. 

hS far as the behavi or of r ecurrent expenditure before and 

after t he r evolution is concerned, in the pr e-revolution 

period, gover=imt exr'endi ture was mainly for r ecurrent. 

Public i nves tnent was nininal,durine; that period. 'Ilhus.·, 

the share of recurrent was very large , as we can see it 

from table 47 colTIun 9. ·After the change of gover=ent, 

the budget BEsuned greater r esponsibility in proDoting so~­

ia-l and econonic investment. If we conpare the trend of the 

budget during the 20 years and that fr oD ~978 upto 1982, 

we see a renarkabl e gap . For instance, the share of r ec­

urrent( actu al) for 1977 was 69 .7 percent and f or 1978(plBnned) 

it was 56.1 perc ent . The later fi gur e giv'!l;wrong inpress­

ion, because it gives high share of 43.9 percent for capital. 

What it all shows is that when budget a llocations ar e deci­

ded'initially, there is a t endency to fa'.-our _im7:lstnen1t. 

However, enperical evidence shows that,in the c ourse of 

implenentat ion, due to v ari ous factors, a llocation for rec­

urrent expenditure grows up v.ery f ast. 

Another area of concern in this study shoul d be the gr owth 

r~te recorded by th e two expenditure componentts . ~e ennucl 

fry-erage gr owth r at e o~ total expenditure( 1~~) is v ery DU<Ih 

the sane t o thatt of recurrent(1~), while that of c apital 

was 15.5 percentr~ 'Ilhis is another indication of the hea~ 



pressure of r ecurr ent in the t ot a l expenditure . To give 

s ome ex:mpl es , l et us l ook a t the gr owth r at es for 1974 

and 1975. Duri ng these two ye ar s, c apita l expenditure 

gr ew by 41 .5 perc ent and 74.2 percent , while t ot <rJ. expen­

diture r;r evi only by 15.4 perc ent and 43.7 rercent respec­

tively_ The r eason for t he l ar Ee gap between the two is 

as a r esult of th e depr essing eff ect of l ower annual 

growth r at es r ecorded by r ecurrent for the t wo years. 

]n order t o si~plify the anal~sis, it i s import ant at t his 

point t o l ock at what services end s ec tors the r ecurrent 

and carital expenditures conprise of. 

A. i .. Dl'IINI STRl,TION b.ND GENERAL SERVICE 

1e state or gans 

2. def ence and int er na l securi ty 

3. f or ci cn aff airs and infor~ation 

4. finence and p l anning 

S.OCH.L SERVICE 

1. education 

2. health 

3. comounity development and s oci a l aff airs 

4. c'!l ::ure and housing 

C. E6.0NOI1IC SERVICE 

1" aGriculture 

2 . i ndustry , Dining & ener gy , wat er, trade 
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3. transport and c O~Bunicati0n, c onstructi on 

Do OTHERS ( TRAnSFER PJ,b!l'1ENTS) 

1. pension 

2 . public debt 

3. IJr ovi s i on f or unforseen expens es-

4. niscellenous 

~.h e ' share of ;,dninistrative 8ervice(table 4 column 1 and 2) 

out of rrecurrent, aDounted t o 44 percentt on the aver age 

f or t he years ulto 1967. Fron 1968 upt o 1977 the share oj)' 

Adninis t;rativ:.a Service increased t o 55 per cent . 'IIhis lart;e 

share is due t o the hUf,e ex] 'ence f or d ef ence. This is 

indicated in t able 7 colunn 3. The share of defence and 

security out of hdninistrative Service was les$ than 40 

per cent for the ye ar s befor e the r evol ution . Since 1967 , 

the share of def en cre out of expenditur e f or Admini s trati ve 

Service hF\$ been Dore than 80 per cent . 
Pl anned 

j1-1 .",..,..--~::::::::=i=::;:::::::::;:====~~;=
;:~!J-,-----,:---~_.--f.11 

i scal year . share fr OD ve . shar e f r om , hare fronT? 

8ervice :recurrent otrrl ' 

I I =---;/ , 

1978 85 4 3: 24 ' . 

1979 85 , 43 24 

198(J, ! 86 1 ,I 40 ,24 " , 

1981: I 88 r. 44 : 27 

1982 I! 89 t 45 '~ 29 

Source: worked out fron t abl e 5 
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Socia-l Service t akes ar ound 20 per cent out of r ecurrent 

expenditure and ar ound 15 perc ent out of total governoent 

expenditure. ~he structure of Social Service is given 

in table 8 . Edu~ation takes between 60 t o 70 percentt 

out of the Soci a l Servi ce , with a declining trend~ TIhe 

share of 11e<11 th Hl.lL of the Soc:ial Service has been more 

consi s tent-, r evolving around 20 perc ent . hnong the s ectors: 

wi th in t he ... So<D.al ServieGP, exrendi ture f or co=uni ty 

developnent and Social aff airs has been gr owing fast-. 

Befor e the r evoluti on of 1967, the share of coomunity dev,&-

l opment and soc:ial ~~~r~ r emained l ess than 6 perc ent 

on the avernge . However, in 1977, it tinok 19 perc ent out 

of the r ecurrent e~;enditure. ~e ma in r eas on f or this 

gr owth was due t o relie~ and r ehabilitati on program 

Governoent recurBent expenditure f or Econ omic Service takes' 

v ery l ittle proportion . E·or the y ears under study, the 

share of Econonie; Servic e was around 10 l ~ercent . out of 

recurrent ex;_ endi ture . llilis shar e has in 1'977 been dr opped 

t o 5 percent out of recurrent exrenditure and t o 3.5 per-

cBnt out of the t ota:J.. government exr'endi ture. On the other 

hand however . l ar ge r r oporti on of car i tail exr endi ture goes: 

/ 

t o Economic Service. Within the structure of r ecurrent 

f or Economic oervice , the share of agriculture increased 

fr om 25 l 'ercent > at the beginninc; of the study reri od t o 40 

per aent i n 1977. On the other hand,the share of transport 

sector dropr;ed fr om 50 percent in 1958 to 40 r·er cent i n 1977. 
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1.. c ODponent of Gover=ent r ecurrent exrenditure but 821WCllfS 

not given suffi ci ent attenti on i s ', the exrenditure on 

gr oup D ( other s or 'Ilranfer rayments) . The pattern of this 

gr oup of e:~~ enditure can be 0bserved froD table 4 col=' 

7 and 8 . \:Ie can see shar p annual chanc es in this ' type of 

expenditlitre. ']0 Give a sim] l e exarrll 'l e , its 13.3 I ,erc ent 

share in 1976, increased t o 20.9 percent in 1977. Within 

the D gr oup of expenditure, we ~et F~~~i on payflent, eXlJenses 

f or public debt, provision f or unforseen expenses; and other 

micellenous expenses . 

In earlier sections ,we saw the contributi on of loan and 

borrowinG in the t otal financing of goverllLlent expenditure . 

This' s ource of fund is not without cost . It all has to 

paid back out of the t ax t he country c ollects. TIf we lo'ok 

at t able 9, ' public' . debt l' ~YTIent t akes; l es8' than 10 percent 

out of the t ot a1 gcw ernnent e:lQpendi ture. i"nother important; 

point one can not fail t o observe is, deficit financing, 

started to be s i gnificrant source of financing since 1967. 

As f ar as the allocation or structure within capit al expen­

diture is concerned , Ec onomic Service t akes; more than 80 

perc ent out of ~~)ital eXl, enditure. The s har e of Socrial 

Servic e is very l ow and inconsistent. 
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TIo sUflDnri~e the discussi on on the s tructure of covernment 

expenditure , we s aw the pattern and share of expenditura 

c or.:tponents , growth r at es Rnd the s ha:be of t ot a l gov ernmeniL 

e»penditure in GNP . It is also to be rer.:tembe:red that-., 

shifts i n the c or.:tpos tion of e~enditure were obs er¥ed. 

Hbwever , the above f or mat of analysis and r evi ew does nott 

answer the questi on why government expenditure behaved that 

~. What a:re the f aat ors behi nd the growth and al l o c a~oru 

of gov ernmenti; expenditur e? ~he next chapter is then coru-· 

cerned with such issues. 
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c:1If:iiPl'ER FOUR 

IV. IDEl~'l.'IFIC1.TION liND ANl,LYSIS OF THE DETERl'1INAN'JlS 

IDF GOVER1~NT EXPENDITURE 

In the prec edinG chapter, Gov er nment bude;et was discussed 

in general terms. We saw that r ecurr ent expenditure took 

more then 70 percent of the total . We a ls o sbserved that 

expenditure on AdIninistrative Service accounted f or around 

half of the recurrent. TIn wha~was allocated aE capita~ 

expendituro, Econonic Service had the hi r;hest and fast e$t 

increasinr, shares. 

We shall now try to unc over the reasons f or the observed 

growth rates and. ratios of sectoral dis tribution . Speci­

fically we shall r elate the distribution of expenditure 

wath s ocio-ec onomic vari ables us ing the technique of 

Multiple ReGressi on. 

4.1" IDENTIFICi.TION OF DETERl'UNi.NTS 

4.1.41 The Multiple ReGression 

]n Keynesian m8cr o-econonic analysis, ~over=ent expenditure 

is; taken as illl exogenous fac:t or, simply designed t o alter 

short-tern cyclical fluctuati ons. This does not !'lean , 

however that, it is not necessary or possible to expl3'in 
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the l eve l or pattern of gov ernDent expenditure. ~e nece~ 

c-ame . 
ssity t o explain expenditure ha~ ~ about due t o , anong other 

thinGS , the enornous pr oporti on of nati onal r esources it 

is claining and t he s peed of its gr owth. Moreover , gover­

=ent expenditure has become a- str ong and ess entiau. ins-

trument nt the disposal of poor nati ons. l!,t the same time , 

studies to explain government expenditure ar e f acilitiated 

by the availability of snitable t echniques. One of thes ~ 

is regression analysis, in which ~nediture conponents; 

as, percentage to GNP are the dependent variable~~ 

As far as the i dentificat i on of explanatory variables is' 

c oncerned, ectch exrenditure conponemt,(dependent variable ) 

will be re l~ed to a selected list of explanatony v~i ITbles: 

11. Per ca:pi t a;o GNP 

Each dependent v ari abl e will be related t o per capita 

G1TP . One reason ( 2, 15 , 17 , 19 ) f or using per c apita 

GlTP i s the positive relati onsh~p observed between the level 

of per capita GNP and level of gov ernment expenditure f or 

advanced econonies'. Another basic re ason f or r e l ating gov-

ernnent expenditure t o per capita: GNP is , as a; r esult of 

the increased denand created f ollowing greater incomes;. 

However this increased demand is not homogenous f or all 

goods and services. As GNP increases, we may expect the 

pr ovisi on of nor e r oads , hospitals and schools. Hbwev.er, 

there is nc reas ~n to expect government expenditure f or 
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defence and nnti onal security t o i ncrease . Governnen"t; 

defence eXl'enditure may incre ase in nbs olute t erns but not 

as a proportion cf t ot al expenditure or of GNP. Secondly, 

even thouGh we Day acc ept that as GNP br ows s o does the 

del'land f or Goods and s ervic es, there is no re as en for thes e 

to be provided by the c;overmJent. It is possible that, 

as GNP :'jer capita increases, people will have a better 

he alth standard and can afford to do their own affairs, 

with little governnent i nterferenac. But, in c ountries 

like Ethiopia, where per capita GNP is l ow , high illiteracy 

rate, poor health conditions, and the absence of infra -­

structure, Deans these functi ons c annot be performed by 

narket forces o 

2. DODestic Revenue 

The second eXl)lanatory vari able considered is the avail­

abili ty of dOlJestic revenue . Usually, when e~pendi ture 

decisions are prorosed initially, they ar e based on the 

availabili ty of dODestic revenue. Externa-l l oan and dOD­

estic borrowing or in gener a l deficit financing are ad just­

Dent fl1ctorlE, when dooestic r evenue fnilrr t o meet expen­

diture requirement acd the assunption held is, as the avail­

ability of dooetic revenue gr ows , needless to say, the 

tendency to spend oore is there . 
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3. EaonoBic system 

We have seen already that Pryor ( 19 ) re~ar~s the econoDicr 

system as one of the determinants of the growth of e;owe=­

ment expenditure. In particular, the s oci alist economie­

system tends to bring I'lbout far gr eater F,rowth in e;ovcern­

ment exrenditure.tltan in capit alist countrieSl_ This may' 

not be directly applicabl e to Ethiol,i a . However, since we 

h&ve seen two types of GovernneITte ., the earlier non­

socialist and later on the non-cal'italist9 we will consider 

the effect of this chanc e in policy ori entation. 

4. Other Vari ables 

Other vari ables to be considered include , the degree of 

opennes of the economy, the lit eracy r ate of the population 

and the aIJount of loan and borrowing' 32, 2). The degree 

of orennes of the econor.lY is measured by the ratio 0:t1' the. 

volume of export ru::rd import to GNP. Increasinc; inte5ration 

of ~ c ountry into the international market, is often found 

out t o be associated with increased c;overnment expenditure . 

This , however, is the r esult some r esearchers have r.leas­

ured the degree of lit eracy the community has attained, 

or is eXl)ected to attain, by the r at i o of governL1ent expen­

diture on education t o total covernment expenditure. Since 
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ttte justificnti on c iven f or including this variable is ~ 

surrnUI'.llcC: by cQl1lltnov;ersy, the use of this v ari abl e in the 

r egr ess i on node l should be int er pr et ed with c aution. 

Finally, Burkltead ' sUCGests the us e of e;ov er=ent l oan as 

an explanatory v.ariable for expenditure. 

On the basis of" the above cons i derations , the folI.vYing 

relati onships c an be formulated: 

'If. 
~ 

where Y. stands for the ratio of an expenditure compomenit; 
~ 

t o GNP; The eXJ,endi ture ratios of int erest are: 

= t he rati o of t ota l government expenditure to GNP; 

the r ati o of recurrent expenditure to GNP: 

the r o.tio of capit al expenditure to GNP; 

Y(1 

Y2 = 

Y3 = 

Y4 = the :!:'o.tio of 

service t o 

recurrent ex:penditure on AcWinistrative 

GNP; 

Y5 = the r ati o of defenc e expenditure to GNP; 

Y
6 

= the rati o of r ecurrent expenditure on Socrial Service 

t o GNP; 

Y7 '" the r c.ti o of recurrent expenditure on edu<rotion to GNP; 

Y8 = the r ati o of recurrent expenditure on healtrr to GNP' , 

Y9 '" the rati o of recurrent expenditure on Economia~ 

Service t o GNP; 

Y10", the ratio of capital expenditure on Economic &ervicE 

to GNP; 

Y11= the ratio of capita1 expenditure on Soci a>l Service 

to) GNP; 

Y12= the rat±·o of recurrent plus c apital expenditur e. om 

Economie: Service t o GNP; 

Y
13

= the r ati o of r ecurrent plus c a'Pit a l expenditure on' 

Soc±a~ Service t o GNP; 
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Table 10a V.Rlue~ for Dependent V~iable~ 

Year y, 
1 Y'2 Y3 

Y4 '% Y6 ~7 1r8 Y9 
Y10 Y11 ~12 1\:13 

1958 14.7 12.2 2.5 5 . 7 2.4 2.0 1 • .3' 0~6 0.9 Z~5 0.1 ~~O 2.1 

1959 14-5- 12.2 2.3 5~7 2_2 2.2 1:-6 0_5 1.0' 1.7 0 •. 2 ~.7 2.4 

1960 14.5 12.3 2.2 5.7 2.4 2.2 1.,4 0.5 1'.1 '1 .·7 0~3 12.8 2.5 

1'961 13.8 11.8 2.0 5 .·5 2 . 3 2.11 1.4 0.5 0 . 9 1.1 0.7 ~.O 2.8 

196Z 14.0 11 .5 2.5 5.1 2.,0 2.3 1.6 0.5 1.1 11.5 0.7 ~.5 3.0 

1963 14.3 11.5 2.8 4 . 9 2.0 2.4: 1.7 0 . 5 1.1 12·0 0.5 B· 1 2.9 

1964 15.2 11.8 3.4 5.1 2.1 2.7 1.9 0.6 1.1 2.4 0 •. 6 3.5 3.3 

1965 15.5 12.2 3.3 5.2 2.,1 3.0 2.1 0.6 1.2 2.2 0.7 3.4' 3.7 

1966 15.1 11.7 3.4 5.1 2.1 2.9' 2.1 0 . 6 1.2 2.4 0.8' 3.6 3.7 

1'967 20.6 15.9 4.7 6 . 9 3 .6 4.1 2.7 0 . 7 1.3 3.4 0.9 4.7 4.9 

1968 21.7 16.6 5.1 9.0 5.7 3.6 2.4 0.8 1.4 ~.2 0.9 5.6 4.5 

1969 21.8 16.5 5.3 9 .5 6.2 3.4 2.2 0.8 1.4 ~.5 0.7 5.9 4~1 

1970 26.0 20.9 5.2 14.0 10.8 3.4 2.1 0 .8 1.5 ~.5 0.5 6.0 3.9 

1971 25.8 20.6 5.2 11.7 8.8 3.5 2.2 o .C) 1.3 4.5 0.6 5.8 4.1 

1972 27.8 22.0 5.8 11.9 9.0 3.6 2.3 0.8 1.4 5.0 0.,7 6.4- 4;.,3 

1973 28.4' 22.2 6.3 111. 7 9.0 4.0 2.5 0.9 1.,4 5.3 0.9 6.7 4.8 

1974 31.9 23.4 8 . 6 13.2 1'0.1 4.4 2.9 0.9 1.5 7.3 1.3 8.8 5.7 

1975 42.0 28 . 2 13.8 14.7 11 . 7 4.7 3.0 0.9 1 .• 6 12.6 1.0 14.2 5.7 

1976 35 . 9 25 . 4 10 .5 1'4' °1 10.5 5.1 3.3 1.0 1.5 9 . 0 1.2 10.5 6 . 3 

1'977 44~4+ 31.0 1B .4- , 13.9 10.5, 6.2 3 . 7 1.1,1.6 12.2 1.0113 . 81 7 . 2 
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Ta;ble 10b Val ues for Independent'; Vari a'bl es 

Y..earc X1 X2 X3 X4 X5 X6 

1958 119.9 10 .4 2& .. 7 8...6 31.1 0 

195<] 1"24'-. 3 10.9 26.3 10.7,! 25,:.,0 0 

1960: 129.5 10.7 24 . 2 9.6 26.1 0 

11361 134.2 10 . 6 23~2 10. 3 23.6 0 

1962 143.2 10.3 23.8 11.,7 26.7 0 

11363 147,.9 10.6 23.2 12 . 1 26.2 0 

1964 14'+.5 11.1 24 r 2 12.6 26.4 0 

1965 14'('. 5 12.0 26.2 13.5 22 .4 0 

1"866 160.5 12.1' 28.9 13.8' 21.0 0 

1967' 155.7 12.9' 30.0 13.2 32.2 1 

1968 164.5 12~7 28.6 11.1 34.Cf 1 

1969 17,9 .1 ' 15~5 30 . 8 10.0 24 . 8 1 

1970 185 .1 16.6 32.7 $' . 1" 30.4 1 

1971 196.:g 17~9 32.4: 8.4 25.2 1 

1972-' 207.11 19.4' 38.4 8.4' 26.'(} 1 

1973 211 . 4 21 .2 36 .4 8 . <] 23...6 1 

1974 210.6 22'.7 36.7 9.0 2<9.2 1 

1975 223 . 9 24.0 34.6 7'.,1 42.9 l' 

1976 214~0 25 . 8 40 . 2 9 . 3 28 •. 3:- 1 

1117T 206. 5 26 .3 38.2' 8'. 3" 40.8' 1 
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The exp12~atory vari abl es cons i der ed are the f ollowing : 

X1 = per c £ll) i t:rn GNP in Birr; 

X2 
_. Domestic re\\€nue/ GNP; 

X3 - Export plus import as 3' r atio of GNP; 

X4 = the r ati o of r ecurrent p;ov.€rnment expenditureo: 

on education t o total government expenditure ; 

X5 = the r ati o of externs:l l oans and domestia-. 

borrowine; to t otal r evenue ; 

X6 - dummy wari abl e f or change of government; 

As we can see fro~ above, the def.endant v ari abl es to be 

explained are toteriL gov ernment eXl'enditure and its com­

ronents ', such as r ecurrent and capi t fl'l or distri huti'orr 

~on~ services such as Administnat i nn , Social and Economy_ 

The exercise c an be extended to include mor e detailed 

sector a l break-down . But, since it is necessary to limit 

oneself t o a Danae; e;a:ble degr ee, we will limit sectoral 

analysis to defence' and security, education 8nd hea·l tho 

~.1.2 REGRESSION RESULTS 

1. T.otal CLovernment Expenditure 

A. result of the stepwise re(l;r ession analysis reported 

in table 11 is; 
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1Y1 = -15.397 + 0.031X1 + 1. 243X2 + 0.470X
5 

1.698 0.015 0.098 O.037(s-:-andDrd error) 

9.067 ~. O84 12.632 12.561( t v~lues) 

adjusted R2 = 99.33% 

Wariables X3
" X4 , and X6 were f ound t o be not sif~nitr.i=t 

gndl were dropped by the stepwise procedur e . According t o 

the estimated equations, X2 ( domestic revenue) explaine~ 

93.88%of the 'Aariati on in L1 ' 1!Ild X5 ~lotm) improves; R2 

by 5.4% , and )[1'( per aa<pi t a : GN.P) only by 0.15%. The ov.er-

8'11 adu~.sted R2 f or the equa>tion is very l arge. Moreover, 

the ~efficients in the equDtion ~ll have the correct si~ 

r:t is an obvi ous point that the lwai l abili ty of revenue 

in a c ountry d et er min es the l evel of expenditure. 11e __ n-

theless, it should not l ead us als o to attribute the growth 

in expenditure only t o the availKbility of domesti~ revenue. 

In f n-at, as the c oeffici ent of domesti c r e __ nue indic::ates" 

~ one perc~nt increas e in the r atio of domestic r evenue 

to GNP, is . 4ss ociated with mor e than rn 1 . 24 percent 

increase in the rati o of t ot a1 expenditure t o «iiNP. This 

is; an indicati on that borr owing and l oan play 1!Il i mporttantt 

r ol e in the deterr:Jinati on of gover nment exrenditure. Orr 

the other hand , the per c~ita GNP v ariable(X1), tho~h' 

sllatiffitica-lly Jli r,nid;-cant; is 'Very .srnl'J!lJ::. · . Viariables. like' 

the de£ ree . of op8.I}.Uess of the . e~onony an,d J.i.ter.aa:y are. 

not sie;nificlant i~"fi~enc e s;~ . "., . • 
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T,atJle 11. Re ,·;.!ess i on Resul tSl, Coefficients, '11.' values; and' R2 

X1 
X2 X3 X 4 X5 X6 

R~ 

Y1 c 0 .031 1.243 0.470 99.33 

t 2.084 1li.632 2.561' 

Y2 c 0.807 -0' •. 047' 0.195 1".61'2 98 •. 49 

t 14.686 2 . 082 5.,304 2.887 

Y
3 

c 0.713 -0.184 0.285 0.219 97.97' 

t 10 . 575 2 . 965 3.652 8 .722 

Yl4, e 0~320 -0 . 486 2.729 95.311 

t 5.476 3.916 4~622 

Y5 a: / 0.062 -0~604 1 .643 96.0 

t 6 .305 5.615 1 2.503 

Y c' - 0 . 012 0 .233 0.244' 0~043 0.773 97.86' 

6 , 
3 . 093 10.4~1 9 .519 5.108 5.046 

t 

Y
7 

c -0.005 0 .136 ! 0 .186 0.026 0.396 99'r-43 

t 4.491: 20 . 263 24.10';' ro.340 8.558 

1'8 c 0.021 0.138 92.87' 

t 6.587- 3.929 

Y
9 

c 0.004\ 0 .D23 0 •. 008 8. 133 89.66 

t 4 . 681J 2~229 2.624 2 . 099 

Y10c I 0 .638 0.164' 0 .152 0.212 97.40 

: t ' 8 ~784 2.456 1.805 17. 849 
I ' 

. 

y ! i 0.061 0.101 7/2 r-23 
'11 c ; 

t' 7.1'45 4.168 
, 

0 . 652 - 0 . 142 0 .176 0.222 97.38 
Y12c \ 

ti ; 8 .469 2 .003 1.979 7.158 

IW13(:; I -0.0091 0.307 ,0.047, 0 .342 0.042 0 . 980 97.95 

t i -1.920 17.986 i 1.563111 190 13.631 4.350 

-a t e : <'!: = coeffici ent 

t = t v:a1ue 

R? = adjusted n2 
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T·ahle 11. Rec·;.!ession Resul tS3, Coefficients, f.' values. and' R2 

Xi X2 X3 X4 X5 X6 
R;:' 

Y1 c 0.031 1.243 0.470 99.33 
t 2.084 11[.632 2.561" 

Y2 c 0.807 - 0' .041' 0.195 1"~61'2 98.49 

t 14.686 2.082 5.,:204 2.887: 

Y
3 

c 0.713 -0.184 0 .285 0.219 97.97 

t 10.575 2.96<; 3.652 8.722 

Y4 e: 0~320 -0.486 2.729 95~31 1 

t 5.476 3.916 4~622 

Y
5 
~ 0 • .062 -0~E504 1.643 96.0 

t 6.305 5.615 2.503 
Y c" 6 -0.012 0 .233 0.244' 0~043 0.773 97.8.6" 

t 3.093 10.491 905'1'9 5.108 5 .046 

Y
7 

c -0 .. 005 0.136 I 0.186 0.026 0.,396 99'r-43 

t 4.49"1: 20.263 24.10-;' 1ro.340 8.558 

YiS c 0.021 0.138 92.87 

t 6.587, 3.929 

Y
9 

c 0.004 \ 0 • .023 0.,008 0.133 89.66 

t 4.681 I 2~229 2.624 2.09.<2 
Y:10c 0.608 ... 0 .164 0.152 0.212 97.40 

I t 8~784 2.456 1 r-805 7.849 . 
Y11 c ; i 0.061 0.101 7(2e23 

t' 7.1'45 4.168 , 
0.652 1-0.142 0.176 0.222 97.38 Y12c 

t ; 8.4€)9 2 . 003 1.979 17.758 
W13C" 

I 0.342 0.042 0.980 97.95 -0.009 I 0.307 ,0. 047 

t -1 .920 I 7.986 i 1.563 11 190 3.631 4.350 

'Ote : e: = coeffici ent 

t = t v:a'lue' 

R~ = adjusted R2 
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2., Recrurrent Expenditure 

As in the C380 of t ot 01 expenditure , the DoSt inportant 

explanatory v0riable is dOl'wst ic revenu e(::::2) , contributing; 

~. percent t o ad justed R2. ~e other i Dportant ~iwble$ 

on the basis of their c ontribution t o R2 are, l oan and 

borrowing(X5), dunmy vari able (X6) and lit eracy proxy(X4 ) . 

~e estiEnted equat i on is 

Y2 = 0.912 + 0.807X2 0. 247X4 + 0.191)X5 + 1 ~612X6 
2.04 0-.055 0~118 0.036 0.558 

0 0 

. (s t andard erIron) . ./ .' " ./ ~ 

0.446 14.688 ~082 5.304 2.887(t walues) 

adjusted R2 = 98.5% 

As far as the r e l ati onshi p bet ween dODestic r evenue and 

recurrent. expenditure is' concerned the r e levant coefficien1t 

indicates that as retio of domes tic r evenue increases by 

one percent , recurrent increases by 0.8 percent . rt thus 

confirns the tendency of alloc8ting additional doaestic 

revenue t o c onsuD.pt i on . A c OrJparis on of r ecurrent and 

domestic r ev enue f or e8ch year shows that doaesti~ r ev enue 

marmot cov er evew the consuQpt i on expenditur e , l e t a l one 

supportinG investnent-
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'IIhe coeffi cient of the dUI'lDay v aria111e ( f or the chanr; e 

of Cov er nnent ) is l ar ge and si [~nificant , indic ating 

that the GroVith in r ecurrent expenditur e is very nuch ' 

influenced by it. However, X4 ' though significant , shoul:d 

be int er pr ated with great caution. In f,eneral , as the 

rat e of literacy increas es , government supplied denand 

for goods and servic es should also increase . But, in th~s 

particular equation , the var iabl e ' s contributi on t o R2 

is too 1 0vI to indicate that the gr owinc; rati o of r ecurrent 

to GNP was not associated with a pr oportinate increase of 

gov ernnent expenditure on education . The declininr; share 

of educati c)n will be explained l at er on. 

Sone inportant differ ences that can be observed between the 

behavior of recrurrent and t ot [1'l exrendi tur e are. the 

f ollowinc : 

1 . per c ~~it a' GNP is a s i gnificant influence on the 

t otal but not 0Ir' r ecurrent exrendi tur e; 

2 . the duooy vari abl e is a s i r;nificant influence on 

recurrent expenditure but not Qn the total expenditure ; 

3. the r atio of f,ov ernnent expendi ture on educati on 

t o t ot a l i s a significant influenQ~ on r ecurrent 

expenditure but not in the t ot al. 
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3 _ Cupit ni EX]?endi ture 

~he reGr ess ion equation of this component is: 
= -9.337 

1.,766 

5.285 

+ 0.714X2 ..- 0.184X3 
0.067 0.062 

10.575 2.965 
adjusted n2 

= 97.97% 

+ 0. 285X4 
0 . 078 

3.652 

+ 0 . 219X
5 

0.'J25(st.error) 

8. 772( t v,alues.) 

'l!he; v.a:riables included are X2 , X
51 

X4 and X3 jjrr· that order 
of inportance. V.ariabl es like X1 and X6 are not signifi­
<mIlt influel1oces;. 1.S in the case with th e total and recurr-
ent expenditures, the mos t inportant vari ables are domestie' 
revenue(X2) and loan and borrowing(X

5). ~ough sir,nificantr 
the contribution of X4 and X3 to n2 is very small. 

So far we have seen the results of the r egression analysis 
of the recurrent and capital expenditure cooponents. Of 
a-ll the eXlJl a.natory vpriables considered, domestic rev.onue 
and loan & borrowinc appear to be tho Jllost significant 
ones in each of the three equations. The percapit~ GNP 
v ariable appeares only in the eq)lation for total expenditure , 
while fihe' dumny is important only in eX1plRipin:& recurrent; 
expenditure. Even thouKh we notice a growing share of 
capital expenditure during the study period, the fact thrrtt 
the dUL~ variable is not important in explRining it, 
indicates that no significant change has occured in the 
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~lloc ati on for c apital following the change of ~Dvernnent . 

Despite sone differ ences in st andard errors and t values; 
the adjusted R2 for the three equations is al nost the sane 
and l ar ge . 

IIn order to get Dore insif,ht into the nature of recurrent.: 
expenditure, we will decol'Jpos e it into .b.doinistratiwe Ser-
Ti~, Social Service and Economi~ Service conponents. The 
resul ts are : 

Administrative Service 

= 7.387 

1.807 

4 .. 086 

Socil?-:1 Service 

+ 

0.05B 

5.476 

. ' ", + " • .j • 

0~590 ( st. error) 

4.622 ( t values) 

YI 6 =· -2.268 - 0 .012X1 + 0.233X2 . ;+ 0.244X4 + 0.046X5 +O·?7XS 
0.597 0.0041- 0.022 0 • .025 0.008 0.1~3" ( st. error 

3.800 3.093 10.491 '3'.519 5.108 5" .. 046 
( t vailues) 

adjusted R? = ~0 



- 97 -

Economic Service 

0.2~6 0 0 . 01D 0.003 o ~063' ( st, erron) 

0 •. 142 4.681 2 .229 2 .624 2 .099 ( t v a lues) 

adjusted R2 = 89 .66% 

01: a ll the v ariRbles cons i dered in r e l ati on to i.dninistrro-
tive Service, only domestic r ev enue , dummy and l i teracy 
pr oxy are s i cnificant . Indeed , we observe l are;e coeff '-
icient for the duooy v ari ab l e , fonfirmine; the ~lready 
stated fact that under the pos t-revoluti on peri od the 

allocation of fimd f or adl'1inistr3ti ve acti vi ties·. has been. 
tremendous'. 

The ner ative sic;n associated with XL;. (mn be exp l ained only 
by I dis r l aceoent eff ect I, i. e , the fact that a s the alLlo-
rrat i on f or Adninistrative Servic e increas es, educ~tion 

suffer s propor ational decline in per <rentase share. \"rtit hl 

the exception of X
3

, a'll oth er v aria'b l es a r e s i gnificant 
in the equati on for Social Service. We a~so observe IT 

negat i ve coefficient for perc 1'l1'i t'a' GNP. T.his· is be<m.us e , 
while percarita has r.Jo r e or less s h own an upword growth', 
the r ati o of recurrent expenditure on Social Servic e to GliP 
r emained a l most the same . 
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Rel'Jark(1bly enouf,h , X
2 is not s i r,nificant in the equ ati oIill 

afre«Urnarrtt f or Economic services. As in the other 

equations" X3 is- rrot sif,nific-ant either. Loan 8lIllQ 

borrowine; thouGh sie;nificrmt, h a£ a very soa'll cuefficient,. 
EvBn thouGh stil] larGe , the equation f or econonic' 

services has n snaller R2 than the others. 

Defence and Security 

T'he tremendous e;rowth recorded in c;over='ent expenditure 

i~ due to that in recurrent, which in turn; is dominated 
by growth in funds clair.18d by .hdministration in(dusive 
of defence exp enditure . The re~ression result for defenea 
is': 

y: 
'5 = 0.333 cv 'O.062X1 

2.079 0 .009 

0.161 6.305 

adjusted R2 = 96% 

+ 0.604X4 

0 . 107 

5.615 

+' 1i. 640X6 
0 •. 656 (st . ernor) 

2.503 ( t V81ues) 

Lookinr; at the variabl es i nc luded , we find per-capi t a; 

to be s i Gnificant with a pos i tive sign. 'lIhe rosit ive s i e;n 
contradicts results. by other studies;. .hs, Pryor has- slite;e;-
est ed , t he society does not necessarly increase its 

demand for defence as per capita· GJ.I.'P increases. However, 

the supply for increasine; defence expenditude Day i ncre asa. 
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The supply fof funds ~ay be ~atched by do~estic r evenue 

or borrowinc: , but these are not sir;nificant in our 

equation. We n180 see that 8' stront; cODpetition for funds 

between educ ~tion and defence is reflected in the ner,ative 

sign of the c oefficient of X4 • Growth in e;overnment ex~ 

penditureon defenCB has been tremendous; in the pos~~revo­

luti on period , as can be seen fro r:;! the larf,e coefficient"-

of the dlLWlY v ariabl e for chanp;e of f,overnmentt. 

Education 

All other v ari ables except X3 are significant here as in 

the equation for Social Service. The equation for 

education is: 

Y7 = -1.85 -o.005X1 

0.180 0 . 001 

10.263 4.491 20 .263 

adjusted R2 = 99.43 % 

Health 

24 . 101 

+t-.d26X
5 

-tD.396X6 

0.002 0.~46 
( st. error) 

10.340 8 . 558 
( t values') 

fhe reGressi on equation for this component is 

Y8 = 0.313 + 0.021X2 + 0.138X6 

0 . 038 0.003 0 .035 ( st . error) 

8~100 6.587 3.929 ( t values) 

adjusteel R2 = 92 . 87 % 
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In contrast to the rreceedinr; equati ons , onl y dooestic 

r ev enue =cl the duml'lY ar e s i p;nific cmt here with a very 

small value of the coeffici ent of the former . 

To better underst and our r egr ess i on r esults, one thing 

should be not ed . This i s that, in the allocation of funds, 

the capital and recurrent expendi tures; ar e conpetitive. 

A f, r owth in one of t hel'l is possible in ~ number of ways: 

either at the expense of the ot her, (dec line , c onstant or 

l ess increoent) or by Dobi lizinr, large additi onal r esource 

t o effect hi~h cr owth in bmth . However , the coo-

ponents nay also be conplimentary. For i ns t ance , if 

there i s c ontinuous and sufficient investment on r oads;; 

t he need t o allocat capital can eVfmtuall y decline , and 

onl y naintenance cost will be needed . It will be other­

wise i n other cases such as the building of schoo l s or 

hospitals. Hence capital expenditure will induce growtrh 

i n r ecurrent e:x:pendi tur e . 

In the light of this', r egr essions wer e estioated f or gow­

ernoent expenditure on capi t al and r ecurrent t ogether for 

Social Services and Econol'lic Services . The equ ations ar e : 
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1. Social ServIDces 

Recurrent e~'enuiture 

Y6 = -2. 268 -O.012X1 +O.233Xd+O~244X4 +O.046XS+O.77X6 
adjusted R2 = 97 . 86 % 

Ga])ital expenditure 

Y11 = - 1.288 + O. 061X2 + ~. 101X4 

adjusted R2 = 72 . 23 % 
(Recurrent+ Gani.tiil]) expendi ture 

Y13 = -2.88 -0.009X1 +O.307X2 -0.047X
3 +0.342X4 +O.042X5 

+ 0.e8x6 
adjusted R2 = 97.95 % 

The equations f or Y6 and Y13 are siDilar in all respects. 
except fcr t he appeRr ance of X3 in Y13 only. We can 
understand fr oD Y11 that recurrent expenditure is Dor e 
i Dport ant than capital in Social Sexvices. 

2. Ec onoDi~ Servic es 

Recurrent expenditure 

Y9 = -0.033 +O .004X1 +O.O~3X4 +O . 008X
5 

+O.133X6 
adjusted R2 = 89 . 66 % 

GB:pital expenditure 

Y10 = - 8 .1 38 +0.638X2 +O.164X
3 +0 .1 52X4 +0.212X5 

adjus t ed R2 = 97 .4 % 
£ Recurnent + ~pital)expenditure 

Y12 = - 8 . 306 +O . 652X2 ... 0.142X
3 

+0.o176X4 +O.2a2X
5 

adjusted R2 = 97.38 % 
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Unlike the c as e \~ith Social Services , c apital expenditure 

is l.1ore i fJport an t in Econooi c Services. This c:an be s een 

fr om the s ioilarity (,f the equations f or Y10 and Y12 • 

~e c oeffi cients. in the equation of Y~ are very soall, 

indicating the weak relationship between recurrent expen­

diture f or ~conoDY and the re~ressors c onsidered . 

4.,1 .3 Addi ti ona-l Fac t ors (funs idered 

There is no doubt that political , s ocial, econol'lic and 

other natural f act ors have oajor r oles t o plSlf in deter­

DininG gov ernoent expenditure . Other than the variabl es 

included in the rec r essi on analysis of the last section, 

fact ors like war, drou~ht , and other natural calaoites, 

do affect the behavi or of f.c vernoent expenditure. Plannr 

ing is kno,ill t o have influence on the siZl.e of the gowern­

ment budGet , the allocati on pr ocedure or t echnique , the 

lev;;el of t ee1mol op;y, efficiency in the workine; of the publi~ 

sector, exransion of instituti on, the history of a country , 

the nuober alld harmony of nationalities and other ethnic: 

gr oups ( 19 ). 

A detailed and succ essful analysis of all possible fact orS' 

that can affect covernoent experlrliture is very difficult. 

We can nevertheless; explor e sone of the r elations ignored 

by our r egr ession anal ysis . 
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As far the eff ect of plannine; in covernment eXl'encliture 

is concerned, Pryor indicat ed that the two are related 

direct l y, e;over=ent eXl'erlditure beine; an instru1'lent co=­

only appli ed in the implel'lentati on of plannine;. 'rhe real 

relati onship between the two lies in the fact thlrt, pl1l!lll.'­

inp.; influences the pr ocess of prJii.ori ty settine; in the 

economy :md the ov erall deve l opnent. Thus', if plannine; 

~ives priority t o the e;r owth of acriculture , industry, etc ., 

the all ocation of funds and resources will reflect this .• 

Lh the eX:1erience of Ejl'hi ol 'ia., the ~ver=ent hffil been 

settinG priori ties of this kind in a' series of plans umfel1. 

both typeff. of rec i n es. 

Another point where planning can influence Government 

expenditure is., the tendency to incorporate all sip;nifiC'.anit 

activities within the public; sector , which cr eates si5ni­

ficant r ressurc on f,ove rnment expenditure. 

As mentioned in earli er chapters, the alloc ati on procedure 

and' techniques appli ed do als o influence the overa~ l si~e 

and structure of e;overnnent expenditure . The origin Q~ 

the idea of est ablishing any l'linistry or departnent is 

not always clear. The advantap;e (;= ctLsadvantaf, e of the: 

existence of any institution at a rarticulID:' peri od of 

til'le :iiI5 not looked at in t erms of budgetary i nplication: 

until the institut ion has already been established. TIt 
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will be very difficult to r:; ive enriric al evidence of the 

naGnitude of the contri bution of this factor to the Growth 

in r;overnnent expenditure, becaus e it will nelm studyinc; 

the history of Government in~tituti ons . However, it can 

rea£noal.lly be arp;ued that at the EMI and CPl~ level, finan­

ci~l issues Get less importance. 

AlthouGh the final bUGet has to be approved by the hieher 

l egi slative body, the fraJ!lework of it is f ornulated at the 

MOF. If lve are to nake cri tical assessment of the system 

and technique applied at the riOF level, it is necessary to 

note the followinG: 

1, The basis for allocatinr; funds to any exrenditure iten 

of a particular department is narrowly related to the 

previous year ' s (~rant, irres pective of how it ha-s been 

ioplemented. Thi~ often l eads t o wrong decision, oven 

or l ess Grant; 

2. The objectives Rnd tarp;ets i . e , the overall progrmls 

of a certain departnent for a p;iven fiscal year are 

f or mulated by ea~h r espective ministry, and the MOP 

doesn 1"(; have n"eitb"er the tradition nor the cap3ci ty 

to revi ew and evaluate them in tota~ity. In other 

words, there is no techni~e to weiGht the i mportance 

of two or mor e depaftments within a ministry and anong 

ministries . What the ' budcet co~ittee' does or can 

do is to Grant funds to each in an adhoc fashion. 
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3. As f rlr as recurrent expenditure is c oncerned the 

budget cODDittee are not sure on how nuch they should 

offer to each itel'l or departI'lent. One criterion for 

sE1Yin[5 whether or not any level of expenditure is larGe 

or snall is the availahility of revenue f or ~~location. 

It is connon experience at the Budcet Departnent to 

r evise the origina~ allocation for each , after looking 

at the overall Gar between revenue and expenditure 

pr oposals. 

Our Re[5ress i on analysis has shown that donestic revenue 

is. i.'.' siGnificant variable in deter !:lin:;'nE expendiiture. 

llilis is : true as far as actual revenue and expenditure 

is concerned. However this f actor is not considered 

at least at the lower level of decision naking. 

Probably the c;rantinf, of funds t o institutions and 

procrans without knowledp;e of the r evenue constraint 

is one basic reas on f or the bi g gaT between the original 

budget [md ac tu8l implement ation . One IDay argue that: 

whatever allocat i on has been DranE£> is eventually '.::oum:l 

te; be linited t o the av ailoble fund. KnowledGe of 

the estimated leve l of revenue for a coming fisc al 

year at the time of decision may not then be import ant . 

']).his is- true for the overrdl expenditune. But the 

allocation of fun cL among alterna.tive progr ams \"ill lJe.: 

affected very much. Thi~ is proved by the l ow ratio 
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of original t o actual f or cnpitnl as cmmpnred to r ecurrent 

expenditure. i.hat tltis Deans is that when actual revenue 

falls ahort of the estimated level and/or expenditure 

ite!'ls also Gr ow !'lor e than the originally al l ocated, it 

is rrapital e~~enditur e that suffers the consequences. 

ffis~ ony is full of inst ances of war causing tremendous 

growth in covernment expenditure. The First and Second 

World Wars' eX}Jerience of moffit European c-ountries' is:. a 

clear eXlli"':lple for this,. Cbuntries CRn allocate Rny level 

o~ fund for defence even if the country is not at war. 

'llhis Crul pro'!i'abl y be justified on the Ground that t o safe­

guard or, as the n~e indicates , t o defend the ~untry 

from any future eneny or threat reqcjres enough readiness~ 

But IT w,ar situation is D1U'e;inally different from def ence 

i n that, wr:,x is a'decleared or not , hugh military activity­

( 19 ). Har situati on c an als o t erminate after certain' 

period while def endinG the int eGrity Rnd security of a 

country is a continuous experienc e (17). 

Even thouCh ther e nay arise a' l ot of c ontrov ersy on how 

t o differenti at e expenditure f or def enee an~~ it is claar 

that the two conbined claine larce r es ources in Ethiopian. 

History. Ethiopian hist ory , starting fr o!'l the time of 

Tewodros upto now is rich in conducting war against f or eiGn 



- 108 -

and/or int crnal orr c,Jti cn by succ essive gov ernments. In 

the l ast three dec ades , Ethior i a has "on e int o war against: 

Somali ? , f or two times. These wars d i d n ot pass; wi ti:hXlUt 

sc:alinEj up the l OV.Bl of def en<re expenditure . In addi­

ti on t o t his ', we <Jan s ee s ome par allel between the chanGe 

of p; overnI1ent [md larf,e gr owth in def"ence expendi tune irr 

1967, nnd the WBr situation vii th Sonalia in 1%9/70. 

'!!he i nternal war in the Nf)rth of the c ountry has c aused 

f!1 jUlClp in cov.ernment expenditure in 1974. 

ElClpcric ITl evidcn~e from cf)untri es with war experience 

indic ate that n o dec line was obs erved in gover=enit expen ... 

di ture after the war is ov en ' ( 1'9 , 117, 32 ) . The qu estioI!l 

tha~ i omedi atcly comes t o the I1ind is what is the casc 

in Ethi opi a. One vivid answer will be , gov ernI1ent expen­

di ture and speci ally that f) f defence has n ever shown a 

slight dec line . In f act there was a fast ~rowth during 

the stucly peri od . lit is possible t o argu e tha-t , we shuuld: 

not expect f,ov crnuent eXlenditnre t o show a decline, 

simply bec ause the war haG not c ome t o an end~ Rut as 

the experi ence of tJther countries indic:ate" it i s; alffiO 

foss i bl e n ot t e exre~ a decline in defena:e exrenditure , 

ev en', if the wo.r c omes t o an end . One possibl e r eason fOJ) 

this; will be thc c ountry ' s defenc'e reqllii.rement mao' <ront­

inue t o demand the existnnG l ev e l of expenditur e . 
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lit will be hard to show the eff ects of t echnol oF.Y on gov­

ernment e:X:llenc~i ture in this study, Howev er, we can men­

tion s one of the ways in which it can affect e;r owth in 

eXTenuiture. nt is possible t o Rive num er ous examples 

as f ar as this roint is concerned . The tYle of bui l dine;s 

us ed by the Government, the type of equir,ment us ed in the 

construction of r oads and hous es, equipI:lent us ed in hos­

pi tals, in transport and co=uni(l'ation , noderrr equipment 

f or war, all do influenc e th cost of sUl-,r; lyinf, [';ocds; and 

services by the f,overnment-

No les s than the eff ec t of t echnoloe;y , effici ency in th~ 

supply of e;oods and s ervic es by the [,;overnIlent als o play' 

an inport ant r ol e in causing e; r owth in expenditure . 

Althoue;h we cannot f or nally rrove tl're above ca-s e , we caJW 

s ee t he sane f actor clail!linr; a' lare;e number of pers onnel 

t o produ0B or perfor m the sane functi on. ]t should be 

understood that the introdu oti on of nodern workine; systens ' 

that increase effici en cy f or all f,overnment units plalfffi 

e' gr eat r ol e in controlling government expenditure. 

Alonr; with this we should c onsider the expansiIim of' ins­

tituti ons under the public sector. Many snall units or 

departnents :'J f the :rast huve now gr own to becone hie; 
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institutions or ninistr~es . Mor eover t he size of each 

~it under each ministry has f, r own tremendously. The 

number of sub-heads in 1958, f or Administrative Services 

was 58, f or S oci~l Services 27 and f or Economic Services 

22, c oming t o a t otal of 107. In 1966; the r espective 

fi f,ures r eached 68 , 46, 40 and 154. In 1977 the fi5ures 

were 74, 62, 56 ,192 r espectivel y . 

4.2 JillUiLYSIS OF MAJOR FINDINGS OF THE STUDY( 

4.2.>1 !palys is of the Results 

]In the pr eceeding chapter , an eff ort was Glade to identifY 

f actors that could be r es[,onsibl e f or the gr owth of goVl-

ernment exr,endi tur e . Usine; the r egr ession model, statis­

tical r esults wer e obtained . T'his was further supp l ement ed 

by ~ consideration of additional fact or s that wer e not 

included in the r egr es sion. 

I .t is i J7lI,ortant t o stres s at this point the r e l evance of 

identifying and r~atin5 va~iables behind the growth and 

allocation of fund amon5 functional cat egori es . In priv.ate 

sector activity , expenditures( c osts) are measured aGainst 

r esults. Even in the publi<r sector, it is possible t o 

r e l at e coSt ff' and benefits . However , expendi tur es i ncurred 

f or r unning state aff airs oft en do not directly r esult irr 

I 
I , 
J 
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immedi at e t ancible benefits and ar e har d t n evaluat e on 

thi s basis. The i dentificati on of de t er minants of expe­

ndi ture is a neans' of creatine; an a l t ernati ve basis ' f OIl 

evaluatine; the behavi or of government expenditure . ~he, 

nost c ommon analysis nade on f.ov ernment expenditure is 

t o r elate it t o per car it a GNP. So f ar the experi ence 

is that, thi~ f actor p layffi significant r ole in explaining 

. . . r ' " ]. 1 t .. " .: totaJl p;overnnent· 

expenditure , r ecmrrent expenditure f or Social Services . 

and dei1'enc e expenditure . Even .thDugh it is also significant­

i n r e l ation t o recurrent expenditure f or Econ omic Services 

the slope i s'' v ery s l'lall. Per capit a- GNP is not at 1%'11 

a s i gnificant . f actor in the t ot a l r ecurrent, c apital, 

Ad!'linistrati~ Services, educ ation , health, capit al f or 

Ec onomic and Soci al Services. 

Per c apit a: GNP is an i mrort ant ec onomic vari able. Bilt, 

a£ we can s ee fr om the abov e c ases, th e expenditure c om­

ponents f ailed to show any r e l ati onshi p t o it. There are 

two points t hat Dif;ht foll ow frOD this. F'irst, th~t per­

p:apit a' GNP is not a s i gnific ant det er minant cf many com­

ponents of eXl 'endi ture may indicat e the e;r eat er importanC't). 

of non-economiC' f actors in expl ainine; t he compon entS':. 

Secondly, we should not e that many authors have been c on­

cerned only with t ot a l r;overnnent expenditure , which! is an 
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appr oach r ejected by Nuse;rave ( 15 ), who arp;ues that _ 

cov ernnent expenditure should: be divided into its components' 

befor e it can be explained. The f act th~t per <mpi ta:' G"]\;'1' 

is signific ant only with r espect t o few <romponents c onfirras 

Mus gr ave ' s coneerrr. 

With the help of t abl e 11 , we see the "degree of openess 'J 

of the econoLlY measured by the ratio of i mport plus export 

to GNP(X3) to be signific8nt in eXl'laining the over all 

capit a l expenditure, particularly f or Economic Services and 

also the r ecurrent expenditure plus capital for Socia~( 

(equati on T.13 ). ~s a whole, however, it is a weak var­

i able in the nodel. 

~he dUDDy v ariable for the chane;e of covernment is an 

important expl anat ory f actor in all components except t o~al' 

e~endi ture and capit al. There is not any sicnificnat 

difference in the r ati o of cRpi t a l expencli ture t o GNP 

before and after the ahange of governaentt.. There is how­

ever significant change in the ratio of recurrent expen­

diture to GNP after the chRnf,e of F,mvernment despite the 

declinin~ share of r ecurrent in the total . 
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TIn many s tudi es , the r ati o of t otal p,ov er nment expenditure 
t o GNP , has "f-Jeen u sed as nn exp l anat or y v ari able in expen­

how ditur e components . The exercise helps t o show each expen-
ditur e component hehaves against total expenditure. It 
is clear t his v nriable is a siGnificant influence.' im i n­
dividual c omponents in the Ethi opian c as e . However t ot aL. 
expenditure is financed by domestic r ev enu e and/or external 
l oan and domes tic borrowing . rh the Ethi opian case , we 
ar e int er es t e l: mor e i n it s financing , i. e , how each experr-
diture coml'onentis r e lat ed t o dQ.mestic r ev enue and borro-
wing nnd 10=', becaus e , it will be es s en t ial f or policy 
dec i sions;. 

Domestic r evenue appear as a sicnific ant v ari abl e in all 
but t wo of the 13 equ ati ons. The equati on for the r ati o 
of defence expenditur e and r ecurrent expenditure f or Eco~ 

omic Services are the exc ept i ons. The r eas on behind the 
excepti ons mi ght be that the F,r owth in defence expenditura 
was s o large that the r ati o of domes tic r ev enue di d not 
r esult i n an increase in renurrent expenditur e f or Economic 
Servic es. 

FinancinG expenditure thr ough domest i c r ev enue is comp­
liment ed by l oan end' domes tic borrowi nc . The fact that 
this vari able is s i F,nific ant in many equ ati ons supports 
Burkead( 2 ), who suc[:,ested t hnt l oon should be us ed as 
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an explanatory variable in the analysis of f,ov ernnent 

er~en(,i ture 0 However , even thouGh the variable of l oan-

borr owinc is s i gnificant its coefficients are very sIiralJL. 

Keeping this i n Dind , if we try t o r el ate t hi s t o the 

rati o of actual perforI!lance of l oan and borr owing t o the 

revi sed budcet, the r atio is 52.5 01 
/0 • At the early stages 

of decision maki ng , the larr;e gap between domestic revenue 

and total government expendi ture is expect ed t o be c ov er ed 

by the use of l o?n and deficit financinG " Howev er, the 

r esult is not as expected. Due to delays in obtaining the 

aJ'Iount of l oans nnd at the same time lack of adequate 

prepaxation in rrojec t p l an and impler'lentat i on, actual 

capital expenditure is very l ow. 

Another v::triablo suge;ested by some and also included in 

our equation is th E; proxy f or lit eracy , i. e , the r ati o 

of go~rllr'len~ expenditure allocated f or educati on to 

total exrendi t ure . We observe twn signific ant points here: 

1. Unlike :besul ts fr om other s tudies , this vari a:b l e is: 

siGnificant i n a ll equati ons exc ept in health ; 

2. I n sone of the r esults obt ained , the r elev ant f oeff­

icient ha:s a negative sign. If we go back and l ook 

at the rati o of the v~~able , we see that it i s a l mos t 

constant thoughout the study peri od , while the r at i o 

of dependent vari ables shows. some growth. That CmT 
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possi1:r:Qy be 3 r esult of the "displ ac enent eff ect", i. e , 
that as r ati o of expendi t ure f or other s ect ors increases, 
no increnen:t . is expect ed in the r ati o of educ ati on. 1,.ll 
in all the coef fi c i ent of de t er l'lination ( R2 ) is v ery 
l ar f,e f or all t he equati ons. 

Even thouGh descriptive anal ysis of ~overnm ent expenditure 
may not be fr ee of ~ ontr0v ersy and criticism, it is the 
beli ef of t he pres ent ~tudy, that it will s erve am eqga~ 
purpos e as t he an~lytical st atistical exer cis e . At this 
point we need to s ee the theor etic al behavior of gover nmcntt. 
expendi t ure i n t he Ethi opi an si t u ati on. Acc or dinG t o 
Burkheod ( 2 , p . 27 ), s ome of the f unclanent al ch Rr Rct er­
stics of c;ov ernment expenditure are : 

1 . For a v ari ety of r easons, t he Gov er nment finds it 
difficult t o r educe t he s ize of i ts eOl' l oy ees; 

2. It is beli ev ed that the pr ovisi on of goods and services-, 
by the gov ernment is intended t o s atisfy the int erest 
of its c onsumers. However, wh en gov ernment pr ogram 
decisions ar e shaped and structured not only th e wants 
of the c onsumers of government goods and s ervice s but 
also by the wants of the decision mak ers; 

3.· i.ltltouglT Gov er nment expenditure i s Rn ec on omic variable , 
:i it is t he r esult of a political decision. Thus', unlike 

the private s ect or, ec ononic effi ci entry nay be sacrificed 
i n i ts deterninati on. 
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4. Govcrnnont eXI'enditure is covernedhy the peculi arity 

of public £;oods , the provisil>n of which it finances:. 

In the market, int ensity (Jf cleL1and is r eflected in the 

price, which is n ot the case in the pr ovisi on of publiC'. 

13 0 0 ds • 

5. Finally, Governnent pr ogr 8lllSare marked by an e l ement:; 

of coercion , which is absent in the privat e sector. lih 

the Barket no one is required to buy any specified 

quanti ty of good~ and services. Hbwever , after a 

p;overnnent procram has been proposed , r eviel-Ted and 

adopted, taxes have to be levied f or its support, at some 

point or other. 

R l ook at the differ ence between recurrent and capital 

c osts sheds sane additional liGht on the over all behavior 

of r;overnnent expenditure . "Re(!.urrent costs Rre those 

associat ed \~ith the oper ati on or maintenane e of f a".ilities 

or aseet&. Typically , it includes the cnsts of sal ari es , 

wages ; equi pment naintenance and spRre parts , supplies, 

utiliti es , personel-on-job-trainine; . " ( 44, p. 46 ) . On 

the other hand" Capital costs are those costs concentrated 

at the becininc of a project and as sociated with the 

es tablishment of productiv e capacity and phys ic al infr~ 

structure . These include the costs of installation of 

plants and equipment ; construction of buildings ; purchase 

of vechicles; int i a l investnent in hunan capital."( 44 , p.16) 
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In practice , thore Rr e often cons i der abl e difficulties i n , 

dis tincui shinG between c apital and recurrent expendtture . 

In nost c~ses , time seens t o be the mos t important f act or 

of distincti on between them • .' C'apital c os t most oft en 

occur nt int erval s c r eater thRn one year an~ their 

accrue over longer peri od , whil e r ecurrent cost occur 

mor e fr equently , yi e l di np, immediat e coneumpt i on benefits~ 

4.,2.2 Government Expenditur e and Ec on omic Development 

GDvernment budcet , whi ch is a r eflection of the existinG 

e«nnomic, political and s ocial conditions of a nation , 

i s a-Iso an instrument in sharinG them . CDovermnents like 

to spend more m(lITey, ci ti ZlOns do not like to pay more taxes. 

Itt i s fun~lamentraI tiD r ealiZ'e in the study of government; 

expencli ture that, decisions ab o1,l<t puhlic expenditure ar e 

t akenpiliitically . That politia:al decision i s however 

influenced by economi c , s ocinl and cultural fact ors at 

a particular peri od of a country. 

At thi s point we need t o r e l ate the theoret i cal a:ssessement, 

~ ~ the r ol e of government budGet specially expenditure 

to development objectives i n Ethi opi~ This indeed is 

the bas i c probl em the pr esent study wants t o addr ess.. 
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Ethi opi a i s one of the l (' as t devel oped countri es. \Je als o 
know t hat t he c0untry has been makin~ vari ous eff orts t o 
allevi at e the rrobl ems as s oc i ated with backwor dn es s '. 
AlthouGh s ome of these pr obl effis have been miti r:;a t ed it 
is sti 11 i n the mi ddl e of IX survival s truf~cl e . J.. t a 
time wher e f ami ne is hox erinr.; over a vast eX}::e.nse of the 
country viC need t o paus e f or C{' whil e and make an inquiry 
into the past and the future . 

Even thouGh th~ study on f amine by many has not r e ached 
a' p'lint wher e the fin al wor d has been s a i d , it h8.'S con­
tribut ed a l ot t o explain f ac t or s behind f amine. 

As t he results of the studi es made i ndicat e , the issue 
of f ami ne i s mor e fundamenta11 than has l)een earli er tho­
ught by manyo Thus, it r equires 8:. fundament pl s oluti on. 
It is not ~) ec ause t he pr es ent s tudy is pr epar ed t o discuss 
the issue i n det ail , but t o indicate that no d eve l opment; 
<mn "!Je envisaced without att aking f amine in a fundament al 
s ense . I nquiry i nt o the bas ic and fundamental caus e s of 
famine and under develor ment is e ss enti ~l inor der t o pr ovide 
s olution . Ther e i s no doubt, the issue is surrounded 
by controversy and ther e iso, no basic s tudy made s o fax as; 
t o the c aus es of under dve l oI.lment in Ethi opi a . vl.e c an 
s af e ly s ay that carital a ccumul ation i s one of t he mai n 
caus es and r esults of under devel opment. The abs ence of 
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=pital f or investment li es at the r oot of the country's; 
development pr oblem. This is a result of the l ow level 
of private and cr.vernment s avin~ . Thus inorder to enhnnce 
investment, Government savinG should be boosted . Govern­
ment savinG is in r,~ner&l, the difference between domes tie 
revenue and recurrent expenditure. 

ill the r r o!:1o tion of development, the private sector and 
public sectors have their r es l, ecti ve r ole t o play. As 
we have already indicated several times, the poss ibility 
c· f using the privat e sector in this r espect is limited. 
The Government on the other hand, di r ectly and indirectly 
is in a much iDetter possition t o shoulder the r espons i bility. 

~e present study r eveals the experience of the country 
in its al l oc ation of fund , its use of deficit financing 
ami the revenue side. More than any other instrument, 
government expenditure seems to be the best available at 
the disposal of the Government. nbe ov er all situation 
in the developin5 countries, the socialist orientati on 
of the Government, combined t ogether, give suffici ent 
justificatioIT for the Goverllflent to act t o fulfil the task. 

As we know it, fiscal policy is the concious r egulati on 
of the e(:mnony of a- country by the coverilllent and budgetins 
is the art of rec onciling revenue and e~)enditure. Hbwever 
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the c ollecfi on of tax or allocat i on of expencli ture for 
runnin~ state affairs or f or non-ec onomic purposes is out­

to side fi scal policy . It is hard therefbre r elate Ethiopi~ls 
budp;et with fisc al policy. But one thinp,; is clear. The 
CLovernment is involved in inve s tment f or s ecial and eco-
nomic development. Mor eover, the collection of tax fr om 
the private and public sector will have an effect on the 
economy. The Government ' s continuous, res ort to deficit 
financin~ c an be mne fact or f or causinp; inflation, which 
will have an eff ect on the national ec onomy . 

l~ll i n all our pr esent concern is how can the Government 
increase its savinf~ ? ThiS'" is poss i ble by increas ine; tax 
as is a lways sup;p;ested , and/ or reducknr, concumption (re­
current expenditure). The i I1port ance of'the present study 
should be viewed on the basis of thi$ idere. Aso Teame(21) 
has pointed out i n his study on taxat i on in Ethiopia, much 
is to be desired in increasinr, taxati on. 

On the other hand, on the basis of our pr esent study , the 
experience of Ethi opi a r eveals that, ther e ia. a lways the 
t endency f or c onsunpti on t o take the r,r eater share. ]h 
fact recurrent expendi ture c onsunes a l most Greater than 
domestic revenue. Go~ernment capital investment is fina-
nced throuGh f or eir,n l oans and domestic borrowing . Thus 
t o depend fully on f oreign loan, e; iven th e problems asso-
ciated with i t , and deficit financing f or pr omotine; 
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investIaent l:>y the Government beC0P1eS cri ti ca'l . Therefor~ 

even t houc;h increasin[,; t axilt i on clln be supported, that 

increIaent should be r e l ated and v,eer ed to increasin~ saving 

and investment. Equally as the Ten-Year-Perspective-Pl~ 

(TYFP) has poi nted out , much CRn be expected fr om t he re-

current expenditure. This can be achEeved on a number 

of alt er natives . Lt can be nchi eved l)y: a ) r educinr; the 

p.eesent l eve l of recurrent expenditure , I'lore l'refereablJ;r. 

on ~radual basis; b) by keeping it At · its pr esent level; 

and c) by reducing its f,rowth r at e . ~hoosing any one 

alternative would r equire asassSIaent of Iarnny factors. 

But what we shoul d understand is that, curbing the e~an­

sian of t he bureaucr acy shoul~ be t he ber,inninf, f or applying 

any alternative . Effi ciency measures should be introduced 

in the r ublic sector. This is true not only for r ecurrenit 

expenditure but 11:9' well f or the over all public sector 

spendinc; . 

The pr esent s tudy deeply r ecogniwe s the need t o rel~e 

taxes and expenditure . We have seen that domest ic r evanue 

is l ess than t he fund r equired f or r ecurrent . It should 

be clear that tax c ollected from the poor peas ant , makinG 

struggl e for survivRl from fal'line, and tax and profit fr oID 

the public;:, enterprises is being used t o finance recurrent 

activities. One cannot SRY that there crre other sources 

f or runninG recurrent activities , or that these sources; 
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should. not be used all. The f oll owine; exanple or expla-

nation could be i mport ant in making the point cleRr . 

Public enterprises pay 50 % of their f, ross pr ofit ffiffi t~ 

Moreover, t he renainine; porti on also is submitted t o the 

Central Treasury in the f orn of r es i du a>! surplus. 'TIhiSl 

financi al ~ra«nice . Should~ereviewed and be concerned Dora. 

on how the enterrrises can best be expanded and be c ome 

strone _ Another example which can be nentioned is the 

collection of tax froTI ap;riculture which r equires much 

attention. If the final ob jective of the Goverllflent i~ 

t o i nprove the livinG condition of the peasant society, 

no effort of the Governnent could be as e;reRt as a~lowine; 

the peasant t o solve his own pr oblem by himself. Specially 

Given the pattern of expenditure in the past, the alloc­

a;ttion procedure and pr ohl ens associated with it, pulline; 

res ourc es to the center could be counter productive. 



- 123 -

Vi. CONCLUSION 

Ca~ital accUtlulation is on e of the main macro-economie 
problens facine Ethiopia at present . A$ n r esult, the 
c ountry is in a vicious circle of pov erty. lilly effort 
in the future shoul d address this probl em adequately. ~he 

p~ivate and public sectors and/or internal and external 
r esources can be mobilized t o increase investmentt. Since 
the present study is limit ed to the ~entral Gov ernment 
bude;et, recomLlendations and conclusions given are r elated 
to i-tr-.. 

Basically, the means t o increase investment is by increasing 
gov ernment and private s aving . Gov.ernment savine; is the 
difference between domestic revenue and recurrent expen­
diture. In ot her wcrds r esources that ar e produced over 
~year but not consumed and r eady to be i nv ested are takerr 
as savin[~ f or that part icular year. 

On the basis of the pr esent study , we h~e seen that the 
l ev e l of tot a l gov ernment expenditure has been gr owing 
tremendously. Specially, government expenditure f or 
r ecurrent, and particularly that of aUMinistratiwe serv~ce$ 
has been claimin~ a sir,nificant porti on of government budget. 
T,he share of government expenditure in GNP has a-lso been 
gr owing f astly. Upt o 1966 its share was l es$ than 15 %, 
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c ompar abl e t o @any developine; countries . 1fut in 1977;, 
the f i cure has re ached upt o 44 %. It has been indica t ed 
in t he study that, per capit a GNP appear ed t r> be weak 
de t er @inant of expenditure . les can be r ec lYllect Imd also 
t o be expected , expendi t ure f or r ecurr ent and adoinistrati on' 
has been influenc ed more by non-econooic f ac t ors'. It has 
als o been poi nted out t hat goverm'lent expenditure has; been' 
influenced by p l anninG, !.'I'lloc ati on t echnique and pr ocdure, 
war and drouc ht , ineffi ci ency and the introduction of 
modern technol ocy. 

lfu Ethiopi a , the level of r ecurrent expenditure i s graater 
them the availabl e clo@estic r evenue , l eadinc t o defi cit 
financinc . Ther e is no ar f,ul'lent as t o the strone; des ire 
of the e;overnrJent ~ t o r educ e the level of defi cit. This 
des ire can be fulfill ed in a, nuober of ways, s ooe of which 
could be : 

i. t o increase tax 

'llax r evenue can be i ncr eased by either increasine; rates. 
and/ on' by introducinr; new t axes and i mpr ove the existing: 
systelil . However, the abov e s t at el!lent c presuppose; the 
existence of potenti al tax t hat has not yet been t apped 
and als o the exist enc e of s ome kind of ineffici ency in, 
the t ax c ollecti on system. 
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ii. to roeJuco or control "expenditUl;;e 

As fDr ns government expendi ture is concerned a number 
of ~roposals c an be f orwar ded. In the first place 
we cm) sUBCest t o reduce the over all budGet by the 
anount of the deficit. This is not a move towards a 
ba~nnced budget on annual basis . However, the buaeet 
shoul d s OI:l.ehow I:I.OlotB t owords balance over a peri od of 
l one time , say five t o t en years. The questi on that 
is hard t o nnswer is from which expenditure c ateg orie~ 

t o cut. There exists no f,u i de line t o dID this. 

Des pite such kind. of pr ()blem, we c annot ';al so pr opos e to 
cut all expenditures across the board , r egar dl os s of type 
of proer nn . Thus we c an I:I.ak e s elective cuts. ht the 
eRrly st ar;es of devel opment f or inst ance, since expenditure 
f or education nnd he alth ar e c onsider ed t o be iI:l.portant, 
gr eater investment on them is Bssentia11 

Reducinc Gov er nment expenditure may be difficult in the 
short run. If such !'leasure is difficul t - po li ticCl'lly , an"other 
better step is t o control or arres t its f, rowth. Btrin~to 

methods should be uffed t o add up t o the existing l evel 
of expenditure . This can also be Dade on s e l ective basis ". 
The government shoul d r eduqB its investment on ar eas where 
the privat e s ector can do bett er. If the poss i bility to 
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privat fu ze public ent er prms es is not ther e in the near future 
they c an be nade to oper ate on self-finance . This will 
reduc e the 1)urlden of the r:over =ent budget of i1:tB: del!land 
f or inves tment fund . Theref9r~, the pr oclamati on that 
a~lowed the f or mati on of the~ e public enter pris ea should 
be r evi ewed and revis ed . 

As f= as c ontrollinEj or reducine; r ecurrent expenditure 
is concerned , we need t o include t he case of defence expen­
di tur e . Def enc e res claiming a siGnificant porti on of 
the nCl.tional budr-et. Our empirical study i ndia:ates thnt 
defenrre and war expenditure ar e gr owing at a fa£t r at e 
and deficit financinf, has been us ed t o finance it. We a nn­
not say deficit financing has been used only: fo r investl!lenit 
since hiCh proportion of capit a l has been financ-ed by l oan 
and a ls o that domes tic r evenue is l ess than r ecurrent. 
Thi,$ indic ates that defi cit financing has been uded t o 
financ e consunpt i on. 1.110c ati on f or defenc e and war are 
decidGd on politica l and milit ary e;r ounds . Howev er, if 
that decision f ails t o acc omadate econonic and financi al 
consider ations , it i$ hard t o expect f or the l evel of deficit 
t o decline , and at the same til!le we should expect advers e 
economic si tuati on as a r esult of it. 
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Basically increasinG t axat i on and r educing expenditure 

ar e the main means, to narrow down the level of deficit .e 

However, these two ortions " r e difficult to i mp l enent 

speci ally in t he politic nl sense. Thus the Government 

prefers t o use deficit financing inst ead of incre asinc 

t ax and reducing expendi ture . Currently there is .8 . leg:J:l 

limittation for the amount of deficit the Government can 

use. This l egal f oundati on is specified in the Special 

Decree N°3, NO 4:/1988 (G.C). According t o this decree , 

th ere ar e : 

a) Direct advances 

for the r urpose of ov ercoming fluctliation' :i:im the' ot-dinar;w 

revenuo of the Gov ernment the Bank may make direct 

advances to the Gnver =ent, pr ovided that the total 

of the outs t anding dire~t advances t o the Government 

shall not exceed at any time 70 % of the actual 

or di nar y revenue collected during th e previous fiseal 

year of the Gov ernment; 

b) Treasury Bill 

at no time shall the amount of Treasury Bills l;urchased 

and held as security by the Bank and those pruchased 

by banks and other financi al institutions exc eed 25 % 

of the actual or dinary r evenue collected during the 

previnus f iscal year of the Gov ernment; 
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c) Government Bonds 

The Bank !:lay r urchase Government Bonds with maturiti es 
of not ;;lOre than 10 years fr om the dfl.t e of issuanc e . 
At: no time shall the t ot a l amount of such bonds held' 
by the Bank exceed 55 % of the actual ordinary rewerru~ 
c ollected during the previous year of the f, overnment. 

Tha Go¥ernment should realize the fact that, deficit 
financinr, c an be us eful only f or short tern adjustnent 
in the fluctuation of revenue and not a sir,nificant and 
per manent, s ource of financ e . In our rmalysis of the 
deten:inants of p;overnment expedrli ture , we saw fact ors 
that were included in the r egr ession mod el and als o s ome 
addi ti onal fnct ors. If we revisit s "me of these fact ors. 
we may rrob~bly come out with s one r ecomnendati ons for 
impr.)vel'l ent • 

Amonr:; the "Iclditional fat ors we considered to have influenc e 
on the growth of gov ernment expenditure were, expansi on 
of institutions, ineffici ency in pr oduct i on and conSlln­
ption of public goods and services, fund allocation t echnique 
and procedure, war and drouv,ht. 

1 
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TIhstitutions are vechicles to imr l enent the ~ro~ram of 
the government ·, . They play important rolE) in promotine; de­
velopnent in interpretinf, ~overnment intentions and 
plans . We have seen the role and functi on of the Ethiopian 
Manar;ement Institute ( EMI ) and) Central Personnel l~Dency 
( CPl, ) • Expansion or cons Glidation of institutions 
should r efl ect the level of economi c develoFmebt of m 
country. Ministries, agencies nnd other institutions should 
not be estRblished without due consideration f 0r their 
financrinl implioations. 

A s econd fpetor we should conside~ will be inefficieney 
in production and c onsumption of public p;oods and services. 
Efficiency on the supply and demand of r,overnmentt budget 
will enable to increase tax and reduce expenditure. 
Effici ency is in general getting more benefit f or less 
cost. The applicRti on of the concept of efficiency is 
important in all fields, in servicing giving of educ-
ation and henlth or in overall administration and in 
conducting war. Lack of efficiency contributes t o the 
growth of Government expenditure . 

HOwever, the problem one enc ounters is how do we measure 
efficiency in the public sector. iillother hard fact is 
there is no incentive in the r ublic sector f or reducine; 
cost. As D. result we need to apply the conc.epts of public. 
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financ e t o separat e what s hould be consider ed rublic ~oods . 

Even if servic es hav e t o be pr ovided by the e;overnment, 
sr:ry like educati on find heal th , pr oper pricine; policy 
should be ~pli ed t o r e cover c osts. This measure has been 
important in introducine; efficiency of consumpti on in the 
public sooial services. 

Another I1ethod t o impr ove effici ency is t o i mpr ov e the 
t echni ques =d Elethods of budp;et alloc Rti on. The current 
syst em of budE:; et alloc ati on requires imr r ov ement. In the 
past , more enjlhasis' was made on the det ails, with l ess 
att enti on t o the af-'c;r e f~Rt e . Even thoup:h types of budf;etine; 
like Zer o- Bas e- Budge tine; and Pro[,r Rmminc , l:'lanning , BudcetinG 
r equire hue e vol ume of i nf or natit,n and t Rke a' l on €, pr ocess 
tili make decisions, gr aduRl move t ownr ds t hem should be 
initi at ed. This has t o be worked out in line with the 
ov er all fisc al ac tivity of the Gover nment. 

Fina~ly, it has t o be r ecof,nized well that ther e ar e fact ors:· 
like war and dr ought, that contribut e t o the f, r owth of 
p;ov er nnent expenditure , which th e GDvernment tdoesn I t haVie. 
direct or eaSlf me ans t o control at l east i n the short-~ 
Aggression by f oreign power or internal unstability are 
unc alled' of disturbing; f actors. However, we are sure 
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that they r:equire and coml'ete f or resources that CaIT< be 

used for deve l opment. The recurrence of drought for a' 

long tine has claimed a lot of hunan and mat eri a l resourceffi. 

Famine IJ.nd droubht have double erl.ged effect on the budge'!!;. 

On the one hand they reduce the volume of revenue the 

GDvernment can collect and at the same ti~e the Govern­

ment has to increase its alloc ation for alleviating its: 

effect. Grontinuou8 and concerted effort is required ta 

combat its effect and achieve meaningful result. 
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