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ABSTRACT 

The po int o f departure o f this study was a n examination 

o f the limita tions o f the traditi onal appr oach t o consumpti o n 

a na lysis in the developinG countries . An a l ternative appr oach 

was developed a n d applie d t o the socio- e c o nomic r ealities o f 

pos t-revolutionary Ethiopi a . The appr onche ' permitted one t o 

a nalyse h ousehold c onsumption pat t er ns o f the c ountry fr om 

diff erent aneles. The st~tly suggested that th os e wh o a r e 

c oncerned with c onsumptio n planning Gould be able t o contribute 

more t o t he de velopme nt o f the national economy by r e c onsidering 

the ir appr oach t o the subject . 

. ... 
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CHAPTER I 

I NTRODUCT ION 

Consumption is an important determinan t o f th e l e ve l o f 

material well- being o f the peopl e , a nd as such it c a n be t a k en 

as ~~ 9 o f the important success indicators o f t h e performance o f 

an e c (' nomy. Personal cc' nsump tio n a cc ounts f or about '79 per cent 

o f the GDP in the c ountry. It ca n be assumed that it will a ssmume 

more a nd m"r e importa nt as t h e e c c n omy gr 0 ws . Ext ensive and 

inte nsive rese a rch into the fact ors that determine the changes in 

the l e ve l a nd compositi (' n o f futur e de mand c c nstitutes an i mport­

ant aspect o f nati onal e c on omic planning . 

However , s o far resea rcher attempt t o analyze the patterns 

o f c onsumpti o n in the c ountry by f ollowing the c onve ntio na l appr oach 

in s pite o f the fact that Ethiopi a , being a de v e l oping c ountry, has 

certain fe a tur e s which may lessen the importance o f traditional c on­

sumptio n theory as a fr ame work f or pr ac tica l r e s earch. For exampl e , 

Ostby a nd Taye Gulilat ; a n d Asmer om Kidane
2 attempted t o make demand 

a nalysis in Ethiopia wi th in the context o f tradit i o nal c onsumptio n 

theor y . Mor eover, institutional factors may be important determinants 

o f c onsumption patterns. Thus , an e xaminati o n o f all the relevant 

f actors may be in or der . In soci al i st Ethi0pi a ol d institutions are 

giving way t o new ones. These ins titutions ane! their e ff ects on 

personal c onsumption must be studied . In additi o n , tr ends in the 

devel opment o f consumption should be identified . 
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In this study, it i s hoped , the po s s i b ilities o f 

e x pl oring a n a lt ernative appr oach t o c onsumptio n a na l ysis in a 

tra nsitio na l s oci e ty, such a s Ethiopi a ) wil l be e xamined . In 

additio n , thi s s tud y may be a n eye- ope n er t o policy-ma ker s a nd 

p l a nners h y e xamining th e pr ohl ems o f t he politica l e c on omy o f 

t h e tr a nsitio n peri od a s f a r a s th e contr aditions be twe n c onsumpti on 

a n d a ccumulat i o n a r e involved . 
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NOTES ----

1. Ostby and Taye Gulila t , "A statist i cal Study of th e Househol ds 
Expetlailte.re in Addis Aba ba". Easter n African Ec onomic Revi ew , 
Vol. 1 , No . 2 , Dec ember 1969 . -

2 . Asmerom Kidane , The Demand and Pri ce Structure f or Selected 
Food Produ c ts in §thi opia : An Econometric and Spectoral Analys i s 
(Ph.D . Disertatio~, The Pe neyl vanni a Sta t e Uni versi ty, 1973 . 



CHAPTER II 

A CRITICAL EVALUATION OF THE POSTULATES OF TRADITIONAL 

CONSUHPTION THEORY 

A. THE THEORY OF CONSUHER BEHAVIOR 

In what follows an attempt will be made to present a critical 

e valuation of the assumptions of the neo- classical theory of consume r 

1 2 

behavior as had been developed by Slutky; Hicks and Allen and Samuelson~ 

The evaluat i on will be made in relation to the problems of na tiona l economic 

planning in developing countries in general, and Ethiopia , i n particular 

without claims to a forma l account of d~mand theory and the or itique of 

its logic . 

First , we will consider the implicit assumptions of consumer theory . 

An important assumption of the theory i s the doctr ine of consumers ' 

Govereignity. One form of this doctrine i s that consumer s ' choices 

influence the patterns of al location of resources through the free market 

syste~. The i mplic ation of this postulate i s that primacy is gi ven to 

consumption via.-a-vis production . However , the primacey of production 

cannot be doubted when we consider the l aws o f soc io-economic development , 

let alone the objective conditions of developing economies . Harx , f or 

example , stated that production determines consumption .in different ways. 

He noted, that " ••.• production produces consumption (1) by creating material 

for it (2) by determining the mode of consumption (3) by developing 

consumer needs for those products which only it has created as an objec t~' 
4 

However , this is not to deny the importance of consumpt ion. Thus, Harx 

stated that "without production there i s no consumption; but without 

consul'lpt·ion there i s no production. It is consumption which by destroying 

the goods give Bit a finishing touch; the produc t i s a produc t not only 

as an activity transformed into an object but only as an ob j ect for an 

a c tive sUbj ect. ,,5 
-4-
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Th e doctrine . of consumers' sovereignity po stulates that the 

individuals choices can be taken as the dominant fact or that deter mines 

the allocation of r esources in a free market economy .
6 

However , the 

r ele vance of this do c trine , perhaps , becomes e ven more ques tionable 

when W ~ c onsid er de veloping economies s uch as that of Ethiopi a wher e 

the market mechanism itself is imperfect and t h e a ll oc a tion of e xtr emely 

scarce resources i s e xpect ed to be gui ded l arRely thro u gh plans. One 

asp e ct of thes e plans is to a lloca te resources efficientl y be tween the 

pr esent and the future gener nt ion. However , it is unlikely that planners , 

say , in Ethiopian c an mobilize i nvestible funds by r e lying primarily upon 

individu a l pr eferences in an effort t o maximize future consumption . 

Mouric Dobb, f or example , notesthat " when it comes t o · choices extend i ng 

over time, individual prefe rences a r e notoriously irra t ional and exhibi t 

a t endency to myopic understimation of the future , due to wha t Professor 

Pigou has aptly termed. ' deficiency of telescopic f a culty' in individual s 

a consideration which is r elevant not only to the choic e between present 

consumption and . ~aving , but a l so t o th e choice between dur able and non­

durabl e goods."? 

A r elat ed assumption i s that of independence of consumer s ' cho ices. 

It seems unlikely that the individual's prefe r ences a re ori g i nated and 

ehapffii n insol at i on . The formation of preferences is t o a large e xtent 

a soc i al pr ocess , in which imitation and d ifferent i at i on are i mportan t 

elements . Duesenbery ' s relative income hypothesis and the Veb l enesqu e 

ef f e c ts ca n be cited . 8 Thu s Dobb , f or example , a r gued tha t " th e consumer 

gnd his want s a r e a soc i al pr oduct , moulded both by the commodities 

which enter into his exper i ence and by the social standar ds and cue toms 

among which h e has been reared . 9 The pr ac tical importance of thi s 

proposition is that planners and policy- makers can shape c onsumers' 

pre f e r ences , for e xample, through the production of new products or 

restriction of the production o f old on e s, 
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The theory of consumer behavior is to a large extent abstract ed 

from some institutional set-ups that are today important i n developing 

countri es in general a n d i n the s oc i alist ones, in pa rticular . The 

disr egard o f price contr ol i·s a case i·n point . Any theory tha t 

purports to be reali stic within the cont e xt of na tional e c onom ic 

planning in deve l oping countries must incomporate pric e contr ol as one 

of its datum to the system .
10 

Traditional c onsumpt i on theory explicitly assumes that t astes 

(covering al l non- economic facto r s such as age ,. f amily s i ze , social 

class ,c geograph ic· loc a ti on etc •. ) r emain sta ble in the short p eriod •. 

That is , patter~s o f consumption in the s h ort period are assumed to 

be essentially influenced by economic factors (price s and inc ome ) a l one . 

This postula te may pass empirical test, in par ticular, i n developed 

1·1 
eC'onomi cs . However , . t astes may sisnificantly change in fast - g» owi ng 

ec'onomie s e ve n inthe short period . 12 For e xample ,. substantial migration 

of people from rural to ur ban areas may t ake place i n a period of less 

than ten year s thus a ffect i ng the o ve r all c onsumption pa r a me t e r s. In 

the sec ond place , nat i onal economic planning in deve l oping countries i s 

to a gr ea t e xt en t c oncerned with l ong t e r m dynamics of consumption 

instead of concentrating on the probl ems of marginal ad j us tment around 

a stationary equilibrium. An economy t hat i s e xperiencing a struc tural 

transformation i n likely to b e ch aracte rized by displ acement, unc ert-

ainit y and a disequilibrium path o f gr owth. Dobb , for e xampl e, noted 

that "it becomes appar ent that dynamic gr owth- path may be h i ghly 

unstable ; that so called a d justment processes may involve fluctuations 

which c an even be cumul ative, or at l east sel f- perpetuating ; and e ven 

whe n fluctuat ions a r e of self-dampi ng kind , the process o f convergence 

may occupy quite a l ong stretch of time.,,13 Thus , it seems se lf-evident 

tha t possibilities· o f changes in tastes should be incorpora ted into 

consumption mode l s . Later on we shall see that empirical demand a nalysis 
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takes into ac count possible cbanges in tastes through the u se of the 

disaggr ega ted approach of family ~udget analysis . 

Rationality of the consumer is another assumption of traditional 

theory of the consumer that deserves s ome mention . This assumption 

has a l ready been subjected to vehement attacks by some orthodox 

. t 14 economl.S s . Th e main weakness of this assumption is that it i s based 

upon the premises that the consumer i s a culcul at ive e conomic agen t 

who maximizes unitility subject to the budget constraint. However? the 

c o ns umer i s u s ually i nfluenced by impul se, tradition , habit, e tc • . in 

the process. o! ~cision- making . The assumption of r at i onality o f t h e 

consume r may be more unreal i stic within the conte xt o f developing 

economies where rational utili~ation of e xtr emely s carce re sources is 

otie of the bur ning issues. Host Ethiopians , f or example, could have 

boo s ted their c onsu mpt i on o f proteins and , ,directly or i ndir ectly , 

c ons tributed to the effort of capital f ormation by increa sing their 

consumption o f fish not only during the fasting periods, but a l so during 

the non-fasting periods . One can a lso imagine the possibl e effects of 

the use of school uniforms on household expenditur e on childr en ' s cl o thing . 

B. THE THEORY OF AGGREGATE CONSUMPTION 

Th e Ke ynesian consumption model is essent i ally de voi d of it s o wn 

theoretical bas i s . Shige tu Tsuru , for e xample noted that " the aggregate 

r e l at i ons s uch as c onsumption function .•• has first been es t abli s hed as 

an empirical r e l ation based upon s t a tistical observa tions and has no 

cl a i m for theoretical bais except as it is supported by f acts .,,1 5 The 

ultimate the or etical f oundat i on o f macroeconomic theory is essentially 

mi cro- economics. 
16 

Keynes ' " f u ndamental phychol ogic a l l a w." can be 

cited as an example, Individualism , the paradigm of orthodox e c onomics , 

no doub t, cons ti tutes th e starting point of traditional c onsu mpti on 

th eory though the economist is little interested in th e behavior of a 

single individual, 
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The micro f oundation o f macro economics of consumption creates 

some theoretical and empirical problems. Some of the problems may be 

raised in the form of questions. Ie aggregation over individuals 

possible in view of the existence of different individual unility func-

tions? Do Linear Engel curves for individuals i mpl y a relation between 

aggr egate oonsumption and aggregate income? To what extent is the 

approach of usi.ng "the r epr esentative consumer " theoretically and 

empirically plausible?1? 

In what follows an attempt will be made t o examine the rel evance 

of traditional consumption the ory to developing economies in general 

and that of Ethiopia , in particular. 

Traditional c onsumption functions wer e originated and developed 

within the content of matured capitalis t economies that wer e subjected 

to periodic recessions mainly due to insufficienty of effective aggregate 

demand (of' which personal consumption is a major componant . )18 

Devel oping countries, on the other hand , are experiencing insufficiency 

of not aggregate demand but that of production . More o ver, these 

c ountr i es are characterized by dualistic economies in which, in most 

cases, traditional agriculture plays a dominant r ol e in the generat i on 

of e xmploym en t PosSibilities. 19 

In the traditional consumption theory inc ome is commonly r egar ded 

as the most important determinant of pri vate consumption~ However I ' 

there is little agre ement among economists either on which concept of 

inc ome i'8 most relevant for this purpose or on the precise way in which 

private c onsumpt i on a nd income are related . The most i~portant hypotheses 

c"n be grouped into three cat egories , . namely the current or absolute 

20 
i ncome hypothesis of Keynes, the r elative inc ome hypothesis of 

Duesenbarry21 and the permanent income hypothesis o f Friedman
22 and others . 

One of the implications of the current income hypothesis of Keynes 

is that the ratio of consumption to income falls as the level of income rises. 



-9-

However, the validity or thia propor ;tion wi th re r.ard to developing 

t ountries is no t yet conclusively established. 

Duesenberry's relative income hypothesis may have relevance to 

de veloping economies in view of the f act that it takes into account 

i nterdependence of patterns of cnnsumption (e . g . the demons tration 

effect) Rnd the effects of income distribution on consumption, consequently, 

on th t f 
. 24 e ra e 0 s aVlnr,. 

The relevance of the permanent income hypothesis o f Friedman can 

be questionable in view of the possibility that a s i gnificant number o f 

people in deve l oping countries largely live at or near the subsistence 

l evel without having a cushion against a sudden fall in income thus 

depending on current income to a large extent. Moreover , a lack or 

weakness es of social welfare provisions and financ i a l int ermedi a ri es i n 

developing countries may reduce the importance of pe r manen t i nco me . In 

addition , the pl anning horizon of the peasant may be short (perhaps as 

s h or t as a crop year) depending upon the vagaries of natur e . 25 

The life-cycle hypothes i s of Ando and Modigliani26 which can be 

i ncluded unde r the permanent income h ypothes i s, also s uffers f r om c er tain 

shortcomings . Th e impl ication of th i s hypothesis for devel oping countries 

is not clear . For example , it is no t clear wether the hypothesis implies 

that the consumption-income ratio tends to be low (hence a high rate of 

saving) in the countries where th e proportion of young people is large. 27 

So far we have been concerned with the r elat ionship of aggregate 

consu~pt ion (hence aggregate saving) and aggr egate income . However , this 

type o f appr oach ~ay not sufficiently expl a in the patter ns of consumption 

in developing countries that are l a r gely char acteri zed by aoc i o- economic 

dualism . The struc t urRl approach to consumption patter ns may be of some 

r e levance to these countries. The basis of this approach is the hypoth esis 

that rural people and urban dwellers have different patter ns of consumption~8 



One implication of this propostion is that consumption behavior may 

also depend on other things other than income . For example , the income 

and spendi ng time horizon for many farmers may be as long as a year in 

a country where agriculture is single- crop- a year type while this may be 

a month in the urban areas. Conoequently, the marginal proper sity to 

consume: may be lower in rural areas. Moreover decisions to spend my be 

influenced by the decisions concerning farm production. 29 

The policy implications of the aggrega t e approach and s tructural 

approach seems far r eaching . The hypothesis that consumption (hence 

saving ) is determined by the level of current inc ome impli es that the 

r ate of aggregate saving can be increased by a policy of income r edist­

ributuon in favour of the saving class, ie. the rich section o f society:O 

However, such a policy seems unlikely in view of the possibility that 

the traditional ruling class utilises the economic surplus unproductively:1 

On the contrary , the rate of accumulation can be accelerated by egalitarian 

type of inc ome distributi on by reducing or eliminating excess consumption:2 

To sum up our discussion regarding the applicability of traditional 

consumption theory to developing countries that are attempting t o 

transform their economies throu[lh plans Vie will refer to Janos Kor nai 

who has l ong and fruitful experience in national economi c planning in 

Hungar y: 

Undeniably, consumption theory has achieved many valuable 
results and the sophistication of its apparatus i s impressive 
yet , in the course of working out the long term plan , 
planners found that, indeed, they did not receive much help 
from consumpt ion theory . May, be the theoreticians o f 
consumption have devoted too much energy to analysing the 
interrrelations between prices and income and to fitting 
the theoretical construction o f the demand functions into 
the exiomatic utility theory . But there i s as yet little 
empirical material and theoretical gneral isation about the 
long-term historical ma in streams ' of the consumption 
patterns, about their internationally valid tenderc i es . 
Theory gets entangled--- in the 'tactical' problems of 
consumption while the ' strategy', the study of fundamental 
complementarity phenomena [lets lost. 33 

It seems that it is high time to develop a consumption theory that 

takes into account the realities of developing economies. 
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CHAPTER III 

AN ALTERNATIVE APPROACH TO CONSUrWTION ANALYS IS? 

In the l as t c hapter we saw tha t tr ad i t i o nal c onsumpt i on theory 

in importa nt r espect"- fails to explain th e realities of the de ve l oping 

countries . This pr oblem may be even more serio u s whe n we consider t he 

obj ective conditions of t r aditional so cieties such as that of Ethiopia . 

The developing c ountri es , in th e wor ds of Gunnar Hyrdal , " should no t 

a ccept thi s i - tr ad itio na l economic th eoryJ uncritically but r emoul d 

it t o fit their o wn pr obl ems and int cr est .,,1 Ther e f or e , it seems t he 

duty o f the young e c onomitsts in the deve l oping world to de ve l o p n ew 

h t th bl f - d 1 t 'l'he duty () f the 

appr o ac es 0 e pr o ems 0 e c onomlC e ve o pme n • 

young e c o nom i st in this sens e was , f or e xample, enanc i ated by Myr dal 

as f o l lows : 

I would instead wish them th~pung e c onomists to ha v e t he 

courage to throwaway l a r ge structur es of meansingl ess , 

irr e leva nt and sometimes blantly inadequat e do otrines and 

theoretica l appr oaches , and t o s tart the ir thinking a - fresh 

fr om a stu dy o f the ir own n eeds and pr oblems • •• They would 

then find that many o ld and f amiliar aq ;um e nts and t~eor ems 

become useful wh e n adjusted to f. i t into a n e w fr ame . 

Ob viously, it may be presumpt i o u s to d e velop a n e w appr oach t o 

c o ns umptio n a nalysis in this study . Howe ver, a n at tempt will be mil de 

t o ma k e s o me tentative departur e fr om th e traditio nal a pproach by 

introducting the following pr opostions which will c o nstitute the main 

approach o f this study: 

· 0 
1. The L a ncaster Framcwor'lS oan b e useful in con structine; 

'£~!!!I!ti£!!....~del~ in_ dev~l0.E1!!LL~!!omie~ That is~ffi..£.teri!l 

in c onsumption can be attained t heoreticalll and practica lly in 

~~~~r l~~~~~iliar f asion as effi c i ency in Eroduction . 

2 . All r e l e va nt fac~or s~-1!!.£lu~in~soc
ial, political, cultura l 

f acto r s must be taken into account in c onsum ption a na l ysis . 

-1 3-
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3. Consumption analysi~.c:.~~.£.J!l~ingful and practical! d~!!!~ 

out within the context of nati onal economic planning • 

• 
shoul d be taken into account in consu~tion analysis. 

In what follows an attempt will be made to explain these propositions 

one by one, t h e first one in particular. 

abundance o f evidence c oncerning production efficienc y wh il e a l most 

none exi sts on consumption effiCiency.4 Kelvin Lancaster5 attempted 

t o ehow that in c on s umption , alike in production, inputs can be c ombined 

in a lt ernative ways to produce given level o f outpu t ( characteristics" 

t o use Lancaster I s term). Tl1US" Lancaster noted , " the set o f all poss i ble 

consumption activities forms the consumption technology • •• the consumpt ion 

t echnology will rel a t e goods o n the one hand with characteristics on the 

6 
o ther. " Hence , the applicability, of this model t o a planned e c o nomy 

cannot be over emphasized as we s hal l see in chapter IV in connection 

with the normative method of consumption planning. The model can a l so 

explain consumer behavi or during war economy such as that Ethiopia is 

e xperiencing to day, wh ere circumstanc es (shortage of goods a nd services 

and the ... ccompanying rationing system and queues) can preasur ise consumer to 

be efficient in consumption mainly due to changes in r e l at ive pr ices o f 

commodities. A striking exampl e can be the efficiency in t he consumptio n 

of injera that was forced upon Addis Ababans during the Somali war of 

aggression. lE~~~ could be prepared either from white teff (the mus t 

expensive and the most preferred one, perhaps, not the most nutritious) , red 

teff, sorghum, barley Dr maize. Inl£~ made from maize (considered to be 

inferior) was rarely consumed in Addis Ababa before the revolution . 

People used to say that maize was for horses not for human beings . However , 
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during the war th ere was e xtreme shortage of grain , in particular teff 

vir tually disappeared from t h e markets .. It was at this time that 

housewives ; out ot ne cessity! started experime nting in the technology 

o f c onsumpt i on, They were able to prepare white injera from maize. Not 

only that, they combined sorGhum a nd teff to produ ce a good type of in jer!,!: , 

Perhaps , they kne w by inLc',,- tion t hat "in a soci ety at subsistence l e vel 

the in efficient c o nsumer may no t sur vi ve. ,, 7 Thus almost th e s ame 

characteristics we re produc ed by attaining the most efficient combination 

o f the input under the give n constr a ints. 

An important implicatio n o f the Lanc aster model is tha t c onsumption 

shou l d be subjected to planning. Knowled ge o f all possible alternative 

combinati ons of consumption inputs and efficiency in its manageme nt 

a r e not only desirable but possible; Otherwi s e ine fficiency in c onsum-

ption may reduce the quality and ( or) quanti ty ',o f the characteris tics. 

Thu s , La ncaster noted that " in consumption , as in production; the pr ime 

r easons f or inefficient use o f the existinc techno l ogy are ignor ance 

8 
a nd l a ck o f managerial skill ." He nce, th e technol ogy o f c onsuml,tiori 

should be mastered a t the leve l o f ma~roe~ onomic planning as well as 

th e micro l evel (the k itchen) . The later level o f planning und erlines 

the i mportance o f home e c on omic s as far o n e o f the mo s t a bborr ed s u bjec t 

i n the c omprehensive high school s thr ou gh-out the c ountry, 

One o f the basic elements of the c onsumption efficie ncy a p proach 

is knowledge-knowledge of the existenc e od alt e rnative imput of ' 

c onsumption, knowledge of all possibl e c ombinations o f input, knowledge 

of relative prices , e tc, Thus ; La naster observed that l 

The c onsumer may not be aware o f that a certain good 
possesses certain cha ract eristics or that certaih goods 
may be used i n a particula rly c owbina ti o n to give 
a specified bandl e o f characteristics. Producers or 
sellers may use ad verti s ing to ensure that no char­
acteristics of th e ir product r egard ed as particularly' 
desirable should go unoticed by consu.mer e. They 
will go to less pains to ensur e that consumers are 9 
aware of some other characteristics of their product . 
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Hence, the importa nc e of education in influencing the patterns o f 

c onsumption cannot be o veremphas ized. ' A simple example can drive home 

this point . It is well-kno wn thRt the consumptio n o f fish in Ethiopia 

is extremely l o w in spite of the fact that the country presumably has 

a h uge reserve of fish and that this food item i 's hi ghly nutritious . 

Educatio n of consumers ' ther e fore, combined with o ther factors such as the 

provisio n of compleme ntary goods (e. -g . food-'oil), can boost the c onsumption 

o f fish in the country. To cite another example , many o f us may think 

that th e only source of commercial milk is the cow~ However, the Ethiopian 

Nutrition institute (ENI) has al r eady produced milk from soya beans., Soya-

milk can s uppleme nt nat ural milk nnd can, in particular, be u sed wide l y 

during the l o n g fasting periods of the memb ers o f the orthodox church. 

Consumption efficiency, which has its precursor i n the problems 

of minimization of cost in dietary Planning
1f. is today'apPlied to 

c onsumption planning in the Soviet Union within the context of the national 

budget as we shall see in chapter ~. 

Fac-tors that can I nfluenc e Consumption Patterns:- Traditional 

c onsumption the ory , as was ~own above , considers income and prices , as 

the major determinants of consumpti on.. However,' even if we take income 

as one of the majo r determinants of consumption pr oblems may be encounter ed 

in the practical problems of demand projections due to the assumpiton that 

inc ome is given . This problem was for example , raised by del egates from 

Latin American c'ountri es at R meeting held in Santiago in 1969 concerning 

FAO's roethods o f demand projecticns. Several delegates thought tha t the 

income elasticities of demand used in FAD study, " and consequently , the 

demarrl projections wer e themselves unrealistically l ow and that the main 

reason why Indica ti ve World Plan (HIP) applied low elasticities was because 

it s calculations did not take into account the impRct of possible changes 

" d' t 'b t - ,,11 It ln lnc ome l S rl u lon. was afte r this meeting that the FAO started 
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considering the possibilites of inc ome distribution in its mode l s . Th e 

Ethio pian r ealities, as we shal l see below , can be a further t estimony 

to this pr oposition. In addition price control which is implicitly 

assumed non- e xistent in the theory o f consum er behavior can be an i mportant 

ins tituti onal factor that can influe nc e cons umpt i on pat terns. Moreover, 

both income a nd pr ice can b e used as policy instruments for equating the 

demand a nd supply of c onsume r good s . 

Ec ono mic f ac tors alo n e ( income a nd prices ) may fail t o expl a in 

con sumption patterns. Eshag a nd Rosmarry , f o r e xa mple n o ted that "the 

op e ratio n of any economic measures in a country is strongly influenc ed by 

the insti tu tiona l f ac t ors a nd by the pe litical a nd e c ono mic dondi ti on s .'! 12 

Tha t is, perhaps ,why Janos Korna i
13 

mentioned five fact ors as the important 

determinants o f consumption. · These a re inc o me itself, soc i a l circumstanc es 

(e. g . urbanization, ·migr a ti on, taking o f jobs by hou se wive s, reducat i on in 

working hours), ·t e chnical progr ess , inertia (custom a nd conservatism tha t 

a cts in the opposit e direction against the other fact ors) a n d r e l a tive 

pric es . Thus, ·" e c o no mic analysis will have to deal with a ll the rele vant 

fact or s if it wa nt ' s t o be r ealistic : gen er al economic theory will have 

t o b ecome s ocial theory .,,1 4 The ob j e ctive that the individual seek s t o 

maxi mise and t o a v e ry large e xte nt the mo t ives that activat es him are " n o t 

derived fr om huma n native or any instinct ' s or any other s upposed but 

essent i ally indefinable causal c onsta nt s . They have their r oot s in a 

ce~tain social order , a de finit e class structure,a determined histor ica l 

backgr ound . · It f ollows tha t th e int e lligent analysis o f human behavior 

can neve r be separated fr om the questi on o f the social s y stem and its 

past history. ,, 15 

That is wh y we have included such f ac t ors as lan d r e f orm, f oreig n' 

e xcha nge c ontrol, distributional or ganizat i o ns, ; etc."in this study as 

can be discussed below . ' 
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The Relevance o f National Economic Plannine: The neo-classica l 

theory of consumpti on theory l ar ge ly disregards t he poss ibility of 

na tional ec onomic pl anning. However, planning i s today ins titutionalized 

in a l most all developin g countries (not only in the s ocialis t countri es ), 

Henc e the possibility (and r eal ity) o f conscious , deliber a t e deter mination 

o f consumpti on pat ter ns whoul d be incorporated into consumption analysi s. 

However, this doe s not mean tha t consumers ' so ver e ignity will be disregarded 

in a plannned economy. An authority on economic pl anning ha s t o say th e 

f ollowing on this vital point ' 

It is obvious tha t e conomic planning as it is generally und­
er.stood has no intentio~ of abolishing this fr eedom 
I.. fre e dom o f consumersJ It Vl ould not be abolished except by 
the introduction of a r a tioning system such as comes in during 
war timej allowing each consumer to acquire only definite 
a mounts of various products: but rationing and planning are 
not the s a me thingj We s~all s ee , on the contrary , that 
~tional-Ela~.!:~iLi~£.L~ssible except within the 
.framework o f a cer tain freed'om f)f. £2~sumE!io.1l in the 
sense in which the wordE! were \.lsed just no~in_ the sense ... ," 
r e fers to fre edom o f choice . Emphasis originalJ 

Thus in thi s study the pla ce of consumption in na ti onal ec onomic 

plannning a nd c onsumpti on planning it self will be discussed in chapter IV 

and phenomena are always in a stat e of flux~ There i s no r eason why the 

l aws of dialectics ca nnot be applied t o consumpti on patterns. The Ethiopian 

realities can substantiate thi s propostion and we will att empt t o apply 

the dialectical appr oach in our analysi s , The assumpti on of static equilibr-

ium may fail t o help us, Mor eo ver, patterns of consumption ca nnot be nea t,' 

e l egant and uniform as the indi ff e r e nce ourves~ analysis purpor t s t o s uggest . 

Consumption patterns i~ r eal life in complex and diver se . Thus, the 

constantly changing tastes of consumers, r egional, occupation varia tiOnS, 

e tc, need to be take n into acc ount. 
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The Relevance of Traditional Consumption Analysis~ To criticize 

traditiona l consumption th eo ry dOGS no t necessarily mean rejecting it 

intoto. The r e may be some useful techniques and analysis that ca n be 

useful t o the planner in a developing country be it a socialist o ne . 

This point is usually misunde rstood and a rather lengthy quotation fr om 

two of the world's celebrated Marxist eco nomists may clarify the confusion: 

From t he view point o f political economy of soci a lisn' there 
is e veryth~~g t o be said f or the adoption of a ll the advanced 
mathematical and non-·mathematical techniques of ovservation 
and analysis developed by bourgeois economices . So 12ng as 
care is t aken t o cut off the capitalist perversions L Lenin~uch of 

what has been established in bourgeois economics (but c onstitutes 
under capitalism a manifestation of naive, a historical r a tionalism 
and turns inuvitably into apolegetics for the status quo ) ca n be 
effectively us ed under socialist planning. The take on~ oxample 
among many: the t h eo ry of consumer ' s behavior conveys under 
capitalism the false, ideological nation bha t the ' autonomous ' 
c onsumer is the soverei gn ruler of the economy , while in fact it 
is the capitalist system itself that determines the natur e of h~s 
wants, tastes, standards, spending habits, and so forth. The v ery 
same theory of consumers behavior, however, can be employed (and 
deve loped) under socialis, as a powerful means for a c er t aining 
n eed s and wants o f consumers within an entirely different social 
setting . Such adop tion and adaptution of elements of bour geois 
economic r esearch and theorizin g to the needs of socialist 
planning not only do not constitute ' concessions' by Marxian 
political economy t o bourgeois economics: they do ngt even bear 
any relation to its subject matt er and its interest . 17 

Thus in chapter VIII we will attempt to est i mate coefficient of income 

elasticities within the framework of orthodox consumption theory. 

To sum up the methodology that we are Boing to emply constitut es two 

elements ; The first is a c ombination o f the first f our proposition which 

were d i scussed above. Accordingly we will concentrate on explaining the 

background information, the environment o f our subject by considering 

institutional changes that occured as a r esult of the on-going revolution. 

In addition, we will try t o shade s o me li ght on the tr ends o f the devel opment 

o f consumption in the country. In this way we attempt to apply the science 

of political economy as was aptly define d by Engels: "Th e task of economic 

science is t o demonistrate th e newly e merging ills in Bociety as the 

necessary consequence o f the existing mode o f production , but also as 
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indication o f its impending di so lution, ~~t0-2is~ withi~~ 

di~lvi!!lL~c onomic structure t h e e lements o f t h e future, ne w or ganization 

£Lproduct i on ~nd distrib.!:tio~!:!er ! !!ich th ose ills win be abolishe d .,,1 8 

/Emphasis added~. The s e cond e leme nt is constituted by th e use o f tthe 

c onvensitonal ec onome tric method of oonsumpti on a nalysis . The two appr oaches 

will be integrat e d in such a way tha t the wh ole picture o f our subje ct can 

b e revealed. 
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CHAPTER IV ---------

A. TH E THEORY OF OPTIMAL SAVI NG. 

Altho u gh socialist Ethiopia is e nd e avouring to mobilize its resources 

in an effort t o attain structura l tr a nsfo rma tion, the pr ev~ing r a t e o f 
1 s a ving has bee n v ery l o w. Mor eo ver, s o f a r no clear cut investme nt 

policy is f ormula t ed .
2 

In o the r wor d s , the dyna mic r e lationship b e tween 

accumulatio n a nd co nsum ption is y e t t o be defined . Therefore, a brie f 

survey o f s ome o f th e thepr e itca l works will be made in acc or dance with 

th e f ourth pr opo sitio n of the l ast chapt er . 

Some of the e s s enti a l questi ons o f na tional ec o nomic planning centre 

around the questio n "how much should a natio n savef Th e othe r sid e of 

the questi o n <can b e : " in wh a t manner should a nati on all ocate it s sc a r a e 

r esourc e s betwee n the present a nd futur e gen eration?". Put differemtly" 

Wh a t will the ratio b e twee n pr e sent a nd futur e c onsumption b e? " The 

litera tur e a b ounds with d iffere nt models that were formulat e d in the h ope 

o f answering this vital question. 3 4 The Soviet Ec on omist Felldman, f or 

e xa mple , at te mpte d t o s h ow tha t the r a t e o f c onsumptio n c an b e an expon entia l 

function tha t is gr eat e r the fraction o f investme nt allocated to th e capital-

g oods s ector in a tw o se c t or model producing capital go ods and c onsumer 

goods . This mod el proba bly h e lped in f ormula ting the strategy o f hea vy 

industry prior ity which c ontribut e d t o the suppr e s s i o n of the po t ential 

gr owth o f c onsumptio n during the period of a ll- out industri a lizati o n effe or ts 

in the 1 930 ' s in th e Sovie t Union. 5 

The optimizing appr oach t o pla nnin g implies the e xis t e nc e o f a , 
criterion f or c ompl e t e orde ring of alt erna tive - time - pa ths o f c onsumptio n · 

fl o ws r esulting fr om vario u s poli c i es . The c hoice o f s oci a l welfa r e 

. 6 functi o n is o n e o f th e wid e ly d iscussed i ssues in th e llter a tur e . 

A r e l a ted probl em c a n be the qu es ti on o f de fining time prefer e nc e 

o f c o n s ump tio n. Th e specifica tion o f a n int er t e mpor a l we lfa r e functi o n 
-22-
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for society involves the problems of defining a discount rate that 
applies to future consumption. The justification of attachin g a 
posit~ve discount rate of future consumpti on is perhaps not yet 
firmly established . ? 

However, the question of intertemporal allocation o f resources 
can be tackled by using a different appr oach which was deve l oped by 

8 the well-~nown Hungarian Economi st J ' anos Kornai. According to 
Kornai , "it i s not simply present c onsumption that must be confronted 
with present investment and, by implication with fnture con s umption. ,, 9 
Instead policy- makers and planners should distinguish between sacrifice , 
postponment and neglect. The differ e nces between these concepts can be 
seen from table 1 which summerizes Konai 's approach. 

TABLE 1 -----
!:!!!L:!:NTERT~~_EOIlAL METHOD OF ACCELERATION 

--, -------------------------------,---------------1 Sacrifice Postponwent I Neglect I Re~iation-:;_;re~e:~ Re:::~iation o;-pres~~enunciati on Of~ consumption (of fl ow) consumpti on capital present c onsump- I 

The non-satisfied need 
doesnot ncc umulnt edn 
It is n o burden or not 
damaging to the furture 

formation (of stock) tion and consum- -
er capital for ­
mation 

The non-satisfied need 
accumulates 

It is a burden on, but 
not damaging t o the 
future. 

--

The non-satisfied 
need accumulates. 

li
It is both 
den on and 
ing to th e 

(l _b_ur-_I' dafJIng-
future . 

So~ : Kornai , p.?3 

To take some examples from the Ethiopian case, it may be sacrifice 
if we forego th e consumption of meat beyong what is required t o mee t the 
minimum physiological need. It may be "postponement" if we forego the 
c onstructi on of additional means o f transportation . However , the future 
generation will bear the burden of building transportation system which 
we had f ailed to do for the sake of accumulating capital in the interest 
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o f the s a me genera tion . On the other hand, it may be "ner,lect" if we 
disregard improving the standards o f ed ucat i o n in the country a nd, say, 

le t a high school studflnt j oin III. university without even mastering 

e l ementary a rithmetic. Thus Kcrnai o bser ves , "in the final a na lysis , it 

can be es tablished : the growth o f the near fut ur e ca n be incr eased not 

onl~ a t the e xpc ~ee o f ~esent c onsumpti o n (sacrifice) but a lso at the 
10 e xpe nse o f the future (poatponment, neglect) " (Emphasis Orgina l). 

A policy o f op timum s a ving may not b e ope r a tional in pr actic e 

due t o the limited obs orptive capac i ty o f a n e c o nomy. In the case of 

Ethiopia a l ac k o f skilled manpower, d ifficultie s in c o or d i nating invest-

ment pr o j e cts , limited administ r a tive capacity e tc. may h o l d down the 

po t entia l gr owth of acc umulation. Henc e , it seems plausib l e t o t a lk 

abo ut the feasible rate o f saving r ather t han optimum rate o t saving. 

The r e lationship b e tween consumptio n and a ccumul ation can be d i s -

cussed in a different c onte xt o ther t han within the theory o f op timum 

investment . Th e patterns o f sector a l allocation o f r esourc es and the 

pr oblems o f choic e o f t echniques o f pr oductio n for e xampl e , involve the 

probl ems defining the ratio of ac cumUla ti o n fund s to c onsumption funds. 

A p olicy of 'light industry first ' f or e xample , may mean the enc ouragement 

o f present c onsumptio n vis- a - vis futur e c onsumption. Simila rly , a policy 

o f adopting labour - inte nsive techniques ma y be a cc ompa nied by a n i ncrease 

in c o nsumpti on. 

B. STRUCTURAL CHANGE AND CONSUMPTI ON . 

In t hi s secti on the effects o f t r a nsfer o f t echnology t o developing 

co untries on consumption pa t terns will be examined within th e fr ame-work 

of the Lancaster model ( e ffi c i ency in consumption) as was discussed in the 

t h ird chapter . 

I 

J 
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Modern e c o nomic growth isuaually accnmpani~d by urbanization, 

11 
chan ges in the type of occupati ons a nd inc o me distributio n . 
"Consequently , the demand f or exis"ting and now consume r goods 
can increase substantially . For e xampl e , the growing urban popul ation 
r e quire additional f ood , h ounsing. social services , etc. This may be 
a well-kno wn fact. What is perhaps usua l ly given less importanc e in the 
literatur e can be another important aspect o f structura l change-technol ogical 
change . The effect o f technDl ogical cha nge o n th e leve l a nd structure o f 
c onsumpti on ma y merit separat e tr eatment . Te c hh ological change (includ ing 
the introductio n or new or mGdified (;oods and knowledge with respect t o 
c onsump tio n) ma y r educ e th e effect ive n e s s o f the tr aditional met h od of 
de mand pr o j ect i o n , thus kuzne ts observes; 

Changes ov e r time in c onsumer preferences may be seen to be caused largely by t echn ol ogical achievements bringing int o e xistence new or cha.nged consumer goods , a nd in party by additi ons to th e stock of useful know­l edge o n the properties a nd effects o f consumpt i o n , and by changes in condi tions o f life a nd work. Given these change"s over a p eriod o f time, tre nds in the structure of consumer purchases a cc o mpanying economic gr o wth and increased pur chas es pe r capita may show ~mer ous variations fr om trends su~ested by studies o f responsive ness o f demand t o income at one point of ti~.~emphasis added)~2 

Technol ogical change , when c onsid er ed fr om the p oint of vi ew o f 
developing e c on omics, may have far-reaching c onse que nc es tha t may n o t be 
limited to the proble ms o f demand pr o jection; perhaps J ames and Stewart

13 
we r e not e xaggerating the matter wh e n th ey stated tha t " one o f the mos t 
importa nt ways in which advanced countries h a v e changed poor c ountries is 
t hrough the impact o f new products . Pr oducts designed in industrialize d 
c ountries have trans f ormed consumption a nd production pat t erns, culture 
and s ociety . " 

It seems obvious that the literature on the t r a nsfer of technol ogy 
c oncentrates on the production of s ide of the issue whi l e paying l ess 
at t enti o n t o the fi eld of consumption. Problems of cost of technology 
are widely discussed. On the o the r hand, effects o f new techno logies 
on consumption are r arely menti oned . j 
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In the first pl ace new products that are developed and produced 

in developed countries are largely directed towards satisfying the 

nee ds o f hi gh income consumers. 1,4 The e xceptionally high demand f or 

vo l k s wago n cars (even before the skyrocketing o f price of fuel ) in 

Ethiopia and the limited demand for other types of cars may be a 

strking example . 

The introduction of ne w products in poor c ountries is usually 

accompanied by promot i on effect and the demonstration e ffect . Co nse-

quently consumers may divert resources from basic needs to the new 

pr oducts (which a re often consumer durables) thus e xper iencing under 

consumption o f basic .n ecessitie s. 15 A survey carried ou t in Br azil f or 

example , showed that nutritional intake of sample conumers dropped as 

the share of expenditur e on consumer durables increased .
16 

Perhaps , there 

may n ot be few Addis Abnbahs who wat ch th e ir children grow without enogh 

milk so that they can pay b~ck the dabt they had incurred t o buy a family 

car. 

New products may be in e f fi ciently consumed by inexperienc ed c onsumers , 

since the learning process can apply t o consumption , too . Thus , James 

a nd Stweart ovserved t ha t " l a cking the learning exper ience r elated t o many 

new pr oducts social (including government ) protection and information 

service, there is a syste matic tendency for in~efficiency of consumption 

o f n ew pr oduc ts in poor countries .,, 1? The r eckless use o f tablets in 

Ethiopia may be c i ted as a fitting e xample . 

Internal proportions o f consumption may be violated as a r esult o f 

the introducti o n of new products. That is, new products may be used 

without their complementary goods . For exampl e cars may be introduced in 

the absence o f sufficient and convienient roads . . i'nother striking exampl e 

is the C3se o f p owdered baby milk which " is being used by women wi·th no 

knowledge of hygience, no ability to read the instruction o n the can , a nd 
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no money with which to buy sufficient powder ed milk . Thus diluted 

powder ed milk from dirty bottles and dirty teats is substituted f or 

breast milk. This leads to mulnutrition and diatar;9' rdisorders such as 

18 
marasmus diarrhoea and vomitting ." . 

It should be noted that the abo ve -mentioned propost i ons can also 

be extended to the c onsumption o f old products, by £~ consumers , say, 

due to migration o f people from rural to urban areas since it take s ti me 

to le a rn h ow effici e ntly t o consume certain goods which a r e usually 

r e st~icted t o urban areas . 

Therefore, such pol icies as indige nous pr oduct de velopment 

(whor e possible), selective approach in import policies , go vernment 

standardizati on (specification) f or new products, limitation on promo t ional 

e fforts, taxes, subsidies , etc . can be us ed to minimize the problems of 

lopsided growth in consumption.
19 

C. PLANN1NG THE STRUCTUIlE AND VOLUME OF CONSUMPTION . 

One of our propostions , as was discus sed in the tlast chapter, was 

that c onsumpti on patterns should be analysed within tho framework of 

national e c onomic planning. In this section a nd to some extent in th e 

f ollowing one we will briefly c onsid er an aspect o f sectoral planning-consu-

mption planning-by incorporating the Lancaster model in the form o f dietry 

effici e ncy . 

The tecniques of planning the standards o f liv ing of the population 

( materia l and cultura l r equirments) can be classified into tw o broad 

c a tegories-th e statistical method a n d the normative method. The first 

method , ihteralia , involve s forecasting the distribution o f the populat i on 
... 

according to i ncome cmd estimating consumption r equirments of the popula~ 

t · b . d • . t · 20 lon y uSlng em an" pr o Jec l ons . However, this method suffers from 

Gortain weaknesses . For exampl e , in the case of Ethiopia it may be extr emely 

d ifficult to project future patterns of consumpti o n by using data that were 
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collected before the revolution sinc e important consumption parameters 

(distribution of income., price structure, institutional set-ups) are 

r adically transformed . Nor is it easy to use e ven the present data 

s ince the economic and non- economic environment of the country is in 

a state o f flux. It seems that the country is e xperie ncing a sort o f 

war economy where the possibility of having stable data basis seems 

unlikely. Moreover, t he philosophy o f soc i o- e conomic planning implie s 

the determination of r at ional r equir ements o f futur e consumers in 

'I'ha t . addition t o the satisfaction of e xisting consumption patterns. ~s, 

the determination of baskets o f goods a nd services a f amily or an indivi-

dual of an average type ne ed under a give n stage de ve l opment o f society 

can be inc or porated into the macroe c o nomic pl ans . 

Th e norma tive method of consumpti on planning , ther e f ore, involves 

the determination o f scientifically substantiated consumption norms. 

This method , t hough is st ill in its f or mative stage , i s be ing used in 

21 
the Soviet Union in combination with the stntistical methods . The 

normative method , moreover, can be used as a standard against which 

current consumpti on patterns can be chec k ed . Thus , the r a tional 

consumpti o n budget (the long- term standard consumpti o n budge t r equired 

t o sati sfy the people ' s demand for mass consume r goods ) consists o f a 

set of in-dicator s r e flecting , first , a ll the r ates and n orms o f consum-

ption and avia11ability of consumer goods , housing a nd paid services ; 

second , the volume and structure o f individual c onsumption (expenditure) 

in money terms; third , the vo lume , st r uc tur e and sour ces o f individua l 

t . f th th f th " f " . 2 2 
c onsump ~on l our , e norms or e prov~s~on 0 "ree serv~ces. 

Linea r programming is being used to define th e op timum market basket o f 

f ood pr oducts that could be obtained with minimum cost in such a way that 

the intake of the nutrients is ma x imized giv en such factors as physiol ogi-

cal requirments , r e ligi on , natio nal differences , food habits , etc . o f 

section of the population . 23 The use of computers is required t o deal 
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with thousands o f variables involved. 

D. CONSUMPTION PLANNING IN ETHIOPIA? 

Ethi opia has n o t yet f or mulated national economic pl ans as suc h , 

Thu s , it may b e ve r y difficult to speak abou t consumption planning in 

t he country . Howeve r , personal and soc i a l consumpti on wer e r eferred t o 

in the second five year de velo pme nt plan (1963- 1967) and t he third one 

(1 968- 1 973). In both cases r ou gh es tima tion o f pe r capita consumption 

. 24 
was made . The plan e nvi saged expected Hdiversification o f the c onsumpt1C).n . 

Hence the importanc e of the possible gr owth of demand f or manufa Btur6d 

goods was taken into acc ount. The plan gave priority to the gr owth of 

social con s umption for it was though t t ha t ther e would be e n ough f ood 

while , o n the oth er ha nd , economic pr ogr e ss demandede xpans i on o f educat i on 

f a cilties , health services , e tc. The es timate d rate o f gr owth o f per sonal 

consumptio n was 3 . 3 per cent over the plan period . 25 

In the 3r d Five Year s Development Plans (1968- 1973) the dynami c 

rel a ti on be tween monetary c onsumption and non- mone tary c onsum ptio n ( o f 

rura l pe opl e ) , the possible problems o f balance of paymen t tha t might arise 

d ue t o possi ble gr owth o f t he marg inal pro- persity t o oonsume , the gr oss 

and r ate o f mone t ary and non- monetary saving s wer e explici tly c onsidere<j. . 

Accordingl y , GDP at curre nt factors c os t was e xpected t o gr ow a t a r a t e 

o f 83 . 4 per cent over the period (1967- 1 973 ) while t o tal consumption would 

gr o w a t the same r ate (public consumptio n 16 . 3 ! a nd private c onsumption 

67 . 0 ! ) and gr oss domestic savings wer e expec t ed to gr ow at 16.7% o ver the 

. d 26 s ame perlO • 

The lla tional Revolutionary Production and Cultural De velopment 

Campaign in its three annual plans placed pr oduction o f c onsumer goods 

and services at t h e top of the list of its objectives . 27 Acc or d ingly , 

t a r gets o f pr oduction o f c onsumer goods and services were ind i cated in 

the annual plans . Consumpt i on planning , it is h oped , will be give n special 

c onsiderat i on in fue Ten Year s Perspective Plan that is just going to be 

prepared . 
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CHAPTER V 

THE CHANGI NG ENVIRONMENT: INSTI TUTIONi\L DEVELOPMENT IN 
SOCIALIST ETHIOP~ 

Traditional consumption theory, as was discus sed above , l argely 

fails to c onsider institutional changes. It was, perhaps , due t o the 

development problems of e mer ging third world countries that Wes t ern 

e c ono mists began to c onside r the des ireability and possibility of 

institutional changes. 

In socialist Ethi opia , some old institutions ha ve disappeared and 

in their place ne w institutions have s pra ng up . 

There are important proclamations and l egal no tices and other 

measures which might a ffect consumption pattern in the c ountry , 

The rural land r e f orm Act of 1975 , the u r ban l and a nd Extra h ouses 

Nationalisation Act of 1975 , the nationalisation of basic industries 

a nd financi a l institutions , the promu lgation o f a new lab our l a w, the 

framing of n ew taxat i on polici es (progressive taxes , the surtax, e tc) 

c an be cited, In what follows, however , we will be r e stricted t o a 

brief examination of some ne wly set up public institut i ons. The e ff ect 

o f rura l l a nd Nationalisation will be examined under a separate heading ~ 

The newly s et up public. institutions i n wh i ch we are inter es t ed 

a re those c oncerned with eit her the dis tribution of c o nsumer goods or 

their prices , (see the chart below) . In addition , a related ins titutional 

variable, viz-for e i gn-e xchange c ontrol and r elated instituti ons will be 

treat ed her e . 
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In wnht follows we will attempt to exami"ne a few of the institutions 

that ar e shown in the chart and the like ly trends o f th e development of 

consumpti on in the country; 

DOMESTIC TRADE ACTIVITIES2ND PRICE CONTROL ADMINISTRATION (DTjlPCA) 

The functi ons of this or ganizati on inclueds: 1) control o f 

d istribution of basic commodit i es ; 2) control of pr ices of goods a nd 

services ; 3) control of illegal trade , and 4) issuing of trade licence. -

The organizat ion does not issue new licences for trade f or a 

number of basic neccessities including trade in fo od it ems , bever ages, 

bread and cakes j r 'etail trade in clothes, establ ishment o f hotels and 

bars etc ; In addition ne w licences will not be issued f or whol e sal e 

trade in domestic products and in import items which are beine imported 
by National Importing Orgnnizatio~ . 2 

J 
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More over private trade is restricted by fixing maximum capital 

for whole sale trade at 300,000 birrs and for retail trade at 200 , 009 

birr s . 3 

It is expected that this or gan isation can influence patterns 

of c ons umption by controlling distrihution of goods and services and 

th e ir priceso For example , the institution may be in a position t o 

make sur e that goods and services flow not only t o areas (e.g . Addis 

Abaha) wh ere there is a high purchsing power , hu alos to a r eas where 

there is need for the goods and services . 

Today the r espons ihility for price control is mainly enthnusted 

4 t o this institution and ther e is no more chaos in this respect. 

However, the effectiveness of the institution is reduced by the 

fact that about 9~~ of trade in manufactured goods is still in private 
5 

hands. Moreover, it seems that shortage o f goods has given rise to 

black market and profiteering. The organi zation has limited control 

on trade a ctivities. For example , there are not more than 30 inspectors 

for the Addis Ababa area . 6 

ETHIOPIAN DOMESTIC DISTRIllUTION CORPORATION (EDDC) 

The function o f this corporation is to distribute basic commodities 

in particular f ood items , clothing and goods that are required for t he 

construction of shelterso? 

The total sales o f the corporation for 1981 was 524 , 449 , 000 birrs 

out of which 295,018 , 000 hirrs worth of goods were bought by its 51 

8 bra nches which are spread throughout the country. Goods that are scarce 

( e.go salt, soap , canvas shoes) are old on qouta basis. Certain goods 

( exampl e , yarn , matches , certain k inds of blanket; soap canvas shoes) 

a re not sold to private traders o In addition , in case o f shortage o f 

goods , priority is given always to mass organizat i ons a nd public institution~ . 

J 
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The EDDC is e xpected to influence consumption patterns in 

different area o f the country by r ational ising the distribution system. 

Agr icultural Products M~rke!in~Co~oration (APMC ): The functi ons 

o f this c or por a tion includes pruchasing , storing a nd d istributing o f 
10 goods crops . Thus , the APMC is expected to stablize the suppl y and 

prices of agricultur a l products in a similar fashion that the pr o curement 

agencies d i d in most s ocialist c ountries during their transition periods . 

Moreover , it should be n oted t h at the activities o f the APMC can have 

far-re a ching s ocio- economi c c onsoquence in tha t it at t e mpts t o operat e 

as a government machinery f or hol rling down the potential gr owth o f 

c onsumption o f the peasantry so that the process o f social ist primitive 

accu mulation of inves tible funds can be e nhanced . However,. it seems 

tha t the go ve rnment s ets up this c orpor ation out o f conventional wisdom 

t o c ope up wi th th e shortage o f agricul tur al marke t ed surplus , perhaps , . 

without envi saging the ul t imate consequences o f this measur e on the r atio 

of c o nsumpti on t o accumulatio n fund s. 

The APMC buys agr icultura l pr oducts from private farms , s t ate farms 

and merchants at fixed prices (which are the s ame thrcughout t he c ountry) 

and sell to public institutions, a nd other distributing organizati ons. 

The oorporation's purchases price f r om private farmers is differ e nt from 

purchase price fr om merchants and mass or ganization s . Th e farme r is 

l ower . This is , perhaps , to e nc our age agricultural produc ers' coopera ti ves 

and at the same time t olerate private tra de in accordance with the provi-

sions o f the Nati o na l Democratic Revolution . A sampl e of purchases and 

seeling prices is shown bel o w in tabl e 2. 
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Table 2 ----

PURCH~2~ AND SELLING PRICES OF SELECTED AGRICULTURAL 
PR2DUCT§2:0R_297L~~_' _(in2irrs~~intal) , 

- --- ----

~hite Teff . e~s 4~OO-- '. _ or~an::~::on~ ~~;;-
I :er gegna Te ff 35 000 40 .00 57.25 

White Whea t 34 . 00 3 9 .00 56.16 
Bl ack Wheat 29 . 00 34.00 50.71 
White Barley 28.00 32.00 48 . 51 

E e 1 17 .00 21 . 00 43.76 
' Nug 45.00 50.00 68 . 15 

Source: AHPC. 

I 
Th e t o tal annual purchases of the AH PC have shown significant 

pro gr ess in t he recent years. Th e 198 1 purchase s (4.4 mill i on qu i ntals ) 

a r e mor e than five tiQes the 1975 purchases (.74 milli on quint al s .) 

Some of the main pr oble ms e nc ounter ed by the APMC a re sh ortage 

o f s t or age faciliti e s, transportation , c ommuni cation system , and 

11 i mpur it i es o f th e agricultural products. 

Perhaps , mor e pr oblems may ar ise from presumably un e x pected 

quar ter s as oh e exper ience o f other s oc ialis t c ountries suggest . The 

peasantry may r esist the pro gr ams of compulsory deliveries of agricul tur a l 

product s by , say , r educing pr oduct i on t o the subsistence l e vel a nd by 

1;1 shiftin g t o the pr oduct i o n of items t hat a r e exempted fr om tho prograrr • • 

Urban Dwell ers ' Associations and Peasant Associa tions are expected 

t o fu r th er c onsumer protectionisr.1 by partic i pating in the d istribu tion o f 

goods . It may be beyond the scope o f this study to go furth e r into this 

t opic . 

J 
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The above me ntioned public institutions and mass organization are 
t oday either srabbing the d i stribut i on activities from pr ivate traders 
or a r e a tt emptin e; to control them in accor danc e wi th the principl es 
of the politica l economy of the transition period ( weakening of the 
capitalist sector of the economy) by r es tricting the activities o f 
private capital i sts, i e . by de nying them investment ou tlets in certain 
fi elds . Howe ver, unless, concomita nt measur es are t ake n, merchants 
and o th er businessmen may misuse their excess capital/~Kcr easing 
expenditure on luxury consumptio n . If it is i mposs i b l e t o find 
outl e ts f o r the e xc ess capital o f the businessme n , it may be pl ausible 
t o find ways and mean s o f pumpin g t hes e e xc ess r esources t o the sta te 
sector . For exampl e , c ompulsor y loans may be s e t up for this purp~ee . 

The Hinistry of Foreign Trad~The Ethiopian Nat i onal Importing 
C orp~r ation and Foreign Exchange Control : For e i gn e xchange c ompon ent 
of t otal inves time nt o f the country was as high as 36 percent in 1 981. 13 
However , the balance of payment has been running in deficit for a l on g 
p eriod o f time with the e xception of 1973 . The bal a n ce o f payments 
position o f the c ountry we nt on deteriorating until th e f or e i gn e xah a n ge 
r e se~~e dwindl ed to the e xt e nt that it hardly would cover mer e three 
months' import payme nt s in 1981 .

14 

Desper ate measur e s were t a ken fr om t i me to tim e t o thwart o ff 
possibl e disaster in t he field o f for e i gn trade . I n 1 977 the custom 
ta~riffs (Amendment) r egulations No.52/1977 were is s u ed . The r egulations 
pr ovided fo r the imposition o f heavy dut ies o n import ed luxury items . 
For exampl e , 200 pe r cent duties were imposed on articles o f perso n a l 
ador nment and jewellry . Further rest r ictions were imposed o n i mport s in 
1 978 when the Nat i onal Bank suspended the availabil:l;'cy of f orei Gn e xchange 
f or a 12 page-list of imported in 1979 by the legal no tic e No . 68 o f 1979 . 



-38~ In all the cases import of luxury goods was e ithe r suspended or heavy duties wer e imposed. On t he other hand, essential commodities received mild d u ties (e.g. infant f ood got 10','; in 1979 while insecticides was l e ft fr ee ) . 

New institutions, in addition to the existint one such as th e NBE, 
• 

ar e being set- up in post- revolutionary Ethiopia to regulate foreign trade. A new ministry, the 11inistry o f For e i e; n Trade , interalia, is enthrusted with the task o f contr olling and rep;ulatine; impor t and export of goods . The Ethiopian Importine; Corporation Vias set- up , among other things , to import ess e ntial consumer goods and strateti c pr oducer goods . These institutions can play important roles in influencing the patterns of consumption in the country , say, by regulating the introducti o n o f new products , by influe ncine; the demonstration effects, etc. 
However, it is very difficult to assess the effec ts of the new measures o n actual import of consumer goods , forei gn trade statistics indicate that the share o f tho s e goods in total imports h as sho wn a steady decline in rec e nt years.. The share o f c onsumer e;oods in total i mports has fallen fr om a peak o f 38.4 per cent in 1974 to 2~ and 23.9 per cent in 1 979 and 1980, r espect ively. This decline , perhaps , can partially be explained by the groVling share o f fu e l imports in total imports. The later has increased fr om 6.2 per cent in 1 968 t o 24.8 percent in 1980 . 16 

The policy o f foreig n e xchange c ontrol on import o f consumer goods may have significant influence o n consumptio n patterns o f the c ountry, By r estricting the suppl y of forei gn p;ood s it may be poss i ble to divert c onsumers to-wa rds the consumption o f domestic p r oducts. However, unle s s domestic production has sufficiently expa nded to meet the growing demand some undesirab l e consequences ma y be encount e red. The upper income class , the intellige ntia, in particular, may lose ince n tive in ?lorking hurd ill t ·b.e 
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absence or shortage o f luxury items , in particular, consumer durable 
More- over , smugr,ling may thrive in the absen'ce of badly ne eded imported 
items. On the o th er han d the austerity programme may narrow the gap 
be tween the c onsumptio n l e ve l o f the ri"ch a nd the poor . In addition, 
the p olicy o f import restriction may r edu~ e the e ff e ctive ne ss o f 
e xotic goo ds by r es tricting the demonistra tion effect . 
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6 . Domestic Trade Activities a nd Price Control Administrat i on (DTAPCA) 

7. Ibid. 

8 . Socialist Ethio~Provisio nal Milita~ Government s tructure a nd Gu!~li~, Institute o f Management Training , Addis Ababa , 1 981. 

9 . Ethi££ian Domestic Trade Corpor a tion (EDDC). 

10. Ibid. 

11. Socinlist Ethiopia Provisional Hilitarr Government Struc ture a nd Guidelines, Institute o f Management Training , Add is Ababa , 19H1 . 

12 . Agr i cultural Pr oducts Marketing CorEorat i on ( hPMC) . 

13 . Se e , f o r e xample M-Mad za r, ~ricultural Mec hanizat ion in Rumani a (mimeo , Ad dis Ahaba , 1980 ) 

14. So cialist Ethiopia Pr ovisiona l Military Government, Nat i onal Revoluti onary Productio n a nd Cultural Developme nt ~ampaign, Third Pla n (1 973 E . C.) p.25 . 
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THE IHPACT OF THE RURAL LAND REFORM ON CONSUMPTION 
OF FARI1ERS : .8:;...PRELIHINARY . ANAL.YESIS 

The traditional theory of consumer behavior which we discussed 

above l a r ge ly disregards possibility of income distribution within 

the short term peri od. Thus , income is usually taken as given . This 

a ssumption makes traditional consumption theory less rele vant t o the 

reali t i es of de veloping countries that are usually characterized by 

r adical institutional changes within a r e latively short period of t i me . 

The rur a l land reform Act of 1975 of Ethiopia can be taken as str i king 

e xampl e . The reform , int era!i~ shows h ow non economi c f actor s can 

signi fican t ly influence the pattern of consumpt i on . In o t her words , th e 

egalita:iJian land reform proclamation of 1975 can be c onsidered as an apt 

i llustration of our second propost i on (that non-economic factors can 

signi ficantly influence household c onsumpt i on patterns ) as was discussed 

i n the thrid chapt er . 

Pauci t y of data, as usual, hampers an indept and systematic analys i s 

of an impa ct of this historic change in the rural areas . It is high 

time that rele vant data collected and analysed . In the meantime it may 

be of some use to make preliminary analysi s of the subject f r om t he scanty 

data that are available . 

Statment of the Problem: One o f the basic soc i - economic c onst r adic-

tio ns o f the trasitional period (to soc i alism) exi sts . in the agr icultur a l 

sector. In wh a t follows we will attempt to shade some light o n the 

cha r ac ter of the contradiction bet ween consumpt i on and accumulation within 

the content of agraian revolution. The motto of " land to the till er " can 

be considered as expression of the socialist principles of egalistarian 

distribution of incowe. Accordingly, the. proclamation ( No.31 of 1975) 

abolished feudal i sm in the rural areas and provided the p."*,,, . with de 

facto private o wnership of farm l a nds up t o a ceiling o f ten hectares. 
-41-
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The peasant no more shares his produce with th e landlord. In other 

words , he may retain the equivalent of the ground-rent. That is well 

known. The basic question , however, is the use to which the additional 

income of the peasant is put. I s the peasant go ine topay more taxes so 

that the agricultura l surplus is syphoned o ff towards the industrial 

sector? Or , is he going to increase on farm-investment so that s urplus 

is retBined withing the agricultural sector and used for the purpose of 

accelerating the contribution of the sector to the national economy? 

Or , is he going to use t h e additional income for raising personal consum-

tion? 

A closely r elated question- what is the impact of a radic a l land 

r eform on the s i ze and structure of the mar k eted surplus? These burning 

questions constitute the frame work for the following discussion which 

is mainly based upon a r ecent survey of Arsi Hural Development unit(ARDU). 

l~~~ Distri£uti~: It can be hypothesized tha t the land refom has 

redistributed income in favour of the lower income stratum of the agricul-

tural population. This can be shown in the 1979 survey that was carried 

out be ARDU in three of Arsi ~~~j~~-chilalo-Arba Gugu and Ticho.
1 

Table 3 clearly shows that incomes of the sample households are le ss 

uneverly distr2buted after the land reform . For example , in the case of 

Chillalo the proportion of those households who used to aarn from 501 t o 

750 birrs , annually , has now fallen from 20.11 to 13. 97 percent while the 

propostion of those who earn more than 1000 birrs has increased from 

36.14 to 52.10 percent. 



INCOI1E D!STRIBU:r:IQ!i...BEFOgE AN!2_AFTER THE _g~.l!!!!'!!2 
PRO~LA~ATIQ~igLPl 

B= Before the LRP 
.~ 

A= After the IRP 

~~: In:!:~!~~!~~~~!he ~~act of the Aerarian Reform on Peas~nts' Income. and Expenditure_P~!~ern, 1980 . 
Planning Evaluation and Budget section , Asel l a , October 1981. ARDU Publication Nc . 18 p.61 . 

Honetary income per simple household has almos t doubled as is 
indicat ed in table 4 below . However, an increase in monetary income does 
not necessarily guarantee a coresponding increase in the well-being of th e 
consumers . The quality and quantity of goods purchnsed with the additional 
money income, f or example must be taken into a cc ount. 

Table 4 -----
AVERAGE INCOHE FROM CROP PRODUC TION PERHOUSEHOLD , DEFORE AND 

AFTER THE . .E!:!:.JQirrs) 

~ r -t- , 
incomel 

Average income before the RLP I Average t~'o, '""·1 I from owned and rented after the RLP. 
I l a nd 
I , ------- I- I Chilalo 875.01 1 , 647.16 i 

639.86 I 1,352 . 45 
I Arbague;u 

I ! Ticho 765 .65 1,378 . 80 , , , 

~ . 
Source: Same asia t able 5, ---
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C o~.E!ion and Silvings : Many responsible sources s u ggest that 

consnmption o f the rural masses has increased as a res ult of the l a nd 2 r e f orm. Although no systematic and indept survey i s so far been ca rried 
o ut t o s ubs tantial e this proposition, the scant y data that we h a ve seem 
to suggest possibility o f an increase in the vo lume o f consumption o f 
the peasantry. Th e ARDU s urve y which was cited a bove , for e xample , 
s howed that more than 83;{, of sample f a rmers felt tha t the ir standards 
of living have impr oved s i nce the land r e form . The r easons they gave 
were : they otained land, d o no t h ave to share their pr oduce with the 
l and l ord and (or) do not have to pay for grazing l n nd . 3 Simila rly, 
68 .1% o f t h e i nterviewees in a survey c a rried ou t in Ada Wor e da indica t e d 
that t hey were purcha sing mor e manifactur ed goods a fter the l and r e f orm 
than they did befor e .

4 
In addition , peasant associations buy about 

280,0 o f sugar al l oted t o the Administtat i ve r egions thr ough out the c ountry: 
It se ems that peasants a re being e ncoura ged to consume such al l using 
manufactured goods as sugar. 

Howe v er the ult imate goal o f pr oduction i s consumption , it may 
b e eteri~6ntal to the effort of c api tal a ccumulation if a lluring 
manufa cture d goods a r e introduced into rural a r eas a t t his time . 
Of course , it can be a r gued that the marketed s urplus o f agriculture 
can be incr eased by pr oviding the farme r s with manufa ctured goo ds . 
Howe ver, it does not seem pla u s ible t o i ntr oduc e new goods in the r ur a l 
a r ea (e . g . s u gar) when the demand f or old goods (e . g . clo thes) is not 
yet s &ti s fi ed . The r e fore, a clear cut and c on s istent p olicy i s r equired 
to satis f y th e c onsumption demand of th e peasantry stage by stage so tha t 
the contradiCtion betwee n accumulation and consumption i s mi n imi zed . 

The possible e ffec t of the land r efor m on the mGrketed s urplus 
can be considered as one of the int riguing questions of ilie transition 
period fr om the point of view of economic development . The URDU s urvey 
s h ows that the sample households have marketed almost the same pe rcentage 
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6 

of gr ain (about 21%) output . Simil a rly the Ninistry o f Agriculture 

and Se ttl ement has estimated that only 11 . ~b of ma j or crops fr om private 

householdings was marketed in 1977/78? This may be due to the high 

marginal propensity to consume of the rur a l people . The MPC of the 

sample h uuseholds of the ARDU survey , as computed by the author s of 

the r esport i s shown in table 5 below . It is obviously very high. 

THE MPC .\ND MPS OF SAMPLE HOUSEHOLDS IN CHILALO Alll3AGUGU 

~- - -------- ---:-.::::::l 
-----~ 

MPC I MPS ! 
-+ 

Chilalo 0 . 817 0 .1 83 

Ar bagugu 0 . 855 0 .145 

Ticho A- 0 . 833 0 . 167 L ______ 

Source : Same as in t able 6 . 

The high level of income elasticities (. 82 , 1.15 and . 82 f or 

cereals , pulses and sugar, respectively) a lso suggests the possibibl1ity 

that additional i ncome of the sampl e house h o l ds may be used for consumption 

8 
purposes . 

Thus , it seems that per capi t a annual saving might h a ve f a llen 

due to t he hi gh level of the MPC of the f armers who gained fr om the 

egaliterian type o f inc ome r ed i stribut i on . For e xampl e , the survey of 

consumpti o n patterns in Etheya e xtension area (in Chila l o ) underta ken 

in 1972 showed the mean saving per sample farme r to the 170 . 39 birr s . 

This amount was d r ast icall y dropped to 64 . 55 birrs in the 1979 sur veys . 9 

Patterns o f on-fa r m investment seem to corroborate wha t was 

discussed abo ve . Investment in livestock , farm impl ements , etc . 

constituted a s mall sh are in the to t a l budget. Be v er ages and stimulants 

have a higher shar e (about o/fo against 6. ?fo ) than on- f a rm investment . 

Food accounts for about 65% of the budget (see table 6 below) 
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Tab l e 6 

~-------------------------~~-
; 

l;oo:~=--Ite::== __ =-t'-~~~~~ 8:: ~ ::~~ -rri ~:::::t 1 
Clothing and Foot wear 120.41 9 .51 I 
Begerages & Stimulus 109.48 8 .65 l Li vestock 56.91 I 4 . 50 
Social & Traditional fe e s 50.57 I 3 . 99 I Taxes , Contribution , gifts 28 . 97 I 2 .29 
Light and fuel 23.86 I 1 . 88 I Miscellaneous 18.54 1 .46 I 

I Other farm inputs 17.49 I 1.35 I . Farm implements 11 .1 9 I 0 . 88 

~
Household goods 5.69 0 . 49 I . ! 

1- ---t L- Total ~ 1266 .06 100 . 00-1 

Source: Same as in t a ble 6 . 

Thus is s e ems high time tha t policy-makers and pla nner s 

formulate-appropriate policies inoder to moblize the agricultura l 

surplus wile at the same paying due attention to the growing consumption 

demand of the rural masses . Some policy measures a r e a lready being 

implemented . For exampl e farmers in the three Awr ajas of Arsi are 

or ganized into 143 service c ooper a tive s a nd 1 , 108 peasant associat i ons 

so tha t they are now able to rais e their initial capita l of 

10 1 , 761,420.60 Birrs to 5 , 144, 933.90 Birr within three to f our years . 

On the other h a nd , certain policy instruments (other than-ta x) 

may h e lp hold down t h e potential gr owt h of c onsumption o f the peasantry 

for the shortrun period in an effort to moblize investment funds. 

Comulsory pr ocurme nt o f agricultur al products i s a case in point although 

it is unlikely tha t it was initially inte nd ed for this purpose . It shoul d 

be noted that compulsory procur ment is n o t limited t o gr ain ; it includes 

commercial crops o f which c o ffe e can be considered as the mos t importa nt 

one. Th e Ethiopian Co ffee Marke ting Corporation buys coffee through out 

the c ountry at fixed prices . 
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An &ga litari a n type o f l a nd r e f orm cnn be d esireu ble fr om the 
i deo l or, ic a l a nd politica l po int o f vie w. Ho we ver, _ seen fr o m e c o nomica l 
point o f vie w it ma y negative ly a ffe ct capital a ccumulat i on unless 
appr opria t e meas ures ar e take n in d u e ti me . 
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NOTES - .---

1. ARDU , l~~tigations on the Impact of th~ afjrarian~£~ 2n Peasants Income and Expenditure Patterns ', 1980, Planning, Evaluation and Budget section , Asella , Octover 1981 , ARDU Publication No . 18 . This sample survey may not be representa tive o f socia-economic lives in the rural areas in particular because of the fact that this regi on had benefited from CADU and ARDU programmes . 
2 . Se e , for exampl e Meskerem June 1981 .; Reports o f Trade Act ivities a n d price contro l administra ti on , 3 ARDU , op . cit . 
3. ARDU, 9p.cit. 

4. IDR , Ec onomic Condition in Ada Were~ Ethiopia 1975- 76 
5. Sugar Marketing-f0rporation .~otas of major towhy are e xcluded . It may be possible some sugar, somehow , may find its way t o t ejbets . 
6 . ARDU OP t cit, pp,33-37 

7. Ministry of Agricul tur e and sett l ement s , Ar eas , Pr oduction , yield Use o f Fer tilizers and Marketed Production o f Major crop . Vol.1 A.A. AUfjust 1978 , p , 62 

8 , ARDU, op , c it. 

9 . J ohan Hol mberg , s urvey o f cODsumption Patterns in Etheya Extensi on . Ar ea , (C ADU Publication No.90) October 1973 , ARDU , op . cit . p.93 
10 . · ARDU, O P t c i t , p . 89 



CHAPTER VII 

THE C.QNSUMPTION OF FOOD IN ETHIOPIA 

The patterns o f consumption of f ·ood in the country merits 

separate treatment because of the following reasons: (1) Food 

a ccounts for the bulk of 1amily budgets in Ethiopia: (2) The 

productivity o f labour dempends, interalia upon th e e xt ent of intake 

o f nutrients: and (3) the existence of sufficient and reliable food 

s urplus constitutes one of the prec onditions for economic development . 

The first propositi on was discussed in th e preceding chapter and in this 

one. The second one will be d i scussed in what follows. The third one 

. 1 seems to be historical ly validat ed and theoret i cally s ubstantl ated . 

Per capita food c onsumption can be taken not only as the main 

indic ator of the standards of living of thepeople but can be c onsi der ed 

as one 01 the factors that can explain th e possibilities and limitat i ons 

o f the process of capital f ormation during the initial period o f economic 

development . 

The planning of a rational fo od balance sheet f or the whole popul ation 

requires the determination of the minimum level of calory and protein 

intake, the identitication of the possible and actual sources of food and 

the factors that determine its consumption, estimation of inc ome elastici~ 

ties etc . In what follows an attempt will b e made to shade some light on 

a f ew of the above mentioned points . 

THE EFFICINECY VIAGE HYPOTHESIS: The efficiency wage hypothesis deals with 

the relationship between f ood consumption and productivity of labour . The 

postulatsd pr oductivity consumption relat i ons states that productive services 

of a worke r supplied per unit of time is a function o f his l e vel of f ood 

intake .
2 

Translating food intake into energy . 

p = fee) 

Vlhere p = productive service 

e = Energy intake 

-49-
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Thu s impr ovement of nutrition intake can be considered as productive 

venture l eaving aeid. e ven the ethical and p olitical a r guments which are usua - -
lly d i scussed . John R. Turrent an e xpe r t in food polcies, for exapml e , 
observed that "nutritio n is as much of a ligi tmate investment in economic 
de ve l opment as i s mec hanisation , irregatio n" and f ertilize r in terms of its 
pot ential f or increaBing oiltpot . ,,3 ilith this in mind l et u s consider 
patterns o f f ood consumption in Ethiopia . 

Source of fo od in Ethiopia , Differ e nt kinds of f ood are c onsumed in 
Ethiopia d e pe nding upon the geographic , cultura l, religi ous, e tc. variatio ns 4 within the c ountry . The main source o f fo od supply (about 96%) originates 
from the priva te s ec t or . 5 State farms account for about 3% o f the t otal. 
The shar e o f c ooper ative farm s and settl ements in insignificant. It seems 
interes ting to no t e that state f a r ms a nd settlement farms cater t o the needs 
o f f ood indistrie s t o a gr ea t extent . In 1981 about 42. BPI o f state f arms 
output, Via s directed toward s the requirments of the f ood industries whi l e 
o nly 1 . 1% o f the output of private farms was us e d as industua l raw materials 
(in f ood industry) . 

At the present time , only less t han 1 p erc ent o f domestic grain output 
is used in the f ood industry. Th e output o f industrially processed f ood is 
extremely l o w as is shf'!w n in tabl e 7 . Per capita productio n f or urba n 
popula tion, l e t a l a ne the wh ol e popula tion, i s insignifi cant . In short h ome 
made f ood c o nstitute s the bulk o f food c onsumption . 

Table 7 

PRODUCTI ON OF SELECTED INDUSTRIALLY PROCESSED FOOD FOR 1981 

I
F- - I ! . I u . ~ Q t· t !per cap~ta(urban I In0~ -t,::~ ::,;,: +--=::::'00 ' I Ma ccaroni a nd Pasta ton 18,328 I 0 .004 I Eddibl e Oil & Glue & Butter Kgs ' i 10,092 , 2611 2 . 22 ! Br ead , Ga lle t a & Bi scuit ton~ 15 ,475 0 . 003 I Jaffa Rnd Products tonS: 10,088 I 0.002 J 

Sourc e : Food Corporation and Stat i stic a l Abstr ac ts. 
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This fact may have f ar r eaching policy implica tions: 1) millions 

of housewives will, for the near future, be r estr~t ed to the kitchen 

being partially barr ed from pr oduct ive fi eld work, a nd poss.iblV lIlay 

find it difficult t o gain their soc i a l fr eedom , 2) the stat e may find 

it difficult t o influence patterns of f ood consumption as long as it is 

unable t o control the mea ns of f ood pr ocessing , e.g . prepar at i on and 

implementation of the r a tional f ood balance s heet may be very difficult 

and 3) The PID c om ponent (proces s ing , tr ansportati on and distribution) 

in t o t a l f ood purchase will remain 0111 .. 11. Th~ last point may have importan t 

policy implications for pricing of food stuf fs. 

Food import o f the country for the last ten years has never been 

gr eater than 9 percent of total imports and the share o f food import has 

been declining in r ecent years, perhaps, because of government policy o f 

ener getic f or eign exchange control). 6 

Food aid per capita for the period 1974-1976 was not more than 1 

kilograms as compared t o 9.4 for Somalia a nd 27.9 kg. for Egypt in the 

same period.7 However, f ood aid may gain importance due to the gr owind 

needs ~f drought a nd war a f fe cted population. The 1981 f ood r equirment, 

as r eleased by the Relief and the Rehabilitation Commission, was as hi gh as 

8 1,029.300 metric t ons, or about one firth of the total annua l output of 

major crops in the country. 

Shar e of Food in t otal Budge t: The proportion of t otal 11,,"~ - L 

allocated t o f ood seems. ve"''' "'~ .- '" 

" 

. ~.-.. - " . .. .... .. -,.,.- . . : 

.. ~ . - . 

. .. ;. ..... ..., . -:-::", 
"' - .,~ ..... " .. , " . 
, ', . 
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The fo od balance sheet is dominated by cereal s in both rural 

and urb an areas as is shown by the same sam l esur vey . 9 This may show 

tha t the intake of proteins a nd vitamins ca n be very sill6l11 thus 

contributing the consequential health hazards . 

In the case of rura l areas purchased food accounts for a small par t 

of t o t a l food consumption. The CSO rura l survey of 1967 f or example ; 

10 
s howed that only 36% of the t otal f ood was purchased. 

Selected Indicators o f Food Consumpti on: Percapita f ood production 

in Ethiopia has shown steady decline in the past years. Morehover. per 

capi t a f ood pr oduction of the country i s much below that of a ll East Afr ican 

countri es with th e exception of Mozambique ._10 

Per caput nuttitiona l intake has shown a steady decline as i s shown 

in t ab l e 9 below •. 

FOOD SU PPLY (EXCLUDI NG FISH) IN ETHIOPIA PER CAPUT PER DAY 

~t 
Ca l or 

1 
Pr oti 

Fat ( g , 

- ---
rients 

ie s 

en 

rams) 

-------,-------,---
1966-68 I 1969-71 i 1974-76 -t 1977- 79 

2 , 012 2,027 1, 822 
, 

1, 737 i 
68 . 6 68 . 8 69 . 8 

\ 
67 . 5 I 32 . 8 32.7 28 . fi 28 . 0 

i I 
§ource :- FAO production year book vol.34, . 1980 pp.247-48 

The conditions of f ood r equirment can be see n from a some- what 

different angle, _ Estimate made by the Ministry o f Agricu lture and 

Bettlement shows that the urban population was running short of the 

suppl y of major f ood crops by about 468 , 200 tons in 1978 .
11 

Mor eover. 

dr ought and war which had already claimed the lives of some 5 , 623 , 000 

heads of cattle are not still over.· Some 4 , 348 , 000 people in 12 of the 

14 admini strative re gions are still affected by natural and soc i a l ca l amiti es. 

Food and clothing requirments for these r egions have been estimated t o be 

as high as 1 , 029,300 metric tons and U.S. ~631,OOO,OOO, -respectively. ~ 2 
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To conc lude the data that we attempt ed to put t ogether shows 

that: (1) the ma rke t ed f ood surplus may not mee t the demand , 
o f the gr owing industrial secr or; (2) further income d istributio n 
p olicy may cause more demanO, f or fo od ; (3) what can be t ake n a way 
fr om the masse s in th e form o f , .. say t a xes see ms s canty , a s ligh t 
error in food p olicy f ormulation may cause irre pa r able da mage 
(e . g . furthe r int e nsifica ti o n o f the grain procurment e ff ort may 
drive thousands o f paaeants int o the hands o f th e Relief a nd 
Rehabilitation Commi ss i on , or a s light increase i n prices o f f ood 
may cause a significant dr op in s tandards o f living) ; (4) policy 
make rs and planners as well as a ll th ose c o nc erned with tha t problems 
o f e c ono mic deve l opme nt of t he c ountry have a dual t ask-the t ask of 
accelerating fur tur e consumption as well as present c onsumption, 
perh aps,. with mor e emphasis on the l a t er, 
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CHAPTER III 

ESTIM ,\TION OF COEFFIC IENTS OF I NCOME ELASTICITIES 
FOR S AHPLE HOUSEHOLD URBAN WAGE AND 

SALAR Y EARNERS IN ETHIOPIA 

On of the advantages o f the alternat ive approach that we h a ve 
a ttempt ed t o deve l op in the third chapter i s tha t it may make possible 
a c onsiderat i on o f a ll important aspec ts od c on sumpt i on patterns in 
a c ountry, in par ticular, in the abse nce o f sufficie nt and r e i ab l e 
data f or a n econometric r esearch from d iffer e nt angles by us ing the 
method o f politica l econ omy as well as the tr a ditional t echniques o f 
demand analysis. Accordingly, in this chapter we f ill atte mpt t o e stimate 

" c oe ffici ents o f inc ome e lasticitie s (or expe nd i tur e e l easticities) fcr 
sel ec t ed items f or · sample urban wage a nd salary-ear ne rs. It should be 
n o t ed tha t we ha ve a lready consi dered the c l'nsumption patterns o f sampl e 
rur a l peopl e in c onnectio n with the agr a rian r evolution by u s ing the 
a va ila ble d a ta" In additi on, we have a l so considered the changing 
invironm ent o f c onsumpti o n in c onnectio n with a discussion o f the ins tit-
utional f a ctors and policy instruments that a r e shaping c onsumption 
patterns in post-revolutionary Ethiopi a ; Thus, it ca n be evident tha t 
our des i gn is t o l ook into the s ubject fr om di ffe r e nt a n gl es by using 
differ e nt methods. 

The coefficients o f inco me e lasticities which we a r e goin g t o estima te 
can be used ( 1) t o s h ow th e f ea tures od consumption o f urban dwelle rs in 
cont~ast t o that o f rura l peopl e l (2) can be empl~yed by pe ople c oncerned 
f or f ormulat ing certa in importa nt poli c i es such as policies o f income 
distribut i o n and pricin g and (3) can be used f or c omparing inc ome elas tic-
ities f or the pre-r e vol ut i o na ry a nd post-revolutionary period whe n a n other 
stu dy i s made based on the data per t a ining t o the l a ter per i od . 

It is beyond t h e scope o f this study to make a survey o f the 
1 deve l opment of empirical demand analysis. Vie will :fathe r be restricted to f ami ly budget analys is. 

-55-
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A. THE IM~QR:rANCE OF FJj,I1ILY BUDGET ANALYS I S, 

The demand f or a speci fic commodity can be es timated by using 
aggr e .. '. time serie'er datil and /crosd-'s,)c tio n data . h e f~r st appr oach has attempted t o e xpl ain 

temporal diffe r e nces in aggr ega t e demand in t e rms of prices , l a rgely 

t o the e x~lnsion of househol d characteristics such as age , occupation , 

f amily s i ze , geogr aphic l ocat i on, et9 . th ough aggr egate inc ome does 

appear in such functi ons. Thus, this approach may hide the effects o f 

household characteristics o n consumption ~ Fam ily budget analys is; on 

th e other hand , ca n show the e f fec t s o f these characteristics~ It shoul d 

a lso be noted that markets , in developing c ountries, are l a r gely imperfect 

due to, perhaps , the domina n ce o f natural economy and institutional set- ups 

such as price control. In addition , data o n pri ces and qu a ntity may be 

i nsufficient and costly in their col l ec tion . The es timation of price 

effects may ve subjected t o serious statistical pr oblems. " The es timate 

o f pr i ce elasticity resulting from on ord inary multiple r egression analy s is 

,is likely to have a wr ong sign , and the pric e effect as such is n o t distin~ 

gui s h able fr om i nc orne effect due t o the c ollineari ty complication. ,, 2 A 

furth er copplication may arise du e to c ollinearity between price o f 

substitu tes . The panel meth od is one o f the appr oaches used t o ove rc ome 

such a complicatio n . Th a t i s , independent estimates of income e lastici-

ties deri ved from f amily budget data are incerted into a n aggregate time-

s eries dema nd r e l ation as extrane ous estimator s . Moreover, family budget 

analysis can be abstracted from the effects o f pric es since consumers 

included in a g iven survey are a ll exposed to the same set of prioes. 

In short, family budget analysis may be pertine nt t o the r ealities 

of developing countries, To take a simpl e exampl e , family budget analys i s 

Can take into account the d ifference betwee n consumption patterns o f 

rural and ur ban consumers', It should also be noted tha t the d isaggr egat ed 

r esults (e~g ~ e l ast ic ities) can be used to measure some o f the e c onomic 

effects o f changes in income distribution, 



-57-

The disaggregated approach has been increasingly used in r e c ent 

years in estimating c onsumpti on parameters in deve l oping countries. 

Consumpti on c oe ffici e nt f or rural and urban sect ors are separately 

esti mated . 3 I n r ecent y ear s dissatisfaction ~en with the rura l urban 

d icho t omy has l ed t o the sub- division o f c onsume r s into major gr oups . 

Byung - Na k Song, f or e xampl e , has de ve l oped the trich ot omy systeip in 

his r ecent r esearch work in wh ich he classified consumers into f a rmer s , 

urban wage earner s a nd urban capita lists. 
4 

B. THE SAMPLE . 

The present stud y will be based upo n f amily budget sur vey which 

wa s c arried out in Addis Ababa, Asmar a and Dir e Dawa in 1 975 and was 

published lat er o n unde r the f ol l owing t~tl e s: 

Report on the Add i s Ababa Household Expend iture Survey 1 975 , 

Bulle tin No . 19 , February 1979 , by the C.S.O. and g~or t on the 

Asmara Dir e Da wa Household Expe ndi tur e Survey 1975, Bulle tin No . 24 , 

J a nuary 1980, by the C. S.O . 

'1'he budget Burvey c over ed source 9.ntl. size o f inc ome , pat terns of 

expenditur e , demographic and general particulars . The size o f the data 

can be sho wn by the f ollowing t ab l e . 

Tab l e 10 

I 
, 

Numbe r o f Number o f Numb er o f I To wn 
. Inc ome Groups Househo l ds Person s 

r: 
-

Add i s Ababa 32 295 1 , 701 

Asmarn 20 162 1,115 

P: 
1... 

Dir e Dawa 20 164 3 ,702 
I 

Total 72 621 3 .702 i 
Source : Bull et in No.19 and No , 24 C. S . O. 
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C. SPEtlFICATION OF THE MODEL 

The only explannatory variable that our data can generat e is 

income or total expenditure. The dependent variabl e is expdenditure 

on a specific commodity . 

The fact that inc ome or t oal expenditure is the explanatory 

variable takes us t o the realm of problems of Engel curve analysis. 

About ten types of mathematical forms of Engel curves are 

fr equently used . 5 Se l ect ion among these alternat ive formulas i s made 

inter alia , upon consideration o f the f oll owing factors. 
6 

Composide charact eristic of a given commodity concept is the 

first criterian considered. In the present study one of the commodities 

for which el asticities is go ing to be es timated is total fo od , This 

item is a composite commodity. It is composed of creals, in j er a , 

meat, fish dairy products , pulses, etc . Hence , a symptotic f or mulas 

( e . g . the log-normal, the log par abola) may not be appropria t e . 7 It 

should be noted that other c ommodities f or which el asticit i es will be 
~stimated ar e also c omposite in nature . These are s ervices (medical 

care , transportation, communication , r eading and r ecr at i on ) and household 

~~ (fuel and lieht , wa ter, domesti c utensils, househol d texti16I1, 

househol d dur ab l es) . 

In the s econd place the faat that consumption is measured in 

expenditure (in Birr) rather than quantities may rule out the use of 

asympt otic formul ae. 8 It should be no ted thRt inc ome or expenditure 

eslasticity is usnally ereater than quantity elRsticity . 9 We therefore 
expect that the elasticities which are going to be estimated wil l be 

biased upwards in general. 

The additivity criterian can also be considered . This condition is 

10 satisfied by linear Engel curves a nd a few othe r specia l types. 

Computational simplicity, too, CRn be taken into account in view 

of the prevailing circumstances . 
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o f the data the following formulae will be used in the es timati on of consumption coeffici ents . 

The Lin~r Form 

C . + r:.: Y 

Elastic i ty coe ffici ent = i! . Y 
C 

One of the weakne sses of this equa tion is that it does not show 
t he s4turation l evel of inc ome . This equati on wa s one o f th e earliest 
ma thematical form s tha t wer e used in Engel cur ve ana l ysis: Alle n and 
Bowley , f or example , us ed this f orm in their pi oneer ing wor k in fami l y 

. 11 budget analysl.s . 

The Double- l og Function 

10'- C _ ' . . .~ log Y 
Elasticity coe ffici ent = B a t al l levels o f income 

. 12 

This f orm may be satisfactory f or nearly a ll non-food l.t e ms. Thus , it is e xpected tha t th i s f orm ma y be useful in the es timat i on of 
c oe fficients f or services a nd househol d items . The f ac t that c onsumption 
is express ed in value (monetary) terms lands support to the use of this 
f orm. One o f the short comin9s o f this f ormula is th a t its does not show 
variations in e l as ticit i es af different inc ome levels . This pr obl em may 
be important when the inc ome r ange is very wide . In the present data the 
r a nge of income is quite wide . I t r a nge s from 20 Bir r s up t o 1650 and 
above in the case o f Addis Ababa consisting as high as 32 inc ome bracke ts. 
Thus an a tt empt will be made t o na r r ow down the inc ome r ange by partition-
ing the data into two gr ou ps a nd es timating coefficients f or the two par ts 
separ a t e ly . This method can also have others advantages such a s the 
minimizat i on of the ef fects o f heteroscedasticity. The other weakness of 
this formul a is that it does not show l evel of expenditur e at the l eve l 
where i nc ome. is zero, That is, e xpenditur e on good i = 0 at zero level of 
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income However , this pr obl em may no t be ser i ous since n o expensive 
lUxury items are inc luded in the data und er conside r ation with the 
e xc epti on o f, perhaps, durnb l es wh ich a re included unde r household 
items . The po int is that for some goods (e.g. e xpensive luxuries ) 
inc ome must reach ce rtain l evel s before a ny e xpenditure on the goods 
is po ssibl e . 

Th e Semi- l og Functio n 

c - , ~ • ( log Y 

Elasticity c oe ff i cient = f / (:~ + ~ l og y) , 

It i s e xpe cted th~t this f ormul a may fit the data o f expenditure 
on f ood f or f ood is a basic n e cessity tha t usua lly shows f a illing inde x 
o f e l asticity as inc ome increa s e s. This f ormul a has been widely used 
by FAO f or estima tio n o f elast icities o f f ood items .

13 

The Variables: The n on abailabil!ty o f da t a has largely de t e r mined 
the cho ic e o f the e xplana t ory va riables . We s e lect ed per capita t o tal 
expenditure as the only e xpla na t ory variab l es . The the oretical justi fic a-
tio n f or u s ing t o t a l e xpenditure as a pr oxy f or inco ~e wa s disc ussed by 
Pra is and Houtha kker.

14 
The c oe ffici e nt o f linear correl a tio n be tween 

t o t a l expenditure and income is a bout . 84 . The corresponding s c a tt er 
d i agr a m suggests a st r ong positive c orrela ti on bet wen the two va riables . 

To t a l pe r capita c onsumption e xpe nditure is n ot exa ctly e quivalent 
t o per c apita curr e nt income because the l at t e r include s current saving 
b esi des c onsumpti o n e xpe nditure. As a r esult , e l as ticities esti mat ed by 
u s ing expend itur e may h ave a n awar d b i a s, However, in as much as t o tal 
c onsumption expenditure coul d be fina noed from curre nt income , pas t saving , 
a nd borr owing (this is significant in our data) it may be a good e xplanet-
ory va riabl e . The main r easons why we t ake t o t a l per c apita expenditure 
instead o f inc ome are that: (1) conc eptu a l problems a nd error s in 
measurement may be involved if income is used; (2) respondents are usua lly 



-61-reluctant t o r e vea l th e true size o f th eir incomes because of f ear of t axes , modesty , e tc . The data unde r conside r a ti on is not fr ee fr om 15 those problems. 

The f ac t that the expl a natory variabl e is limited t o t o t a l per capita montly expe nrhture may be considered as one o f the serious limit-a t i ons of the study . Possibl y r el e vant e xplanatory variab l es such as education mfamily s i ze may be excluded thus cr eating problems o f miss-perification of the mod el. However, this appr oach has been widely a nd increasingly in use in the fiel d of family budget analysis .
16 

El asticity coefficient will be estimat ed , separa tely , f or par capita expendit ur e on f ood , househol d items a nd s ervic e s . These items a cc ount f or a large proportion o f th e budget o f the consumers a s is shown in the t able bel ow. 

Tabl e II 

J\GGREG ATION OF OUTLAYS DURING THE SURVEY MOHTS , 1975 

J\ddi s Abeba A s m a r a Dir Dawa Amount % o f J\mount c' o f J\mount % of 

Outlays 
" in Total in Total in Tot al 

Birr Outlay Birr Outlay Birr Out l a y 
1 . Consump-

ti on Ex-
penditure 140513. 04 68 . 2 71705 . 00 75 .7 46833 . 00 67 .1 2 Food 46212 . 51 32. 9 30113. 00 42 . 0 20003.00 42.7 Service 27057 . 60 19 . 7 8635 .00 12. 0 4921 . 00 10 . 5 House-

Hol d item 19670 . 38 14 . 0 9844 . 00 13 . 7 4993 . 00 10.7 Clothing & 
Footwear 11 550 . 46 8 . 0 7383.00 10.3 2875 . 00 6 . 0 2. Saving" 16002 . 00 7 . 8 684. 00 00 . 7 1365 . 00 0 .1 9 3 . Tr ansf er 21607 . 89 10 . 5 12576.00 13 . 3 9875 . 00 14.5 !t o Oth ers 27786 . 69 13.5 9726 . 00 10.3 11 698.00 16.7 Total 205 909 . 62 100 . 00 94691 .00 100 . 00 69771 . 00 100 . 00 

" inc lll41~S ' e'-<lllt Source: Bulletin No.19 and 24 , c.s.o. 
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Effects o f family size may be accounted for by t ak ing per capita 

t o tal expenditure. 

Finally, pr obl e ms o f simulataneity in the varia bles ma y arise 
due to the f act that total expe nditur e is the s um o f the dependent 
variables (i.e. e xpe nditure o n individual items). Liviatan17 

has 
shown tha t this may cause a bias in the es timate o f the regr e ssio n 
c oe fficie nt. One me thod o f overc oming the pr oblem is by using inc ome 
as an instrume nta l variable.

18 
However, " this bias is likely t o b e 

small for ind ividual food items a nd may be disrega r de d f or all items 
except modern dur a hles like cars , refri gerators , etc. ,, 1 9 Modern 
durables constitute ~ ne gligble pr o portion o f h ousehold items. 

The Hode l ' Thr ee alterna tive functional f orms (the linear, the 
d ouble l og and the semi-log ) will be us ed t o estimate elasticity 
coefficients f or t o tal f ood , services a nd h ouse hold items by using 
t otal per capita monthly expenditur e as the expl anatory variable . The 
mode l will b e : 

Cij = f (]!.i) 
nj nj 

wher e Cij = Expenditure by persons in jth inc o me bracket on 
it h commodi ty ; 

nj = numb e r o f persons in jth inc ome bracket 
Ej = t o t a l e xpenditure in jth inc ome bracket and 
(i = 1,2,3, j = 1,2,3 ••• 32 f or A.A., j=a,s,3, ••• 20 
f or Asmanl, Dir e Dawa and pooled da t a , a nd j=1,2,3 ... 16, 
whe n the data is parti tione d .) 
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The Procedure: We will fir st esti ma t e c oe ffici ents f or the sampl e 

empl o ymees (wage and salary-earners) in Addis Ababa . Secondly, e l asticity 
c oe ffici e nts will be f ound f or pooled data . It is hoped tha t this appr oach 
may increase the s ize of the data . Moreov er, such data may generate 
e l asticity c oe ffici e nts which may be us e d as point s o f refe r e nce f or 
e va luating the Add is Ababa c oefficie nt s . 

Poolinp, o f the separat e r ep,i on a l data may be pl ausible in vie w 
o f the fact that the surveys were o f the same des i gn . That is in a ll 
cas e s the subjects we r e wage and sala ry- earners and tha t the sur veys 
were c onducted in the same peri od . I n additio n , the patterns o f c o n sump-
tion i n the three urban a r eas i s mor e or less similar (see Tabl e 11). 
For example expenditure o n f ood acc ounts for a large share in t o t a l 
c onsumption e xpe ndi ture in all cases , On the hand, per capita t o t a l 
inc o me is much hi gher in Add is (14. 24 Birrs) as c ompared to tha t o f 
Asmar a (78 .22 Birrs) a nd Dire Da wa (82 . 25 Birrs). This may creat e s ome 
pr obl ems. For e xampl e , the c oe ffici e nt s o f the poo led data may be baised 
t owar ds Addi s Ababa . 20 

The o ther importa nt step is t o split the data , f or Addis Ababa , 
into two parts a nd estimate e las ticity c oe ffici ent s separately a nd 
compar e them. The r e ason f or this pr ocedur e was discussed abo ve . 

D. I NTERPRETAT ION OF THE RESULTS AND POLICY IMr LICATIONS 
Estimated expenditure elasticity (E), t h e r egressio n cofficient 

(B), the standard error o f the r egr ession c oefficient (SB), c omputed 
value o f t (t ) a nd the c oeffici ent o f de t erminat i c n (R2) are pr esent ed 
in table 12 below. 



Table 12 ---- -

Expenditure El asticit i es a nd Other Results 

_ f Linear Fu!}cti on I ___ Doubl e l e g Functien , Semi Log Functie!!n........,,----,,;---j 

~ 
B I SB! E t if ill' 2!L4- E I t R2 \ B l2B E %' R2 

, ' 

I I · I r 
Pooled data I ,I i' t 1 

Total Fo od 0.33! 0.02 0.8218 . 99\ 0.95'1 0.79 0 . 03, 0 . 791 24 . 84 0 . 97118.45 1.37 j' 1.3~ 13.48 
aerVlces 10.16 i 0.02 1 . 22 6 . 54 0.70 1.56 0 . 16 1 1 . 56\ 9 . 5 0 . 83 9.34 1.50 -1.17 6.25 
~ousehold 0.15 i 0.02 1. 10 I 6 . 86! 0,721' 0.98 0 . 07! 0 . 98 14 . 21 0.92 7.61 0.91 j-1.48 8 . 33 

0.91 
0.68 
0.79 

ltems +1 I'! I , ! I \ 

: .. ddis Ababa II l! i 1 " 
(whol e data) I , ;, ' I I' 
mit 6 I 6 " I ~o ta~ Food 0 .17 1 0.03 0 . 59 . 791 o. 0 I 0.55 0.07: 0 . 55 7.58 0.66 13.63 2,16 [0.06 
e erVlces 0 . 21,0.02 1 . 18\ 8.84Io.72 ! 1.43 0.191 1.431 7 . 98 0.68114.44 2.60,-2.97 
household 0.16; 0 . 03 1.05 6 . 11 0.5510.85 'I 0.14j 0 . 851 6.16 0.56 110.52 2.54 i-3.30 
items " 'I I I I ' I' 

I I ! 1 I 

~ ;,d~~s Ababa I i 1\1 i 
(lower income Iii I , I 
gr o~) 'I i I I I' 
TotalYood 0.16'0.011 , 16,13.180.92:0,521°.1210.52 4.450.57 , 11.1810. 990. 761 
services 0 .20 ,0.0311 . 40 1 5.88 0.71 i 1.09, 0.2911.09 3 . 72 0 . 50 6.9012.67 i-1 .94 1 

household 0.16 1 0.01

1

, 1.16 13.18 0.931. 0.6110.20 \ 0 .61! 3.07 0.40 4.92! 1,80 -8.09 
i terns I I !' i l l ' r 

Addis Ababa I ! I! ! I 

6 .32 
5.57 
4.14 

0 .57 
0.51 

10 .36 

I 
3.74 10 .50 

2. 5 91 0 • 32 
2.74 0.35 

(Higher inc "me I I ! 'Iii 
gro~) I I I i! ! 

Total Food 10 . 07 i 0 . 04 0 . 30 Ii 1 . 66 0 . 16 I 0 . 471 0.19 i 0 . 47 2 ,78 ,36 \16.04 'rJ , 10.93 2.43 i 0.30 , 
services 0 . 20! 0 . 03 1.08 6.12' 0.73 i 1.49,0.33: 1.49 4.48 0.5 ' 25 . 42 7.33 ! .. 1.87 I 3.47 10 .46 i 
household 0.0810.06 0 , \-'2, 1.24 0 . 09,0.8310.36; 0 . 83 2.300.2 -, 18.40 9.401 -1.62 1.96 10.21 i 
i terns , I , _ ! L . I ' ~, I _ j 

B= the r egression c oe fi c i e n t 

BIl= standard error of t he r egression coeffi cie nt 

E= estimated expenditur e elasticity 

t= ~omput ed va l ue of t 

R2= c oeffi cie n t of deter mi nati on 



-65-
As can be seen fr om t he table, the semi-log functi on seems t o 

be of poor fit o n the basis o f: (1) r e l a tive ly l ow value o f R2 in 
gener al (with the exception of pooled data); (2) negativ e , values of 
expenditur e elast icities f or services and househ ol d items which suggest 
that these c ommodities are inferior goods c ontrary to r ealities and 
(3) r e lative ly l ow value o f t. 

On the o th er hand , in broad sense, th e oth e r two functi ons (the 
linea r and the double-log functi ons) seem t o be o f good fit o n the 
basis o f: (1) significa nc e of the r egress i on coe fficients a t the 1 per 
cent l e ve l and (2) high va lue R2 (which, h owever, may be du e t o gr ouped 
nature o f the data) with some exceptions. For the Addis Abeba upper-
income gr oup both the t value ( which shows insignificance of the 

2 
regressi on c oe ffici ent at the 5 pe r cent l e v e l) a nd the R value sugges t 
that the linear f orm does no t fit well. 

The plo t o f r esidu a ls for some of the equat i ons e xihibited fair 
degree of rando mness , 

The estimated c oe ffici ents suggests the presence o f some differences 
between u pper and l ower income gr oups in Addis Abeba as per expectations . 
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For example , considering t h e doubl e- l o g functi on, exped nditure e l as t ic i t y 

f or f ood (0 .47) f or t h e upper- inc ome gr ou p is l owe r t h a n tha t o f t he 

lowe r i nc ome gr oup (5. 52). Thi s can be comp ar ed t o wh ol e da t a 

( Ad dis Ababa) which is 0 .55 for the s ame f uncti o n (doub l e-l og). 

Th e valu e o f R2 f or t he u pper i nc ome f or Addi s Abeba group for 

a lm os t a ll f unc tions a n d al l it ems , i s l o we r tha n that o f t h e l ower 

i nc ome gr ou p , per h a ps , indi cating th e possibility o f ommiss i on o f 

r e l evant e xpl a nat or y variabl es such a s edu catio n which ma y be importa nt 

variable s in de t ermining th e consumptio n b e havior o f upper inc ome cla sses. 

Consequ e n tly, the c or r e s pond ing l east squa r e est imator s may b e biased 

a n d i noo n s i s t ent. 

Comparing t h e e l ast i city c oe ffici ents f o r Add i s Ab a b a wi t h t ha t of 

pooled da t a , o ne can obs erve some d iffe r e nce s, For exa mpl e , expe n diture 

e lasticity f or Addis Ab e ba (for f ood ) is much l owe r than the pool ed 

dat a f or b oth the linear a n d double-log functi on s . Pe rhaps , thi s is 

b e c a use o f t h e influe nce o f the Asmara a n d Dir e Da wa data o n the pool ed 

data. Th e s h a r e o f f ood in t o t a l bu dge t (42~,~ ) in Jl sma r a a nd Dir e Da wa 

i s much l a r r,er tha n tha t o f Addis Abeba (3 210) . In addition, a ve r age 

inc ome s i n the t wo cities a re l owe r tha n th a t o f Add i s Ab e b a . In o ther 

wor ds, Asma r a a nd Dir e Da wa may h ave highe r iI)c ome e l a sticities f or f o od . 

Consi dering the ind ividual i t e ms , inc ome e l asticities f or s e rvice s, 

in a ll cases, are gr ea t e r wh i l.e those o f t o t a l f ood in a lmo s t a l l cases , 

a r e l e s s tha n o n e . Ser vi ces ( t e l epho ne s, r eading ma t erials , r e cre a tion , 

e tc.), may be c on sider e d as luxur y goods in Et h i opia . On t he other h a n d , 

ela sticitie s f or h ouseh o l d items ( f u e l , light , wa t e r , domest i c ute nsile , e t c.) 
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are , in almos t a ll cases, between those o f total f ood a nd s ervices . 

Th e high e l asticities for services (and t o some extent for h ousehold 

items) indicate a shift t o those luxury goods fr om hasi c necessities 

(total f ood ) as inc ome ri ses . 

Perhaps , the c oe ffici ents may be mor e meaning ful if we c ompar e 

them the r esults o f pr evi ous studi es a s is sh own bel ow in t ab l e 13 . 

Tabl e 13 

INTERNATIONAL COMPAR I SON - EXPENDITURE ELASTICITIES 

, 
k;r e s e nt t A. A. I Chana, Z"mbia Ke nya Ta nzania 

stud;z Ostby Urh a n Urban Momba- Urban 
t Linear doub l e and 1967/ 1966/ ssa 1969 It ems Ta ye 1 968 1 968 1968/ , func- l og 

1968 1969 tion func-
tion 

• • • • * 0 ; 82 0.,7 9 0 .76 8 0 . 42 0.,4 4 0 . 60 0 . 55 (pool ( pool 
ed ) ed) 

To t al f ood 0 .59 0 ; 55 

Services 

(A.A.) (A;Jl.) 

* 1. 22 1 . 56 0 . 902 
(pool I ed) 

I 
1 

• dou bl e-log functi on 

•• linear f unction 

I 

I 
I 

Sourc e : FAO, Inocme Elasticities o f Demand f or Agr!£ultura l Commodities. i 

Rome 1972 . Ostby a nd Taye Gul ilat: " A Statistical Study of t he 
Househol d Expenditur e i n Addis Abeba", ~!.£!:~rican Economic 
Revi ew, vo l . 1, No . 2 , Dec . 1969. 
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The coefficitnts o f e lasticities which are estimRted in this study are much hi gh e r tha n tho se o f o th er Afric an c ountries. The higher 

income e l asticity f or Ethiopian urbRn a r eas ma y b e due t o th e l ower per 
c apita f ood c onsumpti o n in the c ountry as c ompared t o o ther African 
c ountries as was discussed in the last chapt er. On the o the r h a nd , 
the results o f present study , in a br oad s e nse , ar e similar t o that o f 
Ostby a nd Taye. 

However, these r e sults should be int er pr ested with a..most precauti on . 
The r esults of the study, suffers, interilia , fr om the outda ted nature -of the data , possibility o f s easonality d u e t o the shorts pemd o f the 
survey ( one month only) and possible c ommission of r e levant variab l es. 
Hos t important, as was indica t e d abo ve , it may be pr esumpti ous t o take 
the data as a stable o ne sinc~adical cha nges ha ve been made in both 
the economic and n on-ec onomic environment sinc e the carrying o f survey. 

However, the results o f this study can b e pu t t o us e within the 
c ontent o f institutional change a nd national e c on omic planning. A simple 
example can illustrate this argume nt. In this study we have f ound that 
the (inc ome) elast icities f or relat ive ly luxury goods (s ervices and 
household it ems) are hi ghe r than that o f basic necessiti e s (total) f ood . 
Policy mRkers and planners c a n and should make us e of this possibility. 
A policy o f inc o me distribution in fab our o f the l ower-income gr oup 
should be accompanied by a n increase in the product i o n o f the basic 
necessi t i es (e.g f ood ). If no t, shortage o f these goods may occur. On 
the other h a n d , governme nt policy o f salary a nd wage-incremen t (which 
ma y be likely in the immed iat e futur e ) s hould be accompained b y reasonabl e 
supply o f durah l e goods. Therefore, the policy of f or e i gn exchange c ontr o l 



mu s t be exami ned in t his context,. Today , the s i ze o f the intellige ns i a 

has been increasin g i n Eth i mpi a . This so c ial s tr a tum has a high 

demand for c onsum ers ' durable s such as TV se t, oars , furni t ure , 

e tc. If it is unab l e t o find t hese good s in th e marke t, it may b e 

d i s s a tisfied a nd a s a r esult its inc e ntive t o work ma y be l e ss e n ed. 

Ther e f or e policy-ma k ers ma y be in a dil emma or may find wa y s and means 

o f t a k i ng a wa y ( temporarily) extra inc omes fr om the u ppe r -inc ome gr ou p. 

For e xa mpl e c ompulsory l oans , as was the csse in s e ver a l socialist 

c ountries , ma y be used t o curb the purchasing power of this s tr a tum 

in the short run period . 
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NOTES 

CHAPTER VIII 

1 . Survey o f the lit er atur e on e mpirical de mand analysis c an be f ound in Philips , AI2:E!ied.J:~mption Ana lysis (North Hnlla nd , 19 974) a nd The il·, The£E~d Heasure ment o f Consume r De ma n d (North Holland) 

2 . UII, " Analysis a n d Pro j e ctions o f Consumption De mand : He thod ol ogical No t e s " Industr i alization a nd Pr odu ctivi!l: Bulle tin No . 9 , 1 965·, 11.63 For d e t a ils s ee Walt er, Introduction n t Ec onome trics~ 

3 .• See f or e xample·, Lluch op-.,cit·. ·, n . H. De sai·, ~lysis o f Consumption Expenditur e Patterns in Ind i a . Oc casiona l Paper No·. 54·, Cornell University, August 1 972 ~ s on g , op . c i t . 

4. Son g £~cit Se e also Vidos or Tr~ckovic, The or e tical an2-Met~ological !~ects_o f De ma nd Ana l ysis in a Socialist Econo~~case o f Socia list Yugoslavia~ CHimeD ) , Add i s Ababa Univers ity , 1980 , 

6. See C.E.V. Le Ser ' Forms o f Enge l Functi on's, Econometrica v ol.31, No.4 r Oct, 1963; UN £ricit . p . 53 . 

7. UN , op.cit~ p . 53 

8. I bi d . 

9 . Thi s can b e easily pr oved, ~uantity elasticity can be us eful f or the pur p o s e physica l planning . 

10 . UN. op.cit; p . 5 4 

11. Alle n a nd Bowl ey , ~~udget Expenditure (1935) 

12. UN . op ;cit. p . 53 ; 

13 . FAa ; Inc ome Elast i citie s . .o f De ma nd f or A()ricultural Products; 1976, Rome .-

14. S ;J. Prais and H.S; Houthakker , ~he Analysis of Family Budge ts (Cambridge University Press , 1955r;-

1 5 ~ C.S. O. DiU'tiP 110;1 9 / ~:;';'24 

16. FAa op.cit; Desai ~it. 

17 . Nissan Livia tion, "Error s in Va riables a nd Ene;e l Curve Analysi s "~ . Ec nnome trica; Vnl . 29 , No . 3; 1961 . 

·8. Ibi9, ; 

1 9 . Desni , op ;cit .; p;7 

20! No attempt is made t o conduct covariance a na lys i s . 



CHAPTER Ix 

CONCLUSIONS AND IMPLICATIONS OF THE STUDY 

In this study , an attempt has been made, first , to examine the relevance of the traditional approach to consumption analys i s to the realities of developing countries and to show the urgency of developing an alternative approach; second , to analyse house hold consumption patterns in post-revolutionary Ethiopia in an unorthodox way by combining the conventiongl method of family budget analysis with the method of political. economy so that it was possible to show that the conventional consumption parameters (income and prices) can actually be used as policy instruments in a socialist - orient ed tr~nsitional society and , third, to investigate the dynamic relationship between present consumption and futur e consumpt ion (accumulation) in an invironment where policy makers and planners can significantly influence consumers ' behaviour, inter alia , by setting up new institutions and by formulating new policies . 

However , claiming to have achieved direct and definite findings in this thesis may not be possible due to certain limitations due to which the study suffers" The nature of the approach adopted here and the short­age of adeq~ate data did not permit the making of an indept analysis of each topic covered here . The family budget analysis made in this study sufferes f r om the substantially out-dated nature of the data and from omi ssion of certain possibly relevant explanatory variables. 

Despite these and , possibly , other limitations in the background , it may be possible to draw some tentative conclusions from the study and attempt to point out the corresponding policy implications. 
The traditional theory of consumption seems to be largely irrelevant t o the realities of developing countries in general and to those in their transitional periods such as post- revolutionary Ethiopia, in particular. - 71 -



-72-It is, thus, high time to develop an appropriate theory of consumption. 
Thc attempt made to develop and apply the tentative approach to the 
Ethiopian realities seems to be effective in analysing household consump-
tion patterns in an economically backward agrarian country that is 
expcriencing socio-economic transformation. 

Household consumption patterns in post-revolutionary Ethiopia, 
under the influence of the newly set-up institutions and policy instru-
ments, seem to be in a state of flux. However, it is not clear whether 
these institutions and policy instruments are based on clear-cut and 
consistent short-term and long-term consumption policies or on conven-
tional wisdom that is employed to find solutions, pragmatically, to 
pressing economic and social problems 

In this study, special attention has been paid to the consumption 
of food for reasons stated in the text. The different methods employed 
seem to have shown that (1) the size of food surplus in the country is 
very small, to say the least, and (2) income elasticity - of food, per 
expectations, is substantially high . The implications of these possi-
bilities may be far-reaching. The pace of economic development of the 
country can be slowed down if the production of food is not s ubstantially 
increased to meet the growing demand of the expanding urban population, 
to mention but one case. A policy of belt-tightening may cnusa un­
expected disasters if the insufficient state of food surplus is not 
take into account. It is hoped that the proposed ten-year perspective 
pla n will give due attention to this problem. Perhaps, the production 
of grain can be taken as the leading economic link in the proposed plan . 

It should be remembered that one of the propositions of the 
tentative approach was to incorporate efficiency in consumption into 
the study. However, it seems that there is no definite and direct 
evidence that shows that Ethiopian consumers and authorities concerned 



-73-are paying due attention to the rational bUdget, It is, therefore, 
high time that appropriate policies are formulated and the right are institutionsfoet Up to achieve efficienoy in oonsumption on an in-
oreasing scale . Suoh measures as the expansion of aocial consumption, 
Up-gr ading of the teaohing of home-economics a nd the expansion of 
processed food may significantly contribute to the achievement of this 
obj ective. Mass organizations, especially the Revolutionary Ethiopian 
Women's Aasociation (REWA), can play important role in improving tradi-
tional oonsumption patterns in quch a way that costs of consumption are 
minimized and the benefits derive from it are maximized, 

All through the discussion of several critioal issues, for example, 
the possible increase in the consumption of the peasantry in the face of 
shortage of manufactured goods, the restriction of imports in the face 
of ever-growing size of the intelligentsia, the institution of compul\lory 
deliveries of agricultural products and the introduction of alluring manu-
factured goods into the village, attempts have been made to shade some 
light on one of the major contradictions of the transit,ion period I , the 
oont,adiction between con(i;umptiQn and a()cululation. However, it seems 
that the optimal ratio between the eonsumption funds and the accululation 
funds is not clearly defined. Henee, the proposed ten-year perspective 
plan may offer a solutian tq this problem. 

Fi!laJ,ly, it may be worth melltio!ling tl\l~t what has been analysed hE!re 
may begin to reveal its at,able and true fOi\1m as peaoe is gained a nd the 
eountl'yll! resaUrQ88 are i!lQncelltrated on the att/l.inmElu,t of the 09jectiv~B 
of th" prqpelied ten .. year perspec,tiv" plaJ;l, 
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