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ABSTRACT 

The point of departure of this study was an examination 

of the limitations of the traditi onal approach to c onsump tion 

analysis in th e developinG countries. An alternative approach 

was developed a n d applied t o the socio-economic realities of 

post-revolutionary Ethiopia. The approache ' permit ted one to 

a nalyse household consumption patterns of the country fr om 

different a neles. The st'!lGly suggested that those who are 

concerned with c nnsumptio n planning oould be ahle t o contribute 

more t o the development o f the national economy by reconsidering 

their approach to the subject. 
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CHAPTER I 

INTRODUCTION 

Consumptio n is an important determinant o f the level o f 

ma terial "Jell- being o f the people , and as such it can be taken 

as O~ 9 of the important success indicators o f the performance o f 

an economy. Personal c~ nsumption acc()unts f or about 79 per cent 

o f the GDP in the c ountry . It can be assumed that it will assmume 

morc and mrre important as the economy grows. Extensive and 

intensive research into the fact ors that de termine the changes in 

the level and composi tion o f future demand c onstitutes an import-

ant aspect o f nati o nal ec o nomic planning . 

However, sn far researcher attempt t o analyze the patterns 

o f c onsumpti o n in the country by f ollowing the c onventional appro ach 

in s pite of the fact that Ethiopia, being a developing c ountry, has 

cer ta i n features which may lessen the importance o f traditional con­

sumpt i on t heory as a framework f o r practical research . For example , 

Ostby and Taye GUlilat; and Asmerom Kidane2 attempted to make demand 

analysis in Ethiopia within the context o f traditional consump tio n 

theory. Horeover, institutional factors may be important de t e rminants 

o f c onsumptio n patterns. Thus , an examination o f all the rele vant 

fact ors may be in order. In s ocialist Ethiopia old institutions are 

giving way to new o nes. These institutions and their effects o n 

persr nal c onsuClp tio n mus t be st udiecl . In addi ti o n, trends in the 

deve l opment o f consumpti o n should be i dentified, 
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In this study , it is hoped , the poss ibilities o f 

e xploring a n alt ernn tive a ppr oach t o c onsumptio n nnolysis in a 

transitional s ociety, such as Ethi opia , will be e xamined, In 

a ddition, thi s stu dy ma y be a n eye- opener t o policy-ma k er s and 

planners hy examining the pr obl ems o f the political econ omy o f 

the tr a nsitio n period os far as the c ontr aditions betwen c onsumptio n 

and accumulation nre involved. 
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1. Ostby and Taye Gulilat, "A statistical Study of the Households 
Expep.d;i;ftre in Addis Ababa", Eastern African Economic Review, 
Vol.1, No.2, December 1969. 

2. Asmer om Kidane, The Demand and Price Structure for Selected 
F~~E2~ts i!!_:§!.iiiOjiIa:An~;:;ometric a:naSpeCtOral-Analysis 
(Ph.D. Disertatio~, The· Peneylvannia ·S t a te University, 1973. 



CHAPTER II 

A CRITICAL EVALUATION OF THE POSTULATES OF TRADITIONAL 

CONSUl1PTION THEORY 

A. THE THEORY OF CONSUMER BEHAVIOR 

In what follows an a t tempt will be made to present a crit i cal 

evaluation of the assumpt i ons of the neo- class i cal theory of consumer 

1 2 
behavior as had been developed by Slutky ; Hicks and Allen and Samuelson~ 

The evaluati on will be made in relation to the proble ms of national economic 

planni ng in developing countries in general ~ and Ethiopi a, in particular 

without claims to a formal account of qemand theory and the ori tique of 

its logic. 

Fir st , we will consider the implicit assumptions of consumer theory . 

An important assumption of the theory is the doctrine of consumers ' 

sover e i gnity. One form of this doctrine is that cunsumers ' choices 

influence the patterns of allocation of resources through the free market 

syste~. The implication of this postulate is that primacy is given to 

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

cannot be doubted when we consider the laws of socio- economi c development; 

l et alone the objective conditions of developing economies . Marx , f or 

example, stated that production de termines 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 tl,4 

However, this is not to deny the importance of consumption . Thus; Marx 

stated that "without production there is no consumption; but \vithout 

consu~ption there is no production. It is consumption which by destroying 

the goods give s it a finishin g touch; the pr oduct is a product not only 

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

active subject.,,5 
-4~ 
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The doctrine of consumers' sovereignity postulates that the 

individuals choices can be taken as the dominant factor tha t determines 

6 
the allocation of resources in a free market economy. However, the 

relevance of this doctrine , perhaps , b e comes even more questionable 

when 7: 8 consider developing economies such as that of Ethiopia where 

the m~rket mechanism itse lf ~8 imperfect and the allocation of extremely 

scarce resources is expected to be guided large ly through plans. One 

aspect of these plans is to allocate resources efficiently between the 

present and the future generation. However, it is unlikely that planne rs, 

say , in Ethiopian can mobilize investible funds by r elying primarily upon 

individual preferences in an effort to maximize future consumption. 

Mouric Dobb, for example, notesthat " when it comes to choices extending 

over time, individual pr eferences are notoriously irrational a nd exhibit 

a tendency to myopic understimation of the future, due to what Professor 

Pigou has aptly termed 'deficiency of telescopic faculty' in individuals 

a consideration which is relevant not only to the choice between prese nt 

consumption ~nd naving, but also to the choice between durable and non­

dur~ble goods."? 

A related assumption is that of independence of consumers ' choices . 

It seems unlikely that the individual's preferences are originated and 

ehaproin insolation. The formation of pre fer ences is to a large extent 

a social process, in which imitation and differentiation are impor tant 

elements. Duesenbery's relative income hypothesis and the Veblenesque 

effects can be cited. 8 Thus Dobb, for example, argued that "the consumer 

~nd his wants are a social product, moulded both by the commodities 

which enter into his exper i ence and by the social sta ndards and customs 

among which he has been reared. 9 The practical importance of this 

proposition is that pl a nners and policy-makers can shape consumers' 

prefe rences, for example, through the production of new products or 

r estriction of the production of old ones. 
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The theory o f consumer behav i o r is t o a l a r ge ext ent abst r &cted 

from some ins titutional set- ups that are today i mpor t ant in deve l oping 

c o u ntries in gen e r a l and in th e socialist ones , in part icula r . The 

disregard o f pric e c ontrol is a case in point. Any theory tha t 

purports to be r ealis tic within the context of national e c onom ic 

planning in developing countries must incompor a t e price contr ol as one 

10 
o f its datum to the s y stem . 

Traditional c onsu mption t h eor y e xplicitly assumeS that t as t es 

(covering a ll non- economic f ac tor s such a s age , family s i ze , soc i al 

class , geograph ic l oca tion etc . ) r emain stabl e in the short period. 

That i s , patter~s of consumption in the s hort period a re assumed t o 

be essentia lly influenced by e c onomic f a ctors (price s and income ) a l on e . 

This postula te may pass empirical te s t, in parti c ular, i n developed 

e c onom i es .
11 

However , tastes may significantly ch a n ge in fast - gy owing 

economie s eVen inthe short period . 1 2 For e xample , sUbs t antia l mi gra ti on 

of people fr om rural to urban areas may t ake place i n a period of less 

than ten years thus affecting the o verall c onsump tion parameter s . In 

the se c ond place , national economic planning in deve l oping c oun tries is 

t o a gr ea t extent concerned with l ong t e r m dynam i cs of consumption 

instead of concentrating on the problems o f marginal ad jus tment a r ound 

a stationary equilibrium. An economy tha t i s e xperiencing a s tructural 

trans for~ation i n like ly t o be cha r acter i zed by displ a c ement , un c ert-

a inity and a disequil i brium path o f gr owth. Dobb, for e xampl e , no t ed 

that "it b e comes appar ent that dynami c gr owth- path may be highly 

unstabl e ; t ha t so cal l ed a djustment pr ocesses may involve fluctuations 

which can even be cumul ative , or at l east sel f- perpetuating ; and even 

when fluctuations are of self-dampi ng kind , the pr o c ess o f convergence 

may o ccupy quite a long stret ch of time .,, 13 Thus ., it seems se lf- e viden t 

that possibilities o f changes in tastes should be incorporated into 

consumption mode ls. Later on l'Ie shal l see that empirica l demand analysis 
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takes into account possible cnanges in tastes through the use of the 

disaggr egated appr oach of family ~udget analys i s . 

Rationality of the consumer is another assumption of traditi ona l 

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

has already been s ubj ected to vehement attacks by some orth odox 

. t 14 econ or.1l.S s . The main weakness of this assumption i s that it is based 

upon the premises t hat t h8 consumer is a culcula tive ec onomic agent 

wh o maximizes unitility subject to t he budget constraint . However, the 

consuMer i s usually influence d by impulse , tradition , habi t, etc . in 

the pr ocess. o! ~cision-making . Th e assumption of r at i onality of the 

consumer may be mor e unreal i s tic within the context o f developing 

economi es where rational u t ilization of extreme ly scarce resources i s 

otie of the burning issues. Host Ethiopians, f or exampl e , c oul d ha ve 

boosted their consumption of prot e ins and , directly or indirectly , 

constribut ed to the e ffort of capital f ormation by increasing their 

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

the non~fasting periods . One can also imagine the possible effects of 

the use of school uniforms on household e xpenditure on childr en ' s clothing . 

B. THE THEORY OF AGGREGATE CONSUMPTION 

The Keynesian consumption model i s essentia lly devoid of it s own 

theoretical bas i s . Shi getu Tsuru , for eXlir.lple no t ed tha t " t he aggr egate 

r elations s uch liS consumption function ••• has first been es t ablished as 

an empirical r elation based upon s tatistical observations and has no 

clai m for theor et ica l bais e xcept as it is supported by f act s .,, 15 Th e 

ultimate theoretical f oundation of macr oeconomic theory is essent i a lly 

micro-economics. 16 
Keynes ' " fund amenta l phyc hological l aw . " can be 

cited as an exampl e , Individualism , the paradi gm of orthodox e conomics , 

no doubt, constitutes the starting point of traditional consumption 

theory though the econOMist is little interested in the behavi or of a 

s ingl e individual. 
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The micro f oundation o f macro e c onomics o f consumption crea t es 

some theor et ical and empirical problems . Some o f the pr ob l ems may be 

raised in the form of questions . Ie aggregation over individu a ls 

p ossible in view of th e e xist en ce o f diffe rent individua l unility func -

tions? Do Linear Enge l curves f or individuals imply a relation b e tween 

aggr egate consumption and aggregate income? To what extent i s the 

approach o f usinS " the r e presentative cons um er " theo r et ically a nd 

empirica lly plausible? 17 

In what f o llows an attempt will be made t o examine the r e l e vance 

of tradition a l c onsumption th eory to developing eccnomies in gene ral 

and that o f Ethiopia , in particular . 

Traditional consumption functi ons were originated a nd deve l oped 

within the content of matur e d capital i s t e c onomies tha t were s ubjected 

t o periodic recessions mainly due t o insufficie nty o f effective aggregate 

d ( f h · hI ' t )18 cl eman 0 w 1.C persona c onsumpti on is a maJor c omponan • 

Developing countries, on the othe r hand , a r e experiencing insufficiency 

o f not aggregate demand but that o f production . Moreo ver , the se 

c ountries are characterized by dualistic economies in wh i ch , in most 

cases , traditional agricultur e plays a dominant r o l e in the gener a tion 

of exmployment possibilities . 19 

In th e traditional c onsumptio n theory inc ome i s c ommonly r egarded 

as the most important det erminant o f private consumption. Hcwever , 

there is little agreement among economists e ither on which concept o f 

inc ome is most r e l evant f or this purpose or on the pr e cise way in which 

private c onsumption a nd inc ome a re r e l ated. The most i~portant hypotheses 

can be grouped into thre e cat egories , namely th e curr ent or a bsolute 

20 inc ome hypothesis of Keynes , the r e lative income hypo thesis o f 

Duesenbarry21 a nd the permanent income hypothesis o f Friedman22 and o thers. 

One o f th e i mplications of the current i nc ome hypothesis of Keynes 

i s tha t th e r a tio o f c onsumption t o income f a ll s a s the l e ve l o f in come rises. 
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Howe ver , the val i di4Y of this propoeit ion wi t h re r,ard t o developing 

eountries i8 not yet conclusively established . 

Duesenberry ' s relative inc ome hypothesis may have r e l evance to 

developing economi es in view ef the f ac t that it t akes into account 

interdependence of patterns of c nnsumption (e . g . the demons tration 

e ffect) snd the effects o f inc ome distribution on consumpti on , consequently , 

on th t f . 24 e r a e 0 s avlng . 

The r ele vance of the permanent i ncome hypothesi s o f Friedman can 

be questionnble in vie w o f the possibility tha t a significant number of 

people in deve l oping countries l a r gely live at or near the subsistence 

l evel without ha ving a cushion against a sudden fall in income t hus 

depending on current inc ome to a large ext en t . Moreover, a lack or 

weaknesses of social welfar e provisions and financi a l inter mediari es in 

developing countries may r educ e the importance o f permanent inc ome . In 

addition , the planning horizon o f th e peasant may be short (perhaps as 

short as a crop year) depend ing upon the vagaries of natur e . 25 

The life-cycle hypothesis of Ando and Modi gliani 26 which can be 

included under the permanent inc ome hypothesis , also s uffers fr om cer tain 

shor tcomings . The implic ation of this hypothesis f or developi ng countr ies 
• 

is not clear . For exampl e , it i s not clear we ther the hypothesis implies 

that the consumpti on- i ncome r a ti o t ends to be low (henc e a high r ate o f 

saving) i n the countries where the proporti on of young people i s large . 27 

So f a r we ha ve be en conc erned with th e relati onship of aggregate 

consumption (hence aggregate saving) and aggr egate i nc ome . However , this 

type o f appr oach may not suffic i en tly e xpl a in th e patterns of c onsum ption 

in developing countries that ar e l a r ge ly ch ar acteri zed by socio- economic 

dualism . Th e s tructural appr oach to consumption patterns may be of some 

relevanc e to these ~otlntries. The basis o f this approach is the hypoth esis 

that rur a l people and urban dwellers ha ve different patterns of consumption~8 



One i mplica ti on of this pr opostion is th~t consumption behavi or may 

a l so depend on other things other than income. For exampl e , the income 

and spending time horiz on for many farmers may be as l ong as a year in 

a country wh ere agricultur e is single-crop-a year type while this may be 

a month in the urban areas . Cona equently , the mar gina l pr opersity to 

consume: ma y be l ower in rural a r eas. Mor eover decis i ons to spend my be 

influenced by the dec i sions concerning farm production. 29 

The policy implications of the aggr ega t e approach and s tructur a l 

approach seems far r eaching . The hypothesis that cons umption (he nc e 

saving ) is determined by the l e vel o f current inc ome implie s tha t the 

rate o f aggregate saving can be increased by a po licy of i nc ome r edi s t­

ributuon in favour of th e saving class , ie. the rich section of society?O 

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

the traditiona l ruling class utilises th e economic surplus unpr oductive ly?1 

On the contrary , the rat e of accumul at i on can be accelerated by egalitarian 

type o f income distribution by reducing or e limina ting excess c onsumption~2 

To sum up our discussi on r egarding the applicability of tr aditional 

consumption theory to deve l oping countries tha t ar e attempting t o 

tr ans form their economi es thr ough plans we will refer t o Janos Korna i 

wh o has l ong a nd fruitful e xperie nce in national ec onomic planning in 

Hungary: 

Undeniably, c onsumpti on theory has achieved many valuabl e 
r esults and the sophistication of its apparatus i s impressive 
yet , in the course of working out the long t er m plan , 
planners found that , indeed , the y did no t r e ce ive much he lp 
fr om consumption theor y . May , be the theoreticians o f 
consumption ha ve devoted too much energy t o analys ing the 
interrre l at i ons between prices and inc ome and t o fitting 
the the oretica l construction of the demand functi ons into 
the exiomatic utility theory . But there i s as ye t little 
empirica l material a nd theoretical gner al i sation about th e 
l ong-t erm historical ma in streams ' of the consumption 
pat terns, a bout th eir internationally valid t endercies. 
Theory ge t s entangled--- in the ' tactical' prob l ems of 
consumption while the ' strategy ', the study of fundame nta l 
complementari ty phe nomena gets 10st . 33 

It see ms tha t it i s hi gh t ime t o deve lop a consumption the ory that 

t akes i nto ac count the r eali t i es of de ve l opi ng economi es . 
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CHAPTER III 

AN ALTERN ATIVE APPROACH TO CONSUl1PTION ANALYSIS? 

In the last chapter we saw that traditional consu mpt i on theor y 

in important respec t,,· fails to explain the realities of the developing 

countries. This problem may be even more serio us when we consider the 

objective conditions of traditional societies such as that of Ethiopi a . 

The developing countries, in the words of Cunnar Hyrdal, "should not 

accept this L-traditional economic theory~ uncritically but remould 

it to fit their own problems and int eresL ,,1 Therefore , it seems the 

duty o f the young economitsts in the developing world to develop new 

approaches to the problems of economic development . The duty of the 

young economist in this sense was , for example , enanciated by Myrdal 

as follows : 

I would inGtead wish them tha~ung economists to have the 
courage to throwaway lar ge structures of meansingless , 
irrelevant and sometimes blantly inadequate dootrines nnd 
theoretical approaches, and to start their thinking a-fresh 
from a study of their own needs and problems • •• They would 
then find that many old and familiar ar guments and t~eorems 
become useful when adjusted to fit into a new f r ame . 

Obviously , it may be presumptious to develop a new appr oach to 

consumption ana l ysis in this study . However , nn attempt will be mnde 

to make some tentative departure from the traditional approach by 

introduct i ng the following propostions whi ch will c onst i tute the mn i n 

appr oach of th i s study : 
r. 

1. Th e "Lancaster Framewor'i a an be useful i n constru cti !!Z 

co nsu!!!.Eti~~del~ in_ devel0E1:E.G economies . That is~ffic iency 

in consumption can be attained t heoretical11 and practical11 in 

a mor e o r less similiar fasion as efficienc~_production . 

2 . All r elevant fac~ors~cludin~~~ial~olitical , cultural 

facto r s must be taken into account in consumption analysis. 

-1 3-
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3. Consumption analysi~£an b~~eaning ful a nd practical, ~£ oarr!~ 

out wi thin the context of national e c on omic pla nning. 

4. The l on r,term d,y~ic s_and al~o the c omplexity of consumption 

In what f ol l ows an attempt will be made to expl ain these propositions 

one b y on e , the fir st one in particular. 

~fficiency in Consu~tion (the Lancaster Framework): Th er e is 

a bundance o f e vidence conc e rning production efficiency whil e almost 

n one exists on c on s umption efficiency. 4 Kelvin Lancast er 5 a tte mpted 

t o show that in consumption , alike in produc tion, inputs can be c ombined 

in alternative ways to pr oduce given level of output (characteristics " 

t o use Lancaster I s term). Thus·, Lancaster noted I "the set of all possible 

c onsumption a ctivi ties forms the consumption technology ••• the c onsumption 

t echnol ogy will relate goods on the one hand wi th characteristics on the 

6 
other ." Henc e , the applicability, of this model to a planned econ omy 

cannot b e over emphasized as we shall see in chapter IV in connection 

with the normat ive method of consumption p~Lanning . The mode l can a l so 

e xplain c ons ume r beha vior d uring war economy such a s that Ethiopia is 

e xperie ncing to day, where circumstances (shortage o f goods and services 

a nd the accompa nying r ationing system a n d queues) c an pr easurise co nsumer to 

be effici ent in consumpti on mainly due to changes in r e l at ive prices o f . 

commodit i es . A striking example can be the effici e ncy in the co nsumpt i on 

o f i njera that was forced upon Add i s Ababans during the Somali war o f 

aggr ess i on. Inj ~r a could be prepared either from white t eff (the mos t 

expen sive a nd the most preferr ed one, perhaps , not the most nutritious ), red 

teff, sor ghum) barley Dr maize, Inl£~~ made from maize (c onsidered t o be 

inferi or) 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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durin g the war there was extreme shorta ge o f gra in, in particular t e ff 

virtually disappeared fr om the ma rkets . It was at this time tha t 

h ousewives , out o f nec ess i ty , started exp erimenting in the t e chno l ogy 

o f c onsumpti on. They were ab l e to pre pa r e white inj era fr om maize . No t 

only that, the y c ombined sor ghum and teff to pr oduce a good type o f injera. 

Perhaps, th e y kne w by :!.n-~-:::;'tion t hat "in a society a t s ubs i s tence l e v e l 

the in effic i ent c onsumer may not survive. "? Thus alm os t th e same 

characteristics were produced by attaining the moet efficient c ombina tio n 

o f the input under the given cons traint s . 

An important implication o f the Lancaster mode l is th a t c onsum pti on 

should b e subjected t o planning. Knowledge c f all possible alternative 

combinations o f consumption inputs and efficiency in it s management 

are not only desirable but possible , Oth erwi se inefficiency in c onsum-

ptio n may reduce the quality and ( or) quanti ty"_o f the cha racteristics. 

Thus, Lancaster n oted that "in c onsumption, as in production , the prime 

r e asons for ine fficient use of the existine t e chno l ogy are i gnorance 

a nd lack of managerial skill.,,8 He nce, th e technol ogy of c onsumption 

should be master ed at the l evel o f mac r oe c on omic planning as well as 

the micro level (the kitchen). The lat er level o f pl a nning underline s 

the i mportanc e o f home economic s as far one o f the most abh orred subject 

in the comprehensive high schools thr ou gh-out the c ountry. 

One o f the baBic elementB o f the c onsumption effic iency a ? proach 

ie knowl edge- knowle dge of the existence od alternat ive imput of 

c onsumption, knowledge of a ll poss ible combinati ons o f input , knowl edge 

of relat ive prices , e tc. Thus , Lanaster observed that : 

The c o nsume r may not be aware of that a certain g ood 
possesse s c erta in characteristics or that certain goods 
may be used in a particularly combination to give 
a specified bandle o f characteristics. Pr oducers or 
sellers may u se advertising t o ensure that no char­
acteris t ic s o f the ir product rega rde d as particularly' 
desirable should go unot iced by consumers. They 
will go t o less pains to ensure that consumers are 9 
awar e of s ome o the r charact eristics o f th e ir pr oduc t. 
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He nc e , th e import a nc e o f e duca ti on in influencing the p a tt erns o f 

c onsumptio n canno t b e o veremphasized . A s imple e xample c a n drive h ome 

this po int . It is well- kno wn tha t th e c onsumptio n o f fi s h in Ethiopi a 

i s e xtr e me ly l o w in s pit e o f t h e f a ct tha t th e c ountry presumably has 

a huge r eserve o f fi s h and tha t this f o od it e m is hi ghly nutritious . 

Educ a ti o n o f cons umer s ' ther e f o r e , c ombine d with o th er fact ors such a s the 

pr ovisi o n o f c ompl e me n tary goods ( e . g . f ood- oil), can boos t the c on s ump tio n 

o f fish in the c ountry . To cit e a n oth er e xa mpl e , many o f us may think 

that the only sourc e o f c ommercia l milk is t h e cow. However , the Ethiopian 

Nutritio n ins titut e (ENI) ha s a lready pr oduc e d milk fr om soya b eans . So ya -

milk ca n s uppl ement na tura l milk a n d ca n, in particular, b e u sed wide ly 

during th e l on g fasting p eriods o f th e me mb er s o f t h e orth odo x church . 

Consumpti on e ffi cte nc y , which h a s it s precursor i n the probl e ms 

. 1(" 
o f minimizati o n o f c os t in dietary plann1ng i s t oda y a pplied t o 

c o ns umpti o n plannin g in th e Sov i e t Unio n within the c onte xt o f the na tio na l 

budge t a s we s h a ll sec in chapter !Y . 

Factors tha t c a n Influe nc e Consump tio n Patte rns : Tr aditio na l 

c onsumption theory , as wa s ~own above , c on s id er s inc ome a nd prices , as 

the ma j o r det er mina nt s o f c o n s umptio n . Howe v er , e ve n if we t a k e inc o me 

as one o f th e ma j or d e t e rmina nt s o f c onsumptio n pr oblem s ma y be e nc ount ered 

in the practical pr oble ms o f de ma nd pr o j e ctio n s du e t o the assumpiton tha t 

inc ome is g iv e n . Thi s p r oblem was f or e xa mpl e , r a i sed by d e l egates fr om 

La tin America n c ountrie s a t a mee ting h e ld i n Santiago in 1969 c onc erning 

FAD ' s ~eth ods o f de ma nd pr o j e ctions . Se ver a l de l egates tho u ght tha t the 

inc o me elas ticitie s o f de ma nd u sed in FAD s tudy , " a nd c onse quently , the 

d e mani pro j ection s we r e the mselves unr eali s tica lly l ow a nd tha t th e ma in 

r eason why Indica tive World Plan (niP) applie d l o w e las ticities was b e c a use 

it s calculation s did .no t t ake int o a ccount the i mpac t o f possibl e ch a nges 

in inc ome distribution . " 11 It was afbr this meeting that the FAD started 
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considering the possibilites of income distribution in its models . The 

Ethiopian rea lities , as we shall see below , can be a further testimony 

to this proposition . In addition price control which is implicitl y 

assumed n on-existent in the theory of consumer behavior can be an important 

ins titutional factor that can influe nc e consumption patterns. Horeovcr , 

both income and price can be used as policy instruments for equating the 

demand and supply of consumer goods . 

Ec onomic factors alone (income and prices) may fail to explain 

c onsumptio n patterns . Eshag and Rosmarry, f or example noted that "the 

operation of any economic measures in a country is strongly influenced by 

the insti tu tional fact ors and by the pc·litical and economic dondi tions ." 12 

That is , perhaps, why Janos Kornai13 mentioned five factors as the important 

determinants of consumption . These a re income itself, social circumstances 

(e . g . urbanization, migration , taking o f jobs uy housewives, reducati o n in 

working h ours) , technical progress , inertia (custom and conservatism that 

acts in the opposite direction against the othe r factor s ) and relative 

prices . Thus , " econ?mic analysis will have to deal with a ll the r e levant 

factors if it want ' s t o be r ealistic: general economic theory will have 

to become social theory .,, 14 Th e objective that the individual seeks to 

maxi mise and t o a very large e xtent th e motives that activates him are " not 

derived fr om human native or any insti nct ' s or any other supposed but 

essentially indefinable causal constants . They have their roots in a 

ce~tain social order , a definit e class structure , a determined histor ical 

background . It follows thnt the int e llige nt analysis of human behavior 

can never be separated from the question of th e social system and it s 

past history .,, 15 

That is why we have includ ed such factors as lan d r e form, f orei gn 

exchange contr9l, distributional organizations , e tc., in this study as 

can be discussed below . 
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The Relevance o f National Economic Planning: The neo- classical 

theory o f consumption theory l argely disregards the possibility o f 

national economic planning. However , planning is today institutionalized 

in almost all developing coun~ies (not only in the socialis t countries) . 

Hence the possibility (and reality) of conscious, deliberate determinat ion 

o f consumption patterns whould be incorporated into consumption analysis . 

However, this does not mean that consumers ' sovereignity will be disregarded 

in a plannned economy . An authority on economic planning has to say th e 

f ollowing on th i s vital point: 

It is obvi ous that economic planning as it is generally und­
erstood has no intention of abolishing this freedom 
L-freedom o f c onsumers_7 It Vlould not be abolished except by 
the introduction of a rationing system such as comes in during 
war time , allowing each consumer to acquire only definite 
amounts of various products: but rationing and planning are 
not the same thing. We shall see, on the contrary, tha t 
~~tio~-Elanning is not E£ssible except within the 
framework of a certain freedom of c onsumE.!.:h0Z ' in the 
sense in which the words we re used just now "in the sense ••• " 
refers to freedom of choice. Emphasis original...7 

Thus in this study the place of consumption in national economic 

plannning and consumption planning itself will be discussed in chapter IV 

The Long-term dynamics of Conusmption and its Complexity: Things 

and phenomena are always in a state o f flux. There is no reason why the 

laws of dialectics cannot be appl i ed t o consumption patterns. The Ethiopian 

realities can substantiate this propostion and we will attempt to rrppl y 

the dialectical approach in our analysis. The assumption of static equilibr-

ium may fail to help us. Moreover , patterns of consumption c anno t be neat, 

elegant and uniform as the indifference curves- analysis purports to suggest . 

Consumption patterns i~ real life in complex a nd diverse . Thus, the 

c onstantly changing tastes of consumers , regional , occupation variati ons , 

etc . need to be taken into Recount . 
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The Relevance of Traditional Consumption Analysis : To criticize 

traditional consumption theory dOGS n o t necessarily mean rejecting it 

into t o. There may be some useful techniques and analysis that can be 

useful to the planner in a d e vel oping country be it a socialist one . 

This point is usually misunderstood and a rather lengthy quotation from 

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

From the view point of political economy of socialisll there 
is e veryth::~g t o be said for t he adoption of all t he advanced 
mathematical and non- mathematical tcchniques of ovservation 
and analysis developed by bourgeois economi ces . So long as 
care is taken to cut o ff th e capitalist perversi ons L-Lenin~uch of 

what has been established in bourgeois e c onomics (bu t consti t ut es 
under capital ism a manifestation of naive , a historical r a t ionalism 
and turns infIvitably into apolegetics fo r the status quo ) can be 
effectively us e d under s ocialist planning . The take on~ example 
among many: the theory of consumer ' s beha,ior conveys under 
capitalism the false , ideological nation bhat the ' autonomous ' 
c onsumer is the sovereign ruler of the economy , wh i le in fac t i t 
is the capitalist system itself that determines the nature of his 
wants, tastes, standards , spendinr, habits, and so f orth . The ver y 
same theory of consumers behavior, however , can be employed (and 
developed) unde r s ocialis , as a powerful means for acer t aining 
needs and wants of consumers within an en t i r ely d i ff e rent social 
setting. Such adoption and adaptation of elements of bourgeo is 
economic research and th e orizing to the needs of socialist 
planning not only d o no t c onstitute ' concessions ' by Marxian 
political econo my to bourgeois economics: they do not even bear 
any r elation to its subject matter and its interest . 17 

Thus in chapter VIII we will a ttempt to estimate coeffic i ent of income 

elasticities within the framework of orthodox consu mption theory . 

To sum up the methodolo r,y that we are going to emply constitutes two 

elements . The first is a combi natio n of the first f our pr oposition which 

wer e discussed abo ve . Accordingly we will concentrate on explaining the 

background information, the environment of our subject by consider ing 

insti tutional changes that oc c ured as a result of the on- going revol ution. 

In addition , we will try t o shade s o me light o n the tr e nds o f the devel o pme nt 

of consumpt i on in the country. In this way we attempt to apply the science 

of political economy as was aptly defined by Enr,els : " The task of economic 

science is to demon i strate the ne wly e mer ging ills in s ociety a s the 

n e c essary c o nse que n ce o f the e xisting mod e o f p r oduction, but a lso as 
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indica t i 6n o f its impe nding diso luti on , and t o disc over within the 

dissol vi!!lLecono mic structure the e l e me nts o f the futur e , ,ne w or ga n izatio n 

of pro~uction a n d distributio n under which tho s e ills Will--=b;.:ec-:a::;b:..o:;:.lished:" 18 

/Emphas is adde d-1. The s econd eleme nt is c onstitut e d by th e use o f ~he 

c o nvensit ona l ec ono metr ic me t ho d of o onsumption analysis . The two a ppr oaches 

will be integrated in such a way tha t the wh ol e picture o f our s u bjec t can 

b e r eve a l ed. ' 

. .. I. ~ 
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CHA!::!:ER I~ 

C01f£1JMP':ION MODliLS .ANU ":J!,\ .. T::r:CltAL ECONOMIC PLANNING 

A. THE THEORY OF OPTIMAL SAVING . 

Although socialist Ethiopia is endeavouring to mobilize i ts resources 

in an effort to attain str uctural transformatio n , th e prev~ing rate o f 

1 
saving has been v ery low . Moreover , so far no clear cut investment 

policy is formulat ed . 2 In other words, the dynamio relationship be t ween 

accumulation and consumption is ye t t o be defined . Therefore , a brief 

sur vey of some of t he theor eitcal works will be made in accordance with 

the fourth pr oposition of the last chapt er, 

Some of the essential questions of nationa l economic planning centre 

a I'ound the question " h ow much should a nation savef The other side of 

the question <can be : "in what Illanne r should a nation allocate its scarae 

resources between the present and f u ture tleneration?" . Put differemtly" 

What will the rat i o between present and future consumption be?" The 

litera tur e abounds with different models that were f ormulat ed in the hope 

of answering this vital question . 3 4 
The Soviet Economist Fel l dman , for 

example , attempted t o show that the r ate of consumption can be an exponential 

functio n that is gr eater th e f r action of investment al l ocated to the capi tal-

goods sector i n a two sector mode l producing capital goods and c o nsumer 

goods . This model pr obably helped in formulating the strategy of heavy 

industr y priority which contributed to th e suppr ession of the potential 

growth of consumption during the period of all- out industr i a l ization effeor ts 

in the 1 930 ' s in the Soviet Union . 5 

The optimizi ng approach to p lanning implies the existence of a 

critsrion for c ompl e te ordering of alternative- time - paths of consumption " 

flows resulting fr om va rious policies . The choice of social wel fare 

. 6 
function is one of the widely discussed issues in the llterature . 

A related problem can be the question of de fining time preference 

o f c onsumpti on . The s pecifica tio n o f an intertemporal welfare function 
- 22-
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for s ociety invo lves the proble ms o f defining a discount r a te tha t 

applies t o future c onsumption. The justificat i on of attaching a 

posit±ve discount rate of futur e c onsumption is perhaps no t yet 

firmly established. 7 

However , the quosti on of intertemporal al l ocation o f res uurces 

can be tackled by using a diffe r e nt appr oach which was devel oped by 

8 
the well - \4nown Hungarian Ec onomist J ' anos Kornai. According t o 

Kornai , "it is n o t simply present c o nsumption tha t mus t be c onfr onted 

with present investment and , b y implication with future cons umption . ,,9 

Inst e ad policy- makers and planners should distinguish b e tween sacrifice, 

p ostponment a nd neglect. Th e differ e nces between these c oncepts can be 

seen fr om table 1 which summerizes Konai ' s approach. 

TABLE 1 

THE INTERTEMPOllAL METHOD OF AC CELERATION ------

I==========---------------------- -; 
Sacrifice t Postponme nt l: N~glect ~ 

Renuncia tion o f present Re::ciation o~-present-+-;:::iati:-:~ I 
c onsumption (of flow) I c onsumpti on capital present consump-

The no n-satisfied need 
doesnot accumulated. 

It is n o burde n or n o t 
damaging to the furture 

formati on ( of stock) tion and c onsum­
er capital f or­
mation 

The non-satisfied need 
accumulates 

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

The non-satisfie d 
need accumula tes . 

L-. ___________ . __ ti
lt i s both a bur­
den on and damag­
ing to the future . 

--. 
So~~: Kornai, p .73 

To take some examples from the Ethiopian case , it may be sacrifice 

if we f or ego the c onsumpti on o f meat beyonR what is r equired t o meet the 

minimum physiolo gical need. It may be " postponement " if we f or ego the 

c onstruction of additi onal means o f tr a n s portati on . However, the future 

generat ion will bear the burden of building transporta tio n system which 

we had failed to do for the sake of accumulating capital in the interest 
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o f the s ame generation . On the other h and , it may be "neGlect" if we 

disregard improving the standards of education in the country and , say, 

let a high school student join & university without e ven mastering 

elementary arithmetic . Thus Kornai observes , "in the final a nalysis , it 

can be established: the growth of the near future can b e increased not 

onll a t the e xpc Dee o f present consumption (sacrifice) but a lso at the 

10 
expense of the future (poatponment', n eglect) " (Empha sis Orginal). 

A policy o f optimum saving may not be operational in practice 

due to the limited obsorptive capacity o f an econ omy . In the case of 

Ethiopia a lack of skilled manpower, di fficulti es in coordinating invest-

ment projec~s, limited administrati ve capacity etc . may h old down the 

potential gr owth of accumulation. Hence , it seems plausibl e t o t alk 

abou t the f easible r a t e o f saving r ather than op timum rate o t saving. 

The relationship between consumptio n and accumulationren be dis-

cussed in a different c ontext other than within the theory of optimum 

inves tment. The patterns o f sectoral allocation of reso urces and the 

pr oblems o f choice o f t echn iques o f pr oductio n f or e xampl e , involve the 

problems defining the ratio of accumulation funds to consumption funds . 

A policy o f ~ight industry first ' f or example , may mean the encouragement 

of present c onsumpt i on vis- ~- vis future c onsumption. Similarly , a policy 

o f adopting lab our-intensive techniques may be accompani ed by an increase 

in co nsumpti on . 

B. STRUCTURAL CHANGE AND CONSUMPTION . 

In this section the effects o f transfer o f technology t o developing 

c o untries o n consumption patterns will be examined within the frame-work 

of the Lanc a ste r model (efficiency in consumption) as was discussed in th e 

third chapter. 
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Modern economic gr owth is usuall y BccnmpBnied by 'Urbanization, 

11 
changes in th e type of occupations and income distribution . 

"Consequently , the demand f or existing and now consumer goods 

can incr ease substantially . For exampl e , the gr o wing urban p opulati on 

require additional f ood , hounsing , s ocial services , etc . This ma y be 

a well- known fact. What is perhaps usual,ly given less importunce in the 

lit er ature can be another important aspect o f structural change-technological 

change . The effect o f technQl ngical change o n the l evel and structure o f 

c o nsumption may merit separat e trea tme nt. Techhological change (including 

the introduction or new or modified goods and knowledge with respect to 

consumption) may r educe th e effect ive ness of the traditional method o f 

demand projection , thus kuznets observes ; 

Change s over time in consumer preferences may be seen 
to be caused largely by technologi cal achievements 
bringing into existence new or changed c onsumer goods , 
and in party by additions tc the stock of use ful know­
ledge on the properties and e ffects o f c onsumption, 
and by changes in c onditions o f life and work. Given 
these changes ov er a perio d of time , trends in the 
structure of consumer purchases accompanying economic 
growth and increased purchases per capita ~show 

numerous variations from trends su~~~d by studies 
of ~~£nsiveness o f demand to income at on~in! 
of time.~emphasis added )1Z---

Technological chanse , when considered from the point o f view of 

de v e l opins e c on omics , may have far-reachin g c onsequences that may n ot be 

limited to the pr ob l ems of demand projection; perhaps James and Stewart
13 

were n o t exasgerating the matter when they stated that " o ne o f the mos t 

important ways in which advanced c ountries have changed poor c ountries is 

thr ough the impact o f new products . Pr oducts designed in industrialized 

c ountrie s have transformed c onsumption and production patterns , culture 

and s ociety ." 

It seems obvi ous that the lite rature on the t r ansfer o f technol ogy 

c oncentrates on the production o f side o f the issue while payins less 

attention t o the field of consumption. Problems o f c ost of t e chnol ogy 

are widely discussed . On the other hand, effects o f new technol ogies 

on c onsumpti on are rarely menti oned . 
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In the first place new product s that a r e dc ve l oped and produc ed 

in developed c ountries a re l a r f,e ly dir ected towards satisfying the 

d f h
' , 14 nee S 0 1 9 h lnco me c o nsumerSD The exceptionally high demand f or 

volkswagon cars (even before the skyrocketing, of price o f fuel) in 

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

strking exampl e . 

The intr oductio n o f n ew pr oducts in poor c ountries is usually 

accompanied by pr omotion e ff ect and the demonstrat i on effec t . Conse -

quently consumers may d ivert r esources fr om basic n eeds t o the new 

pr o ducts (which a r e o ft e n consumer durable s ) thus e xperiencing unde r 

cons umpti on o f basic n e c essities . 15 A sur ve y carried out in Brazil for 

example , showed tha t nutritional intake o f sample c onumers dropped as 

the share o f e xpenditure on consumer durables increased.
16 

Perhaps , there 

may not be f e w Addis Ababah s wh o watch th eir children g r ow without enogh 

mi lk so that they can pay back the debt they had incurred t o buy a f amily 

c ar. 

New products may be in efficiently consumed by inexperienc ed c onsumers, 

s inc e the lea rning process can apply t o c onsumptio n , t oo . Thus , James 

a nd Stweart o vserved t ha t " lacking t h e l earning e xperie nc e relat ed t o many 

new products social (including governme nt) pr o t e ctio n a nd informati on 

service , th ere is a systcmatic tendency f or in~e fficiency o f consumption 

of new products in poor countries .,, 17 The r e ckless use o f tablets in 

Ethiopia may be cited as a fitting example . 

I nternal pr oportio ns of c onsumpti o n may be violat ed as a r esul t o f 

the introduc tion o f new products. That is , new pr oducts may be used 

without their complementary goods . For e xample cars may be intr Qduced in 

the absence of' sufficient and convienient r Oflds . Anothe r strikinf, e xample 

is the CGse of powdered baby milk which "is beinf, used by women with n o 

knowledge of hygience, no ability t o read the instruction on the can, and 

• 
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n o mo ne y with which to buy sufficient p owder e d milk. Thus diluted 

powdered milk fr om dirty bottles and dirty teats is substituted f or 

breas t milk . This leads t o mulnutriti on and dio tary disorders such as 

marasmus diarrhoea a nd vomitting. 1I1 8 

It should be no t ed that the above-mentioned proposti ons c~n a lso 

be extended to the c o n s umptio n o f o l d p r oducts, by ~ consum ers , say, 

due to migratio n o f people fr om rural t o urba n area s since it' tCtkes time 

t o learn h o w efficiently t o consume c e rtain goods which a r e usually 

r estEicted t o urban a r eas . 

Therefore , such policie s as indige nous product development 

(wher e possible), s e l ec tive approach in import policies , go ve rnment 

sta ndardizati o n (spe cification) f or n e w products , limitation on promotional 

efforts , taxes , subsidies, e tc . can be used to minimize the pr oblems o f 

l opsided gr owth in c onsumption.1 9 

C. PLANNING THE STRUCTURE AND VOLUME OF CONSUMPTION. 

One o f our propost i ons, as was discussed in the tlast chap t er, wa s 

that c onsumpti on patterns should b e analysed within the framework of 

nationa l e c on omic planning . In this section and to some ext en t in the 

f ollowing on e we will briefly c onsider a n aspect of sectoral planning-c onsu-

mption planning- by incorporating the Lancaste r model in the form o f die try 

effici e ncy. 

The tecniques o f pla nning the standar ds o f living of the popul a ti o n 

(mat e rial and cultural r e quirments) c a n be cla ssified into t wo b r oad 

ca tegori e s -the stat istica l method Rn d the normative method . The first 

method , int e ralia, involve s forecasting the distribut i o n of the popul a ti o n 

Il.ccbrding t o i nc ome Rnd e stima ting consumpti o n requirments of t he popula-

t . b . d d . t . 20 
~on y us~ng em an pr oJec ~ o ns. However , this method suffers fr om 

aortain weakne sses . For example, in the ca s e o f Ethi opia it may be extremely 

difficult to project future patterns of consumption by using da t a tha t wer e 
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collected before the revoluti o n since important consumption parameters 

(distributio n of income, price structure , institutional set- ups) are 

radically transformed . Nor is it easy to use even the pr esent data 

since the economic and non-economic environment o f the country is in 

a state of flux . It seems that the country is exper i encing a sort of 

war economy where the possihility of having stable data basis seems 

unlikely. Horeover , the philosophy of socio- economic planning implies 

the determination of r ational requirements of future consumers in 

addition t o the satisfaction of existing consumption patterns. That i s , 

the determination of baskets o f goods and services a family or an indivi-

dual of an average type need under a given stage development o f soc i e t y 

can be incor porated into the macro e conomic plans . 

The normative method of consumption planning, therefor e , involves 

the determination of scientifically substantiated consumption norms. 

This method, though is still in its f ormative stage , 

the Sovie t Union in combination wi th the st.l1t'1s tical 

is being used in 

21 
methods . The 

normative method, moreover, can be us ed as a standard against which 

current c onsumption patterns can be checked. Thus , the rational 

c onsumpt i on budget (the long- term standar d consumption budget r equired 

t o satisfy the people ' s demand for mass consumer goods) consists o f a 

set of in-dicators reflecting , first , a ll the rates and norms o f c onsum-

ption and avia11ahility of consumer goods , housing and paid services ; 

second , the volume and st r ucture o f individnal consumption (expenditure) 

in money terms ; third , the volume , structure and sources o f individual 

t ' 22 consump ion; fourth , the n or ms f or the provision of fr ee serVlces . 

Linear programming is being used to define the optimum market baske t o f 

food products that could he obtained with minimum cost in suc h a way that 

the intake of the nutri e nts is maximized given such f a ctors as physiol ogi -

cal requirments, reli gion, nati onal differences, food habits , etc. o f 

section o f the population . 23 The use o f computers i s r equired t o deal 
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wlth thousanJs of variables involved. 

D. CONSUMPTION PLANNING IN ETHIOPIA? 

Ethiopia has n o t yet formulated national economic p l ans as such , 

Thus , it may be very difficult to speak a bout c onsumption planning in 

the country. However , personal a nd social c onsumpti on were r eferred t o 

in the second five year development plan (1963-1967) and the third one 

(1968-1 973) . In both cases rough estimation of per capita consumption 

was made. 
. 24 

The pl an envisaged expected " d iversification o f the consumptlon. 

Hence the importance of the possible gr owth o f demand for manufaGtur~d 

goods was taken into account . The plan gave prior ity to the gr owth 6f 

social consumption for it was tho ug ht that ther e would be enough f ood 

while , on the other hand, economic progress demandedexpansion o f education 

facilties , health services , etc" The estimated rate o f gr owth o f pe rsonal 

t · t th . d 25 consump l o n was 3.3 per cen over e plan perlo • 

In the 3 r d Five Years Development Plans (1968- 1973) the dynamic 

rel a tio n between monetary consumption a nd non-monetary c onsumptio n ( o f 

rura l people), the possible problems of balance o f payment that might arise 

due t o possibl e gr owth o f the ma r g inal pro-persity to consume, the gross 

and r ate of monetary and non-monetary savings were explicitly c onsidered . 

Accordingly, GDP at curre nt factors cost was expected t o gr ow at a rate 

o f 83 . 4 percent over the period (1967- 1 973 ) while total consumptio n would 

gr ow at the same rate (public co nsumptio n 16 . 3 ! and private consumption 

67 . 01) and gross domestic savings were expected to grow at 16 .7% over the 

. d 26 same per lO 0 

The Ilational Re vo lutionary Production and Cultural Development 

Campai gn in its three annual plans placed pr oduction of consumer goods 

and services at the top o f the list of its Ob jectives. 27 Accordingly , 

t a r gats o f production of consumer goods and s e rvic es were indicated in 

the annual plans . Consumption planning, it is h oped , will be given spe cial 

c onsideration in fue Ten Year s Perspect~ve Plan that is just go ing to be 

prepared . 
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THE CHANGING ENVIRONMENT : INSTITUTIONJ\L DEVELOPMENT IN 

SOCIALIST ETHIOPI J\ ------------------
Traditional consumption theory, as was d iscussed above, largely 

fa i ls to consider institutional changes . It was , perhaps , due to the 

development prqblems of emerging third world countries that Western 

economists began to consider the desireability and possibility of 

insti t utional changes . 

In social i st Ethiopia, s ome old institution s have disappeared and 

in their place new institutions have sprang up . 

There are important proclamations and l er,al notices and other 

measures which might affect consumption pattern in the country . 

The ru r al land r eform J\ct o f 1975 , the urban land and Extra houses 

Nationalisat i on J\ct of 1975, the nationalisation of basic industries 

and financia l institutions, the promulgation of a new labour law , the 

framing of new taxat ion policies (pr ogressi ve taxes, the surtax, etc ) 

can be cited . In wha t follows, however, we will be restricted to a 

brief examination of s ome newly set up public i nstitutions . The effect 

of rural land Nationalisation will be examined under a separate heading . 

The newl y set up public. inst i tutions in which we are i nter es t ed 

are those c oncerned with either the distribution of consumer good s or 

the ir prices , (see the chart below) . In addition , a r e lated institutional 

variable , viz- foreign- exchange control and relat ed institutions will be 

treated here . 

- 32-
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In waht f ollows we will a tt e mpt to examine a few of the institutions 

that a re shown in the chart and the like~rends of the deve l opment o f 

c onsumption in the country . 

DOMESTIC TR ADE ACTIVITIES AND PRICE CONTROL ADMINISTRATION (DTAPCA) 

The functi ons o f this or ganizat i on inclueds: 1) control o f 

d istribution of basic commoditi e s ; 2 ) c ontr ol o f pr ic es o f goods a nd 

services ; 3) c ontro l o f illega l trade , and 4) issuing o f trade licence . 

Th e or ganization does n o t issue n e w lic e nces f or trad e f or a 

numbe r o f basic neccessit i es includ ing tr ade in f ood it e ms , beve r ages , 

bread and cakes , r etail trade in clothes , e stablishment of hotels a nd 

bars e tc . In addition new lice nc es will no t be issued f or wh ol e sal e 

trade in do~estic products and in import items whian are beine imported 

by National Importing Organization . 2 
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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 , 000 

birrs . 3 

It is expected that this orga nisation can influence patt erns 

of c onsumption by controlling distribu+'ion of goods and services and 

their prices. For example , the institution may be in a position to 

make sure that goods and s e rvices fl ow not only to areas (e.g . Addis 

Ababa) where there is a high purchsing power, bu alas to areas wher e 

there is need for the goods and services. 

Today the responsibility for price control is mainly e nthnusted 

4 
t o this institution and there 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 of goods has given rise to 

black market and profiteering . The organization has limited contr ol 

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

for the Addis Ababa area. 6 

ETHIOPIAN DOMESTIC DISTRIBUTION CORPORATION (EDDC) 

The function of this corporation is to distribute basic commodities 

in particular food items, clothing and goods that are required for the 

c onstruction ofshelters . 7 

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

ant of which 295,018 , 000 birrs worth of goods were bought by its 51 

8 branches which are spread throughout the country. Goods that are scarce 

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

( exampl e , yarn, matches, certain kinds of blanket, soap canvas shoes) 

are not sold t o private traders. In addition, in case o f shortage o f 

goods , priority is given always to mass organizations and public institution2. 
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The EDDC is expected to influence consumption pat terns in 

different area of the c ountry by r a tional ising the distribution system. 

o f this c orpor at i o n includes pruchasing , storing and distribu ting o f 

10 
goods crops . Thus, the I\PHC is expected to stablize the supply and 

pr ices o f agricultural products in a similar fashion that the procurement 

a gencies did in most s ocialist countries dur ing their transition periods . 

Horeover, it should he not ed t h a t the nct ivities o f the APMC can have 

far-reaching socio- economic c onsequenc e in that it attempts t o oper a te 

as a government machinery for holding down the potentia l gr owth of 

consumptio n o f the peasantry so that the process o f socialist primitive 

accumulation o f investibl e funds can he enhanced. However, it seems 

that the government sets up this corporation out o f conventional wisdom 

t o c ope up with the shortage of agricultural marketed s urplus, perhaps , 

without e nvisagin g the ultimate consequ e nce s o f this measure on the ratio 

o f c o nsumptio n to accumulation funds . 

The APMC buys agricultural pr oducts from private farms , state f arms 

and mer chants at fixed pric e s ( which are the same thro ughout the c ountry) 

and sell t o public institutions, and other distributing organizati ons . 

The oorporRtion ' s purchase s price fr om pri vate farmers is different fr om 

purchase price fr om me rchants a nd mass organizati ons . The f a rmer is 

lower. This is , perhaps , to e nc ourage agricultural producers ' cooperatives 

and at the s a me time t ol e r a te private tr ade in accordance with the provi-

sions o f the Nat i o nal Democratic Revolu tion . A sample o f purchases a nd 

seeling prices is sho wn below in table 2 . 
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Tabl e 2 -----

PURCH~SE A~D SELLING PRICES OF SELECTED AGRICULTUR~L 

PRODUCT§...KQg_197.2~.:..Q_. _ (in..l!irrs~~intal) 

----------.,------.~----------------------

I '""d." ·C· ,:;:;;;;--- _~~an::~::ons 63 .7-;;-

, Se r gegna Teff 35.00 I 40. 00 5 7.25 

White Vih eat 34 . 00 3 9 . 00 56.16 

Black Vlhea t 29 . 00 34.00 50 . 71 

White Barley I 28. 00 32 _00 4 8 . 51 , 

E~ 
17.00 21. 00 43.76 

, Nug 45. 00 50. 00 68.15 

Source : AHPC. 

The total a nnual purchases of the AI4PC have shown significa nt 

progress in the r ecen t years. The 1 981 purchases (4.4 million qu intals) 

are mor e than five times the 1975 purchases (.74 million quinta ls .) 

Some of the main pr oblems enc ounter ed by the API4C are shor t age 

o f stor age facilities, transportation , c ommunicati on system, a nd 

11 
i mpurities o f the agricultural products. 

Perhaps , more problems may arise fr om presumably unexpected 

quarters a s th e e xperie nc e o f other soci a list c ountries suggest . The 

peasantry may resist the pr ograms of compulsory deliveries o f agricultura l 

products by, say , r educing production t o the subs i stence l e vel and by 

1:l 
shifting t o the production o f it ems that a r e e xempted fr om tho pr ogr arr • . 

Urban Dwell ers' ~ssociations and Peasant Associat ions are expected 

t o furth er c onsumer pr otectionisr.1 by par tic i pat ing in the d i s tribution of 

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

topic. 
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By way of c onclusion one important po int can be mentio n ed . 

The abo ve me ntio n ed public institutions a nd mass or ganiza tio n are 

today e ither Er abbin g the distribu tion activities from privat e traders 

or a r e attempting t o c ontro l them in a c cor dance with the principl es 

of the p olitical e c onom y o f the tr a nsiti on period (weak e ning o f the 

capitalist sector o f the economy) by r es tricting the activi ties o f 

private capitalists, i e . by denying the m iuves tment outlets in certa in 

fields . However , unl ess , concomitant measure s ar e taken , mercha nts 

and o ther busine s smen may misuse t h e ir e xces s capital!~hcreasing 

expenditure o n luxury c onsump tion . If it is impos s ible to find 

outle ts f or the excess capit a l o f the bus ine ssmen , it may be plausi ble 

t o find ways and means of pumping these e xc ess r esources to t he state 

sector . For example , c ompulsory loans may be se t up f or this pur~~6e . 

The Hini stry o f Foreign Trade , Th e Ethiopian National Importing 

Corpor at i o n and Fore i gn Excha nge Control : For e i gn e xcha n ge c omponent 

13 
of t o t a l investiment o f the country was as high as 36 percent in 1 981. 

However , the balance o f payme nt has been running in def icit f or a l ong 

period of tim e with the exceptio n o f 1973 . The balance o f payme nts 

posi tion o f the c ountry we nt on de teriorating until the f orei e;n exohange 

r ese~ve dwindl ed to th e extent that it hardly would cover mere three 

months ' import payments in 1981 .
1 4 

Desperat e measur a s wer e take n fr om time to time t o thwart o ff 

possible disaster in the fi e ld o f f or e i gn tr ade . In 1 977 the custom 

ta~rif fs (Amendm e nt) r egulations No . 52!1977 were issued. The r egUla ti ons 

pr o vided f o r th e imposition o f heavy dut ies o n imported luxury items . 

For example , 200 percent duties wer e imposed on articles o f perso n a l 

adornme nt and jewellry. Further r estric t i ons were imposed o n import s in 

1 978 when the Nat i onal Bank suspended the availabilit y o f forei e n exchange 

for a 12 page-list of imported in 1979 by the legAl notice No.68 of 1 979. 
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In all the cases import of luxury goons was either suspended 

or heavy nuties were imposed. On the other hand , essential commodities 

r e ceived mild dut ies (e.g. infant foon got 10','; in 1979 while inse cticides 

was l eft fr ee). 

New institutions, in addit i on to the exist in t one such as the NBE , 

a r e being set-up in post-revolutionary Ethiopia to regulate foreign 

tr ade . A new ministry, the Ministry of Foreie;n Trade , i nteralia. is 

e nthrust c d with the task of controlling and regulating import and e xport 

of goods . The Ethiopi an Importing Corpor atio n was set-up , among o ther 

things , to import essential consumer goods a nd stratetic producer goods . 

These institutions can play important roles in influencing the patterns 

of consumption in the country , say , by regulating the introduction of 

new pr oducts, by influencing the demonstration effects , etc . 

However, it is very difficult to assess the effects of the new 

measur es on actual import of consumer goons , foreign trade stati stics 

innicate that the share o f those goods in total imports has shown a 

steady decline in recent years. The share of consumer goods in total 

imports has fallen from a peak o f 38.4 per cent in 1974 to 2~ and 23. 9 

per cent in 1979 and 1980, respectively. This decline , perhaps , c an 

partially be explai nen by the growing shar e of fuel imports in t otal 

import s . The later has increased from 6.2 per cent in 1968 t o 24 . 8 

percent in 1980 . 16 

The policy of foreign exchange control on import of consumer goods 

may have s i gnificant influence on consumption patterns of the country. 

By r estric ting the supply of foreie;n goods it may be possible to divert 

consumers to-wards the consumption of domestic products. Howe ver , unless 

domestic pr oduction has sufficiently expanded to meet the gr owing demand 

some undesirable consequences may be encountered. The upper income class, 

the intelligentia, in particular, may 10's"e i ncentive in working hard ill tb.e 
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absence or shortage of luxury items! in particular, consumer durabl e 

More-over, smuggling may thrive in th e ab s ence of ba~ly needed imported 

it ems. On the other hand the austerity programme may narrow th e gap 

between the consumption leve l of the ric~ and the poor; In addit i on, 

th e policy of import restriction may reduce the effectiveness of 

exotic goods by restric t ing the demonistration effect; 
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5 . The e volution o f price c ontrol a nd price policy formulati on 
in th e pos t - r e volutionary period was perhaps , cha ract erized 
by e xperimentation and choos. In the Easter o f 1977, f or 
example , a grou p o f Kebele s on their own initiatives , attempted 
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CHAPTER VI 

THE IMPACT OF THE RURAL LAND REFORM ON CONSUMPTION 

OF FARI1ERS : A PRELII1INARY ANALYESIS 

The traditional theory o f consumer behavior which we discussed 

ab ove lar gely disregards possibility o f income distribution withi n 

the s h ort t e rm per i od . Th u s , income is usually t aken as give n. This 

a ssumption makes tr a ditional consumpt ion the ory less relevant to the 

realities of d e ve lop ing c ountrie s that a r e us ually characterized by 

radical institutiona l changes within a r e latively s h ort period o f time. 

The rura l land r eform Act of 1975 o f Ethiopia c an be taken as s triking 

example . The r eform, int erali a s h o ws how non economic factors c an 

s i gnificantly influence the pattern of c onsum ption . In other words , th e 

egalita~lan land refor m proclamation o f 1975 can be c onside r ed as an apt 

illustr ation of our second pr opost i on (that non-economic fact or s c an 

significantly influenc e household consumption patterns) as was di s cussed 

i n the thri d chapter . 

Pa ucity of data , as usual, hampers an indept and sys t ematic analys is 

of an impa ct o f this histori c change in the rural areas . It is high 

time that r e l e vant data c ol l ected and a na lysed . In the mean time it may 

b e o f some use t o ma ke pr e liminary a na lys i s o f the subject fr om the s canty 

data that are a vailab l e . 

Statment o f the Problem: One o f the basic soc i- e c onomic const r adic-

tio ns o f the trasitional period (to socialism) e xists . in the agric ultur a l 

sector. In what follows we will attempt to shade some light on the 

charac t e r of the c ontr adictio n between c onsumption and a ccumulation within 

the content of agr a i a n r e voluti o n . The motto o f "land t o the tiller " can 

be c ons idered as e xpression of the socialist princip l es of egali starian 

distribution o f inc ome . Ac cor d ingl y, the proclamation (No .31 o f 1975) 

abolis h ed feudalism in the ru r al areas and provided the p....-t-... . with de 

facto private owner ship of farm l ands up to a ceiling o f ten h ec t a r es . 

-41-
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The peasant no more shares his produce with the 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. Is the peasant going topay more taxes so 

that the agricultural surplus is syphoned off towards the industrial 

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

i s retained 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 the additional income for raising personal consum-

tion? 

A closely r e lated question-wh~t is the impact of a radical l and 

reform on the size and structure of the marketed 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). 

Income Distribution: It can be hypothesized that the land refom has 

redistributed income in favour of the lower income s tr a tum of the agricul-

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

1 
out be ARDU in three o f Arsi Awr ajas-chilalo-Arba Gugu and Ticho. 

Table 3 clearly shows that incomes of the sample h ouseholds are less 

uneverly distr~buted after the land reform. For exampl e , in the case o f 

Chillalo the proportion of those households who used to earn from 501 to 

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. 
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Tabl~2 

INCOHE DISTRIBUTION B~FO!!.E A!'!!2_AFT~R THE _RURIlL LAND 

PRO~LA~IlTIQ!,! __ . i~LPl 

B= Before the LRP 
~ 

A= Afne:- the IRP 

Sour~: In~~!i£::!i£!!~!!...-!~e impact of the Agrarian Reform on 

Pe~ants~ Inc£me_and Expenditure Pattern, 1980. 

Planning Evaluation and Budget section , Asella , October 

1981. ARDU Publication No.18 p.61. 

Monetary income per sample household has almost doubled as is 

indicat e d in table 4 below. However, an increase in monotary income does 

not necessarily guarantee a coresponding increase in the well-being of the 

c o nsumers. The quality and quantity of goods purcha sed with th e additional 

money income, for exampl e must be taken into account . 

Table 4 

A-VERAGE_INCO~ __ rROM CRO~_PRODg~!IO~ PERHOUSEHOLD , DEFORE AND 

AFTER THE ~LP (~ir~) 

~ 

-j-r • 
Average "inco::-l I Avernge income before the RLP I 

h:==' '::1 I I 
from owned and rent ed land nfter the RLP. I 

l -,-- r 
Chilalo 875.01 I 1,647.16 , 

I I 
639.86 I Arbagugu 1, 352 • 45 

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

So~~ : Same asia table 5, 



-44-
Consumption and Savings : Many responsible sources suggest that 

consnmption of the rural masses has increased as a result of the land 

2 r eform . Although no systematic and indept survey is so far been carried 

out to s ubstantiale this proposition , the scanty data that we have seem 

to suggest possibility of an increase in the volume of consumption o f 

the peasantry. The ARDU survey which was cited above , for example , 

showed that more than 83% of sample farmers felt that their standards 

of living have improved since the land reform. The reasons they gave 

were: they otained land , do not have to shar e their produce with the 

land l ord and (or) do not have to pay for graz ing Innd . 3 Similarly , 

68.1% of the interviewees in a survey carried out in Ada Woreda indicated 

that they were purchasing more manifactured goods after the land reform 

than they did b efore.
4 

In addition , peasant associations buy about 

2~~ of sugar alloted to the Administrative regions through out the country~ 

It seems that peasants are being encouraged to consume such all using 

manufactured goods as sugar . 

However the ultimate goal of production is consumption , it may 

b e eteri~ental to the effort of capital a ccumulation if alluring 

manufactured goods are introduced int o rural a r eas at this time . 

Of course, it can be a r gued that the marketed surplus of agricult ur e 

can be increased by provi ding the farmers with manufactured goods . 

Ho wever , it does not seem plausible to introduce new goods in the r ural 

area ( e . g . s ugar) when the demand for old goods (e . g . clothes) is not 

yet s _tisfied . Therefore , a clear cut and consistent policy i s required 

t o satisfy the consumption demand of the peasantry stage by stage so that 

the contr adiction between accumUl ation and consumption i s minimized . 

The possible effect of the land r·eform on the marketed surplus 

can be considered as one of the intrIguing questions of ilie transition 

period from the point of view of econom:llc development . 'Phe URDU survey 

sho ws tha t the sample hcu seh cld ~ have mar keted a lmo s t the same pe rcentage 



- 45-
6 

of grain (about 21%) output . Similarly the Hinistry of Agriculture 

and Settlement has estimated that only 11 . ~b of major crops from private 

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

m"rginal propensity to consume of the rural people. The MPC of the 

sample households of the ARDU survey , as computed by the authors of 

the resport is shown in table 5 below . It is obviously very high. 

THE MPC .\ND HPS OF SAMPLE HOUSEHOLDS IN CHILALO AR3AGUGU 

~ 

! HPC I 
l"'----.---J--------+ 

Chilalo I 0 . 817 ' 

Ar bagugu ! 0.855 

MPS 

0 . 183 

0.145 

0 .1 67 

Source : Same as in tabl e 6 . 

The high l evel of inc ome elasticities (.82, 1.15 and . 82 for 

cereals, pulses and sugar, respectively) also suggests the possibibility 

that additional income of the sample households may be used for consumption 

8 
purposes . 

Thu s , it seems that per capita annual saving migh t have fallen 

due to th e high level of the MPC of the f armers wh o gained from the 

egaliterian type o f income redistribution . For e xamp l e , the.survey of 

consumption patterns in Etheya extension area (in Chilalo) underta ken 

in 1972 showed the mean saving per sampl e farmer to the 170. 39 birr s . 

This amount was drast i cally dropped to 64 . 55 birrs in the 1979 surveys . 9 

Patt erns o f on-farm investment seem t o corrobor a te What was 

d i scussed above . Investment in livestock , farm implements , etc . 

c onstituted a s mall share in the to t al budget. Bever a ges and sti mulants 

have a higher share (about 9% against 6 . ~/o) than on- f a rm investment. 

Food accounts for about 65% o f the budget (see table 6 below) 

) 
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Table 6 -----

I ---.-

C-==-Ite::=--===~-;- Am::~-:-Bi::;rpercent 1 
Food 822.96 T 65 . 00 I 
Clothing and Foot wear 120 .41 9 .51 
Begerages & Stimulus 109.48 8 . 65 
Livest~ck 56 . 91 I 4 . 50 
Social & Traditional fees 50.57 3 . 99 
Taxes , Contribution, gift s 28 . 97 2 . 29 
Li ght and fuel 23.86 1 . 88 
Mis cellaneou s 18.54 1.46 
Other f a rm inputs 17.49 1.35 
Fa rm implements 11 . 19 0 . 88 
Hous ehold goo ds 5.69 0 . 49 

I 
I 
I 
I , 

I 
L--

Tota l 1266.06 100 . 00-i . __ -'-____ -1 
, 
L 

Sourc e : Same as in t ab l e 6. 

Thus is seems high time that policy-makers and pl anners 

f ormnlllte -'appropria t e policies inoder to moblize the agri cultura l 

surplus wile a t th e same paying due attention to the gr owing c onsumption 

demand o f the rura l masses. Some policy measures are alr eady being 

implemented . For e xa mple farmers i n the three Awraj as o f Arsi are 

organize d into 143 service cooper at ive s and 1 , 108 peasant associations 

so that the y are now able to rai se t he ir ini t i al capita l of 

10 
1 , 761 , 420.60 Birr s to 5,144 , 933 . 90 Birr within thre e t o f our years. 

On the other hand , certa in pOlicy ins truments (other than- t a x) 

may he lp hold down the potential gr owt h of c onsumpti on o f the peasantry 

f or the shortrun period in an e ffort t o moblize investment fund s . 

Comulsory pr ocurme n t o f agricultur al products i s a case in point althou gh 

it i s unlikely that it was initially intended for this purpose . It s hould 

be not ed that compulsory pro curment is not limited t o gr a in ; it i ncludes 

commercial crops of which coffee can be considered as the most important 

one . The Ethi opi an Coffee Market i ng Corpor at ion buys coffee throughout 

the country at fixed prices. 
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An ega litari an t y pe o f land r e form cnn be desireabl e fr om the 

i rleol osical a nd po l itical po i nt of view. However, seen fr om e c on omica l 

point o f vie w it may n egative ly affect capital accumulation unless 

appr opria t e measures are taken in d ue time . 

I 
) 
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CHAPTER VII 

THE CONSUMPTION OF FOOD IN ETHIOPIA 

The patterns of consumption of food in the country merits 

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

accounts for the bulk o f family budgets in Ethiopia : (2} The 

productivity of labour dempends t inte~ia upon the extent of intake 

of nutrient s: and (3) the existence o f s ufficient and reliabl e f ood 

surplus cons titutes one of the preconditions f or economic development . 

The first proposition was discussed in the preceding chapter and in this 

one. The second one will be discussed in what follows. The third one 

seems to be h i storically validated a nd theoret i cally substanti ated .
1 

Per capita food consumption can be taken not only as the main 

indic ator of the standards of living of thepeople but can be considered 

as one of the factors tha t can explain the possibilities and limita tions 

of the process of capital formation during the initial period of economic 

development. 

The planning of a rational f ood balance sheet for the whole population 

r equires the determination of the minimum level o f calory and protein 

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

the f a ctors that deter mine its consumption, estimation of inc ome e l astici-

ties etc . In wha t foll ows an attempt wi l l be made to shade some light on 

a few of the above mentioned points . 

THE EFFICINECY WAGE HYPOTHESIS: The efficiency wage hypothesis deals with 

th e r e lationship between food consumption and productivity of labour~ The 

postulat&d productivity consumption relations states that productive services 

of a worker supplied per unit o f time is a functi on of his level of food 

intake .
2 

Translating f ood intake into e nergy . 

'" 

Vlhere 

p = f( e) 

p = productive service 

e = Energy intake 

-49-

I-



-50-
Thus improvement of nutrition intake can be considered as productive 

venture leavingae1de even the ethical and political arguments which are usua-

lly discussed. John R. Turrent an expert in food polcies, for exapmle, 

observed that "nutrition is as much of a ligitmate investment in economic 

development as is me chanisation, irregation"and fertilizer in terms of its 

potential f er i ncreas i ng o,tpat.,,3 With this in mind let us consider 

patterns of f ood consumption in Ethiopia . 

Source of f ood in Ethiopia : Different kinds of f ood are consumed in 

Ethiopia depending upon the geogr aph ic , cultural , reli gious, etc. variations 

4 
wi thin the country . The main source of food supply (about 96%) originates 

from the private sector . 5 State farms account for abou t 3% of the t o t a l . 

The share of cooperative farms and settlements in insignificant . It seems 

inter esting to note that state farms and settl ement farms cater to the needs 

of f ood indistries to a great extent . In 1981 about 42.~C of state f arms 

output , was directed towards the requirments of the food industries while 

only 1.1~~ of the output of private farms was used as industual raw materials 

(in food industry). 

At the present time, only less than 1 perc e nt o f domestic grain output 

is used in the f ood industry . Th e outpu t of industr i ally processed f ood is 

e xtreme ly low as is sh e-wn in tabl e 7 . Per capita production f or urban 

popul at i on , let a l o ne th e who l e population , is insigni f icant. In shor t h ome 

made f ood constitutes the bulk o f fo od consumption . 

Table 7 

PRODUCTION OF SELECTED INDUSTRIALLY PROCESSED FOOD FOR 1981 

t-============= t" 
I iUniJ Quantit per capita(~rban I 
, -----·---- ------+-1 · Y i..J2£.EUlatl.on.; rlour t O~59,824 0 . 09 'I' 

Maccaroni and Pasta ton, 18,328 0 .• 004 

Eddible Oil & Glue & Butter Kgs.; 10 , 092., 2611 2 .• 22 I 
j

Br ead, Galleta & Biscuit ton~ 15,475 0.003! 
Jaffa a nd Products tons! 10.,088 1 0~002 J 

Sourc e : Food Corporation and Statistical Abstracts .• 



-51-
This fact may have far reaching policy implica ti ons: 1) millions 

o f housewives will, for the near futur e , be r est~ted t o the kitchen 

being partially barred fr om productive field work, and possibly may 

find it difficult to gain their social freedom, 2) the sta t e may find 

it difficult t o influence patterns of food consumption as l ong as it is 

unable t o control the means of f ood proce s sing, e . g . preparation and 

implementation of the rati onal f ood bala nce sheet may be very difficult 

and 3) Th e PID component (pr oces s ing , transportation and distribution) 

in total f ood purchase will remain sm.ll. The last point may have important 

policy implications f or pricing of f ood stuffs. 

Food import o f the c ountry for th e last ten years has ne ver been 

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

be e n declining in r ecent years, perhaps, because of go vernment policy of 

' 6 
energetic foreign exchange control) . 

Food a i d per capita for the period 1974-1 976 was not more than 1 

kilograms as compar ed t o 9 .4 for Somalia a nd 27.9 kg . for Egypt in th e 

same period ~7 However, f ood aid may gain importanc e due to the growind 

needs ~f dr ought a nd wa r a ffec t ed popula tion. The 1981 f ood r e quirment, 

as released by the Re lie f and the Rehabilitation Commission, was as high as 

'8 
1,029,300 metric t ons, or about one firth of the tota l annual output of 

major crops in the c ountry. 

Share of Food in t ot a l Budget: The proportion of total budge t 

allocated t o f ood seems very high in bo th urba n and rural a r eas . However, 

t ' 

'. . 
,! , ",..:::' . - .- .' . - -. - -- .' . ~.. ~ 

~.- .. ~ _""t. _." __ ._ .. _. ______ .. _~.-. <" • "'- ', • 

. ' 
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The food balance sheet is dominated by cereals in both rural 

and urban areas as is shown by the same sam lesurvey ,9 This may show 

that the intake of proteins and vitamins can be very slU61l1 thus 

c ontr ibuting the consequential health hazards. 

In the case of rural areas purchased food accounts for a small part 

of total f ood consumption. The CSO rural survey o f 1967 f or example; 

10 
showed that only 36% of the total food was purchnsed. 

Selected Indicators of Food Co nsumption: Percapita food production 

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

capita food production of the country is much below that of a ll East African 

c ountries with the exception of Mozambique.
10 

Per caput nutritional intake has shown a s t eady decline as is shown 

in table 9 below. 

FOOD SUPPLY (EXCLUDING FISH) IN ETHIOPIA PER CAPUT PER DAY 

~====::-::::~==:====='-;=====:==-r--- i 
I Nutrients 1966- 68 1969-7~~74-76~1977-79 I Calories 2,012 2,027 1,822 I 1,737 

I 
Protien 68 . 6 68.8 69 . 8 I 67.5 

Fat (grams) 32.8 32 .7 28 . 5 I· 28 . 0 
! __________ -2 ________ ~ ________ _L ________ ~. __________ ~1 

Source: FAO production year book vol.34, 1980 pp.247-48 

The conditions of f ood r e quirment can be seen from a some-wha t 

different angle , Estimate made by the Ministry o f Agricultur e and 

Se ttl ement shows that the urban population was running short of the 

supply of major food crops by about 468,200 tons in 1978.
11 

Horeo;rer, 

drought and war which had alrea dy claimed the lives of some 5 , 623 ,000 

heads of cat tle are not still o ver. Some 4 r 348 ,.000 people in 12 of the 

14 administrative r egi ons are still affected by natural and social calamities. 

Food a nd clothing r equirme nt s f or t h ese r e r, i ons have bee n estimated t o be 

12 
as high as 1, 0 29,300 metric t ons and U.·S .. $631,-000,.000,. r e spe ctively" 
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To conclude th e dat a that we attempted t o put together shows 

that: (1) the marketed fo od surplus may no t me e t the dema nd 

of the gr owing industrial secror:; (2) further inc ome distributio n 

policy may cause more demanq. ., for food·; (3) what can be taken away 

from the masses in the form of. say taxes seems scanty , a s light 

e rror in food policy formulation may cause irreparable damage 

(e . g . further intensification o f the grain procurment effort may 

drive thousands of peaeants into the hands of the Rel i e f and 

Rehabilitation Commission , or a s light increase in prices of food 

may cause a significant drop in standards of living) ; (4) policy 

makers and planners as well as al l those c oncerned with that problems 

of ec onomic de velopment o f the country have a dual task- the task of 

accelerating furture consumption as well as present consumption , 

perhaps , with more emphas i s on the later. 
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CHAPTER III 

ESTIMATION OF COEFFICIENTS OF INCOME ELASTICITIES 

FOR SMIPLE HOUSEHOLD URBAN VIJ\GE J\ND 

SJ\LARY EJ\RNERS IN ETHIOPIA 

On of the advanta~es of the alternative approach that we have 

at t empted t o develop in the th~rd chapter is that it may make possible 

a consideration of al l important aspects od consumption patterns in 

a country, in particular , in the absence o f sufficient and r eiable 

data for an econ ometric r esearch from different angles by using the 

method o f political economy as well as the traditional techniques o f 

demand analysis . Accordingly, in this chapter we will attempt t o estimate 
\ 

coefficients of income elasticities ( or expenditure eleasticities) fer 

selected items f or sample urban wage and sal ary-earners. It shoul d be 

noted that we have already considered the cl'nsumption patterns o f sample 

rural peopl e in connectio n with the agrarian revolution by using the 

avail able data. In additi on, we have also considered the changing 

invironment o f consumption in connecti0 n with a discussion o f the instit-

utional factors and policy ins truments that are shaping c onsumption 

patterns in post-revolutionary Ethiopia. Thus, it can be evi dent that 

our des i gn is to look into the subject fr om different angl es by using 

different methods. 

The coefficients o f income e l asticities which we are going t o estimate 

can be used (1) to show th e features od consumpt i on o f urban dwellers in 

c ontrast to that o f rural people; (2) can be employed by people concerned 

for formulating certain important policies such as policies of inc o me 

distribution a nd pricing and (3) can be used for c ompar ing inc ome elastic-

ities for the pre-r e volutionary and post-revolutionary period when a n other 

study is made based on the data pertaining t o the later period. 

It is beyond the scope o f this study to make a survey o f the 

development o f empirical demand analysis.' Vie will rathe r be restricted 

t o f amily budget a na l ysis . 
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CHAPTER III 

ESTIM ,\TION OF COEFFICIENTS OF INCOME ELASTICITIES 

FOR SAHPLE HOUSEHOLD URBAN WAGE AND 

SALARY EARNERS IN ETHIOPIA 

On of the advantages o f the alte rnative approach that we have 

attempted t o develop in the third chapt er is that it may make possible 

a c onsideration o f all important aspects od consumptio n patterns in 

a country , in particular , in the absence o f sufficient and reiable 

data for an econometric r esearch fr om different angles by using the 

method of political ec o no my as well as the traditi onal techniques o f 

demand analysis. Accordingly, in this chapter we rill attempt t o estimate 

coefficients of inco me elasticities (or expenditure eleasticities) for 

selected items f or sample urban wage and salary-earners . It should be 

no ted that we ha ve already considered the consumption patterns o f sample 

rural people in c onnecti o n with the agrarian revolution by using the 

available d a t a . In additi on, we have a lso c onsidered the changing 

invironment o f c onsumptio n in connecti0n with a discussion o f the instit-

utional fact ors and policy instruments that are shaping c onsumption 

patterns in post-revolutionary Ethiopi a . Thus; it can be evident that 

our design is t o look into the subject fr om different angles by us i ng 

differ ent methods. 

The coefficients o f income elasticities which we are going t o estimate 

can be used (1) t o show the features od consumption o f urban dwellers in 

contrast t o that o f rural people; (2) can be empleyed by people c oncerned 

f or formulating certain important policies such as policies of income 

distributio n a nd pricing and (3) can be used f or c ompar ing inc ome elastic-

ities f or the pre-revolutio nary and post-revolutionary period when another , 
study is made based o n the data pertaining to the later period. 

It is beyond the sc ope o f this study t o make a survey o f the 

devel opme nt o f empirica l demand analysis.
1 

Vie will "ather be r estricted 

to family budget a nalysis. 
-55-
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A. THE IMPORTANCE OF FAHILY BUDGET ANALYSIS 

The demand for a specific commodity can be estlmated by using 

aggre.,.'. time · serie'l' dat~ and 
/cross-se·c tio n data. he flrst appr oach has attempted t o expl a in 

temporal differences in aggr egate demand in terms of prices, largely 

t o the exclusion of household characteristics such as age, occupati on., 

family size, geographic location, etc. though, aggregate income does 

appear in such functi ons. Thus, this approach may hide the effects o f 

househo ld characteristics on consumption. Family budget analysis . on 

th e o th er hand, can show the effects o f these characteri s tics. It should 

also be noted t hat markets, in developing countries, arc largely imperfect 

due to, perhaps, the dominance of natural economy a nd institutional set-ups 

such as price control. In addition, data on prices and quantity may be 

insufficient and costly in their collection. The estimation of price 

effec ts may ve subjected to serious statistical problems . "The es timate 

of price elasticity resulting from an ordinary multiple regress i on analys is 

is likely to have a wrong sign, and the price effect as such is not d i stin­

guishable from income effect due to the collinearity complication.,,2 A 

further cOllplication ma y arise due t o collinearity be twe en price of 

substitutes. The panel method is on e of the approache s used t o o vercome 

such a complication. That is, independent estimates of income elastici-

ties derived from f am ily budget data are incerted into an aggr egate time-

series demand relation as e xtraneous estimators . Moreover, family budget 

a na lysis can be abstracted fr om the effects of prices since consumers 

include d in a given surve y are all exposed to the same set o f prices . 

In short, family budget analysis may be pertinent to the realities 

of developing countries . To take a simpl e example , family budget analysis 

can take into account the difference between consumption patterns o f 

rural and urban consumers . It should also be noted that the disaggr egated 

result s ( e.g. e l as ticities ) can be used t o measure some o f the e c onomic 

effects of changes in income distribution. 



-57-

The disaggregated approach has been increasingly used in recent 

years in estimating consumption parameters in developing countries . 

Consumption coefficient for rural and urban sectors are separately 

estimated . 3 In recent years dissatisfaction wen with the rural urban 

dichotomy has led to the sub-division of consumers into major groups . 

Byung - Nak Song, f cr example , has developed the trichotomy syste ljl in 

his recent research work in which he classified consumers into farmers, 

urban wage earners and urban capitalists.
4 

B. THE SAMPLE. 

The present study will be based upo n family budget survey which 

was carried out in Addis Ababa, Asmara and Dire Dawa in 1975 and was 

publ i shed later on under the f ollowing ~1tl es: 

Report on the Addis Ababa Househo l d E~enditure Survey 1 975 , 

Bulletin No . 19 , February 1979 , by the C.S.O . and Report o n the 

Asmara Dire Dawa Househol d Expenditure Survey 1975, Bulletin No .24, 

January 1980, by the C.S.O. 

~e budget BTlTvey c overed source "nd size o f income, patterns of 

e x penditur e , demographic and general particulars . The si z e of the data 

can be shown by the following table. 

Table 10 

TOVin 
Number o f Number o f Number of I 

Income Groups Households perso~ 
Addis Ababa 32 295 1,701 

Asmarn 20 162 1,115 

r I Dir e Da Via 20 164 3 ,702 

72 621 3.702 J...-1otal 

Source: Bulletin No.19 and No.24 C.S.O. 



C. SPEtlFICATION OF THE MODEL 

The only explanhatory variable that our data can generate is 

income or total eX'pendi ture, The dependent variable is expdenditure 

on a specific commodity. 

The fact that income or toal expenditure is the.explanatory 

variable takes us to the rea lm o f problems of Engel curve analysis. 

J\bout ten types of mathematical f orms o f Engel curves are 

frequently used.5 Selection among these alternative formulas is made 

6 
inter alia, upo n c onsid e ration o f the f ollowing factors; 

Composide charact eristic o f a given commodity concept is the 

first criterian considered. In the present study one of the c ommodities 

for which elasticities is go ing to be estimated is total food, This 

item is a composite commodity. It is composed of creals , injera , 

meat, fish dairy products; .pulses, etc; Hence, a symptotic formulas 

(e. g. the log-normal, the log parabola) may not be appropriate.? It 

should be noted that other c ommodities f or which elasticities will be 

~stimated are also composite in nature. These are services (medical 

care, transportation, communication, reading and recration) and household 

~~ (fuel and lieht, water, domestic utensils., household texti16B, 

household durables). 

In the second place the faot that consumption is measured in 

expenditure (in Birr) rather than quantities may rule out the use o f 

asymptotic formulae.
8 

It should be noted thRt income or expenditure 

eslasticity is usnally c r ea t e r than quantity e lasticity.9 Vie therefore 

expect that the elasticities wh ich a re going to be estimated will be 

biased upwards in general. 

The additivity criterian can also be considered. This condition is 

10 satisfied by linear Engel curves and a few other special types. 

Computational simplicity, too, can be taken into account in view 

of the prevailing circumstances. 
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Conside ring the above-menti one d c onditi ons a nd the limited na ture 

o f the data the f ollowing f ormulae will be used in th e es tima tion o f 

c onsumption coeffi ci e nfs. 

Th e Linear For m 

c •• <-y 

Elasticity c oe ffici ent 

One o f the weaknesse s of this equa ti on is that it doe s not s how 

the sAturation l e ve l o f inc ome . This equation wa s one o f th e earlie st 

ma the matica l f or", s that wer e us ed in Enge l curve a na lysis. Alle n a nd 

Bowley , f or exa mpl e , us ed thi s f orm in th e ir pione ering work in family 

b d t 1 · 11 u ge a na ys~s. 

Th e Double-log Function 

lOE C _ ". + ~ log T 

Elasticity coefficient = B a t a ll l e vels o f inc o me 

. 12 
This f or m ma y be satisfa ctory f or nearly a ll non-food ~t ems. 

Thus, it is e xpec te d t ha t this f orm . ma y be use ful in the estima tion o f 

c oefficie nts f or services a nd h ousehol d it ems. The f a ct tha t c onsumption 

is expr esse d in va lue (mone t ary) t e rms l a nds support t o the use of this 

f orm. One o f th e shortcomings of this f ormula is th a t its does no t show 

varia tions in e l a sticities a' diffe r e nt inc ome levels. This pr oblem may 

be importa nt when the inc ome r a nge is very wide . In the pr es ent da t a the 

r a nge o f income is quite wide . It r a nge s fr om 20 Birrs up t o 1650 a nd 

a bove in the case o f Add is Ababa consisting a s high a s 32 inc ome brackets. 

Thus a n a tt e mpt will be ma de t o na rr ow do wn the inc ome r a nge by partition-

ing the da t a into two gr oups a nd es tima ting c oe ffici e nts for the two parts 

s e para tely. This method can also ha ve o ther s adva ntage s such a s the 

minimizati on o f the e ffect s o f h e teroscedasticity . Th e o ther weakness of 

this f ormul a is tha t it does not s how l e ve l o f expenditure a t the l ev e l 

wher e inc ome is zero. That is , expenditure on good i = 0 at zero l evel of 

I 

I 
I 

J 
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inc ome However, this probl em may not be serious since no expensive 

lUxury items a re included in the data under consideration with the 

exception of , perhaps, durables which are included under household 

items . The point is thllt for ·some goods (e . g . expensive luxuries) 

i ncome must reach certain levels before any expend i ture on the goods 

i s possibl e . 

Th e Semi-lo& Function 

c " ,1. ... ,. lo g Y 

Elast icity coe ffici ent = l' / ('J + ~ log y) 
• 

It is expected that this formula may fit the data of expenditure 

on food for food is a basic necessity that usually shows failling index 

of e l asticity as income increases. This formula has been widely used 

by FAO for estimation of elasticiti es of f ood items . 13 

The Variabl es : The non a1J!1ilnbility o f data has largely de t e rmined 

the choice of the e x planatory variables. ~e selected per capita t o tal 

expenditure as the only explanatory variables . The theoret ical justifica-

tion for using t o tal expenditure as a proxy fo r income was discussed by 

14 
Prais a nd Houth akker. The coefficient of l inear corr e l ation be twee n 

t o tal e xpenditur e and income is abou t .84. The c orresponding s c atter 

d i agr am suggeat s a strong positive c orr elation hetwen the two variables. 

Total per capi ta c onsumptio n e xpenditur e is n o t exactly equivalent 

to per capita current income because the latter includes current saving 

besides consumption expenditure . As a r esult , elasticit i es esti mated by 

using expenditure may have an award bias . However , in as much as t otal 

c onsumption expenditure could be financed from current income , past saving , 

a nd borrowing (this is significant in our data) it may be a good e xplanet-

ory variable . The mnin reasons why we take total per capita expendi ture 

instead of income are that: (1) conceptual problems and errors in 

measureme nt may be involved if income is used; (2) respondents are usually 
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re luctant t o r eveal the tru.e size o f th eir inc o mes because o f f eur of 

taxes , modesty , etc . Th e dnta under c onsidera ti on is n o t fr ee fr om 

15 
those problems . 

The fact that the explanatory variable i s limited to t o t a l per 

capita montly expenditur e may be considered as one o f the serious limit~ 

a tio ns o f the study . Possibly r elevant explanatory variables s uch as 

education mfamily size may be e xc luded thus creating pr oblems o f mi ss-

perification o f the mo del. However , this appr oach has been widely and 

. 16 
increasingly in use in the f i e l d of family budget analysls . 

Elas ti c ity c oe ffici ent will be est imated , separately , f or p~r 

c apita expen dit ur e on fo od , h ouse hol d it ems a nd s ervices. These items 

a cc ount f o r a l a r ge pr oportion o f the budge t o f the c onsumers as is s h own 

in the t ab l e below . 

Table II 

AGGREGATION OF OUTLAYS DURING THE SURVEY MOHTS , 1975 

Addis Abeba A s m a r a Dir Dawa 

Amo unt % o f Amount c' o f Amount % o f Outl ays " in Total in To t a l in To t a l 
Birr Outlay Birr Outlay Birr Outla y 

1. Consump-
ti on Ex-
pend iture 140513 . 04 68. 2 71705 '. 00 75 .7 46 833 . 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-
Hold i tem 19670 . 38 14 . 0 9844 . 00 13 . 7 4 993 . 00 10 . 7 

Clothing & 
Foo twea r 11 550 . 46 8 . 0 7383 . 00 10~ 3 2875 . 00 6.0 

2 . Sa ving > 16002 . 00 7 . 8 684 . 00 00 .• 7 1365 . 00 0 ,1 9 

3 . Transfer 21607 . 89 10 . 5 12576 . 00 13 . 3 9875 . 00 14 . 5 

!I. Others 27786 . 69 13 . 5 9726 . 00 10 .• 3 11698 . 00 16 . 7 

To t a l 205909 . 62 100 . 00 94691 . 00 100. 00 69771.00 100 . 00 

• inc l ud11l@ 'el<;ab' 
Source: llulletin No.19 a nd 24 , c .S.O. 
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Effects of family size may be ac c ount ed for by t ak ing per capita 

t otal expenditure . 

Finally, problems o f simulataneity in the variables may arise 

due to th e fact that t o tal expenditure is the sum of the dependent 

variables (i.e. expenditur e on individual items). Liviatan17 has 

shown tha t this may cause a bias in the estimate o f the regression 

coefficient. One method o f overcoming the problem is by using inc o me 

as an instrumental variable.
18 

However, "this bias is likely t o be 

small f or indivi dual f ood items a nd may be disregarded f or all items 

except mndern dur ables like cars, r e frigerat ors, etc ." 19 Modern 

durables constitute a negligble pr oportion of household items. 

The Model : Three alternative functi onal f orms (the linear , the 

double log and the semi-log ) will be used to estimate elasticity 

coefficients f or t o tal fo nd , services and h ousehold items by using 

t otal per capita monthly e xpe nd iture as the e xplanatory variable. The 

model will be: 

Cij = f (!U) 
nj nj 

where Cij = Expenditure by persons in jth inc r me bracket on 

ith commodity; 

nj = number of persons in jth income bracket 

Ej = tntal expenditure in jth income bracket and 

(i = 1,2 , 3, j = 1 , 2 , 3 ••• 32 for A.A" j=a,s,3, ••• 20 

f or Asmara , Dire Dawa and pooled data , and j=1 , 2 , 3 • •• 16, 

when the data is parti tioned.) 
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The Pr oc edut e : We will first estimate c oe ffici ents f or th e sampl e 

e mploymees (wage and salary-earners) in Arldis Ababa . Sec ondly, e l as ticity 

c oeffici e nt s will be f ound f or pooled data . It is hopeel that this appr oach 

may increase the s ize o f the da t a . Mor eov er, s u ch data may gener ate 

e l as ticity c oe fficients which may be used as points o f reference f or 

evaluating the Add is Ababa c oe ffici e nts . 

Pool ins o f the separa t e resi onal dat a may be plausible in view 

o f the fact tha t the surveys were o f the same des i gn. That is in a ll 

cases the subjects were wage a nd sal ary-earners a nd that the surve ys 

were c onducted in the same period . I n addition, the patterns o f c onsump-

tio n in t he three urhan a r eas i s more or l ess similar (see Table 11). 

For e xample e xpe n ditur e on f ood a cc ounts f or a large s har e in t o t al 

c o n s u mption expenditure in all cases . On the hand, per capita t o t a l 

inc o me is much high e r in Add i s (14.24 Birrs) as compar ed t o that of 

Asmara (78 . 22 Birrs) and Dire Dawa (82 . 25 Birr s) . This may creat e some 

pr obl e ms. For e xampl e , the c oe ffici e nts of the pooled data may be baised 

t o wards Addis Abaha . 20 

Th e o ther import a nt s tep is t o split the data , f or Addis Ababa , 

into t wo parts a nd es timate e lasticity coefficie nt s separately a n d 

c ompar e th em . Th e r e ason for this procedure was d iscussed abo ve. 

D. INTERPRETATION OF THE RESULTS AND POLICY IMPLICATIONS 

Estimated e x penditur e elasticity (E), the regr essi on c o ffici ent 

( B), the standa r d error o f the r egression c oefficient (SE), c omput ed 

value o f t (t) a nd th e coefficient o f de t e rmination (R2) a r e pr esent ed 

in table 12 below . 
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Tabl e 12 ----
Expenditure El asticit i es a nd Other Results 

_____ Linear Functi on i Doubl,; l og Function 

_~j B I !3B ! E t If; U...££...f- E J 
I I i 

Pooled data i I I I 
, Total Food 0.33,0 .02 0 . 82 18 . 9910.951' 0 .79 0.03j 

&ervices 10.16\ 0.02 1 . 22 6 . 5410.70,1 . 56 0.16\ 
~ousehold 10.15 j. 0.02 1.10 6 . 86! 0,721 0.98 0 . 071 
~ terns I , ! I .' I I I 

0 . 791 
1.56 
0. 98\ 

Addis Ababa I I I 
(whole data) I, I, " '\ 

Tota~ Food 0.171 0.03 0 . 59l 6.79 t 0.60 i 0 .55 1 0,07 i 0 . 55 
8erv~c e s 0.21 , 0.02 1.18\ 8.84 0 . 72 , 1.431 0 . 19i 1 . 431 
household 0.1610.03 1.05 6 . 11 l 0 . 55\' 0 . 85 '10.141 0 . 851 
~ terns , I 1 I 

24 . 84 
9.5 

14.21 

7.58 
7 . 98 
6 . 16 

, Semi Log Function-, __ ~~ 

R~L~ . ~ i R2 

0 . 97118 . 45 1.371' 1.38 \ 13,48 0. 91 
0 .83 9.34 1 . 50 -1. 17 6.25 0.68 
0.92 I 7.61 0.91 -1.48 8.33 0.79 

I I 
I 

, I ' 
0 . 66 113.6312, 16 " 0 . 06 
0 .68 114 . 4412.60 ,--2.97 
0.56 110.52 2 . 54 i-3.30 

I 

6. 32/ 0 . 57 
5.57 0. 51 
4,14 I 0. 36 

"i' ;,ddis Ababa 
(lower inc Gr.Je 

gr 0.':!.E) ----

I I " 
! i I I , I 

Total Food 
services 

househc,ld 
items 

Addis Ababa 
~her inc c me 

gr o.':!.E) 
Total Food 
services 
household 
items 

0. 16 1 0 ,01 1 . 16,13.181 0 . 92! 0.52110 . 1210. 52 \ 4,45 0. 57 111.1 8 !0.99 !0.76 
0.20,0,03 , 1.40 5.88 0 07111.09,0.29 11 , 09, 3 . 72 0.50 6.90 !2.67 11-1094 
0.161 0.01 f 1.16 13.18 0.93 0.61 I 0 . 20 I 0. 61 \ 3.07 0.40 4. 92 11. 80 -8.09 

! Iii ' i , 

3.74 1 0 . 50 
2.591 0 .32 
2 . 74 0.35 

j " i: \ I I 
I I ! \ iii I I 

It! i : . i 1 I I 
0.07 i 0.04 0.30! 1.66 0.16.0.47 0 , 19; 0 . 47 2. 78 .36 \16'0If r. f, 1 0.93 2.43; 0. 30 
0.20 i 0 . 03 11.081 6.12 ' 0.7311.49 i 0 . 33: 1 . 49 4.48 0 . 5 25.42 7.33 !-1.87 3.47 10.46 
0. 08 1 0 ,06 0 :'2 i 1.24 0 . 09 I 0.83 10.36 i 0 . 83 2.30 0.2 '. 18.40 9.40 !-1.62 1.96 10. 21 ! 

! __ 1_ ._ ! 1 i .! _J 
B= the regression coefi c i ent t= ~omputed value of t 

SB= standard error of the regression coefficient 

E= estimated expenditure elast icity 
R2= coefficient of dete r mination 
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As can be seen from the table, the semi-log function seems to 

be of poor fit on the hasis of: (1) relatively low value of R2 in 

general (with the exception of pooled data); (2) negative, values of 

expenditure elasticities f or services and household items which suggest 

that these commodities are inferior goods contrary to r ealities and 

(3) relatively l ow va lue o f t. 

On the o th er hand , in br oad se nse , the other two functions (the 

linear and the double-log functi o ns) seem to be of good fit on the 

basis of: (1) significance of the regression coefficients at the 1 per 

cent l evel and (2) high value R2 (which, however, may be due t o gr ouped 

natur e of the data) with some exceptions . For the Add i s Abeba u pper-

income group both the t value (which shows insignificance of the 

2 
regressi on coefficient at the 5 per cent level) and the R value suggest 

that the linear form does not fit well. 

The plot of residuals for some of the equations exihibited f a ir 

degr ee of r andomness, 

The est imated coefficients sugges ts the presence o f some differences 

between upper and lower income gr oups in Addis Abeba as per expectations . 
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For exampl e , considering the doubl e-log functi on, e xpednditur e elas ticity 

f or f ood (0.47) for the upper-inc ome group is l ower tha n tha t o f the 

l ower inc ome gr oup (e . 5Z) . This c a n be compared t o whol e da t a 

(Addis Ababa) which is 0.55 for the same functio n (do ub l e -log). 

The value o f HZ f or the upper inc ome f or Addis Abeba gr o up for 

a lmost a ll functi ons and all items, is l o we r than tha t o f the 1 0Vier 

inc o me gr o u p , perhaps , indic a ting the possibility o f ommissi o n o f 

relevant e xplanat ory variab l e s such as educatio n which ma y be importa nt 

variab l es in determining the c onsumptio n behavior o f upper inc ome classes. 

Consequently, the corresponding l eas t square es tima t ors may be b iased 

and inoonsistent. 

Comparing the e l as ticity c oe ffici ents for Addis J\baba with tha t of 

pooled data , one can ous erve s o me diffe r e nces, For e xample, expenditure 

e lasticity f or J\ddis J\ueba (for f ood) is much l ower than the pool ed 

data f or b o th the linea r and double-log functi ons. Perhaps , this is 

because o f the influe nce o f t h e Asmara and Dire Dawa data o n the pool ed 

data . The share o f f ood in t o tal budget (4Z%) in IIsmara and Dire Dawa 

is much laree r than that of Addis Abe ba (3Z% ). In a ddition, average 

inc omes in the two cities are l ower than that o f Addis Abeba . In o ther 

words , Asmara a nd Dire Dawa may have higher inc ome e l asticities f or f ood . 

Co n s i der ing the individual items , inc ome e l a sticitie s f or s e rvices, 

in all cases , a re gr eater while those of to t a l f ood in a lmost a ll cases, 

a r e less tha n o ne. Services (telephones, reading materials , r e creation, 

e tc.). may be c onsider ed a s luxury goods in Ethiopia . On the o th er hand, 

elasticities f or h ouseholditems ( fuel , light, water, domestic utensile,etc.) 
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are , in a lmost a ll cases, between those o f t o t a l f ood a nd s ervices . 

The high elasticities f or servic es ( a nd t o some extent f or househol d 

it e ms) indi cate a shift t o thos e luxury good s fr om hasic nec e ssitie s 

(to tal fo od ) as inc o me ri ses . 

-
Perhaps, the c oe ffici e nts may be mor e meaningful if we c ompar e 

them the r e sults o f previous studie s as is shown be l ow in t able 13. 

Tab l e 13 

INTERNATIONAL COMPARISON - EXPENDITURE ELASTICITIES 

, 
~ Pr esent t A. A. I Chana, Zambia Kenya Tanzania 

study Ostby Ur ban Ur ban Ho mba- Urba n 

Linear douh l e and 1967/ 1966/ ssa 1 969 
Items 

func- l og Taye 1968 1968 1968/ 

tion func-
1968 1 969 

tion 

• • • • • 
0.82 0 .79 0.768 0 .42 0.44 0 . 60 0 .55 
(po ol (pool 

ed) ed) 

Total f ood 0 . 59 0 .55 
(A. A.) ( A. A. ) 

• Services 1 . 22 1. 56 0 . 902 I 
(po ol 

I ~ ed ) 
I 

• dou bl e - log functi on 

•• linear functi on 

Source : FAO, Inoc me Elastici ties o f Demand f or Agricultural Commodities . 

Rome 1972. Ostby and Taye Gulila t: "A Sta tistical Study of the 

Househ ol d Expend iture i n Addis Abeba", Eastern African Ec onomic 

Review, vol.1, No .2, De c. 1 969 . 
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Th e c oe fficitnts o f e l asticities which are est imated in this study 

are much hi gher than tho s e o f other African c ountries. The higher 

inc ome e lasticity f or Ethiopia n urban a r eas may b e d ue t o th e l ower per 

capita f ood c o n sumpti o n in th e c ountry as c ompared t o o the r African 

c ountries as was discussed in the last chapter . On the other hand , 

the r esults o f present stud y, in a broad s e nse, ar e simila r t o that o f 

Ostby a nd Ta ye . 

However, these r e sults should b e interprested with a .. mos t precaut i on. 

The results of the study, suffers, int erilia, from the outdated nature 
&l!:as 

o f the data, possibility o f s easonality due t o the shorts pe~d o f the 

survey ( one month only) and possible c ommission o f r e l e va nt va riables. 

Host importan t, as was indic', ted abo ve, it may b e presumptious t o take 

the data as n stable one sinc~adical cha n ge s have been made in both 

the e c o nomic a nd n on- e c onomic envir onment since the c a rrying o f survey . 

Ho we ver, the results o f this study can be put t o use within the 

c onten t o f institutional c hange a nd natio n a l ec on omic planning . A simple 

e xample can illustrate this argument . In this study we have f ound that 

the (inc ome) elasticities f or rela tively luxur y goods (se rvices and 

household items) ar e hi gh e r tha n that o f basic nec e ssities (total) f ood . 

Policy make rs and p l a nner s can and shoul d make use o f this possibility . 

A policy o f inc o me distribution in fab our o f the l ower- i ncome gr o up 

should be a ccompanied by an increa se in the pr oduction of the basic 

necessities (e.g f ood ) . If no t, shortage o f these goods may occur. On 

the o ther h a nd, governme nt policy o f salary and wage-increment (which 

may be likely in the immed iate future) should be a ccnmpa ined b y r easonable 

supply of durable goods. Therefore, the policy o f fo r eign e xchange c ontrol 
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must be examined in this context . Tod; y , the size of the intelligensia 

has been increasing in Ethimpia . This s oc ial stratum has a high 

demand for consumers' durables such as TV set , cars, furnitur e , 

etc , If it is unable t o find these goods in the market , it may be 

d issa tisfied and as a result its incentive to work may be lessened, 

Therefore policy-ma kers may bo in a dilemma or may find ways and means 

of taking away (temporarily) extra inc omes from the upper -income gr oup. 

For example compul sory l oans , as was the case in several socialist 

c ountries , may be used t o curb the purchasing power of this s tr a tum 

in the short run per i od . 
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NOTES 

CHAPTER VIII 

1. Survey o f the lit erature on e mpirical demand analysis can be f ound 
in Philips, ~E!ied~~mption Ana lysis (N orth Hnlland, 19974) 
a nd The il, The ory and Nea sur e ment of Co nsume r Demand (North Holland) 

2. UN , "Analysis and Proj ections o f Consumption De mand: Ne thod ol ogical 
Not e s" Industrialization a n d Pr oductivill Bulle tin No . 9 , 1965, p.63 
For details see Walter, Intr oductio n nt Ec ono metrics. 

3. See for example , Lluch op .,ci t., B.N. Desa i, Analysis o f Consumption 
Expenditure Pat t erns in India. Occasi onal Pa per No.54, Corne ll 
University , August 1972 , s on g , o p.cit. 

4; Son g £~cit See also Vido s or Trickovic, The oretical and Me thodol ogical 
!spe cts o f De ma nd Ana lysis in a Socialist Ec onomy: The case o f 
Socialist Yugoslavia. (Nime o ) , Addis Ababa Univereity, 1980. 

5. U.N:; o p. c it. p.52. 

6 . See C;E;V; LeSe r 'Forms o f Engel Functi on's , Ec onometrica vol.31, 
No :4; Oct; 1963; UN ~£il. p.53 . 

7: UN, £~cit; p.53 

9. This can be easily pr oved . ~uantity e l a sticity can b e use ful for 
the purpo se physical pla nning . 

10. UN. op.cit. p . 54 

11. Allen a nd Bowley , Family Bud ge t Expenditure (1935) 

12. UN . op . cit. p.53 . 

13. FAO, Inco me Elasticiti es o f De ma nd f or Agricultural Products, 1976, 
Rome . 

14. S.J. Prais a nd H.S. Houthakke r, The Analysis of Family Budgets 
(Cambrid ge University Press , 1955). 

16. FAO op.ci!. Desa i ~it. 

17. Nissa n Livia tion, "Errors in Va riabl e s a nd Enge l Curve Ana lysis" .. 
Ec nnome tric~, Vnl.29 , No . 3 , 1961, 

<8. Ibid . 

1 9 . De sni, ~it . , p .7 

20 . No attempt is made to condu ct co va ria nc e a nRlysis. 



CHAPTER Ix 

CONCLUSIONS AND IMPLICATIONS OF THE STUDY 

In this study, an attempt has been mad e , first , to examine the 

r elevance of the traditional approach to consumption analys is to the 

r ealities of d eve loping countries and to s how the urgency of developing 

an alterna tive approach; second, to analyse household consumption patterns 

in post-revolutionary Ethiopia in an unorthodox way by combining the 

c onvention~l method of family budget analysis with the method of political 

economy so that it wa s possible to show that the conventional consumption 

parameters (income and prices) can a c tually be used as policy instruments 

in a socialist - oriented tr~nsitional society and , third, to inves tiga te 

the dynamic relationship between present consumption and futur e consumption 

(accumulation) in a n invironment where policy makers and planners can 

significantly influence c ons umers' behaviour, inter alia, by se tting up 

new institutions a nd by formulating new policies. 

However, claiming to have achieved direct and definite findings in 

this thesis may not be possible due to certain limita tions due to whic h 

the s t udy suffers o The nature of the approach adopted here and the short­

age o f adequate data did not permit the making of an indept analysis of 

each topic covered here . The family budge t analysis made in this study 

sufferes from the substantially out- dated nature of the data a nd from 

omi ssion of certain possib l y r e levant explanatory variables. 

Despite these a nd , possibly, other limita tions in the background , it 

may be possible to draw some tentative conc lusions from the study and 

attempt to point out the corr esponding policy implications . 

The tradi tiona l theory of consumption seems to be largel y irrelevan t 

to the realities of developing countries in gene r a l and to those in their 

transitional periods such as post-revolutionary Ethiopia , in particular. 

- 71-
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It is, thus, high time to develop an appropriate theory of consumption. 

The 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 

experiencing 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 deve l opment of the 

country can be slowed down if the production of food is not substantially 

increased to meet the growing demand of the expanding urban population, 

to mention but one case. A policy of belt-tightening may Callse un-

expected disasters if the insufficient state of food surplus is not 

take into account. It is hoped that the proposed ten-year perspective 

plan will give due attention to this problem. Perhaps, the production 

of grain can be taken a s 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 Ethi opian consumers and a utho r i t i es c oncerned 
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are paying due attention to the rational budget. It is, therefore , 

high time that appropriate po l icies are formulated and the right 

are 
institutions~et up to achieve efficiency in consumption on an in-

creasing scale. Such measures as the expansion of social consumption, 

up-grading of the teaching of home-economics and the expansion of 

processed food may significantly contribute to the achievement of this 

objective. Mass organizations, es pecially the Revolutionary Ethiopian 

Women's Association (REWA), can play important role in i mproving tradi-

tional cons umption patterns in such a way that costs of consumption are 

minimized and the benefits derive from it are maximized. 

All through the discussion of several critical issues, for example; 

the possible increase in the consumption of the peasantry in the face of 

shortage of manufactur ed goods, the restriction of imports in the face 

of ever-growing size of the intelligentsia, the institution of compulsory 

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 transition period: the 

contradiction between consumption and acculul ation. However , it seems 

that the optimal ratio between the consumption funds and the accululation 

funds is not clearly defined . Hence, the proposed ten-year perspective 

plan may offer a solut ion to this problem • . 

Finally, it may be worth mentioning that what has been analysed here 

may begin to reveal its stable and true form as peace is gained and the 

country's resources are concentrated on the attainment of the objectives 

of the proposed ten-year perspective plan. 
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