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possitilly he a result of the "displacement effect", i.e,
that as ratio of expenditure for other sectors increases,
no increment - is expected in The ratio of education. A1l
in all the coefficient of determination ( RE ) is very

large for all the equations.

Even though descriptive analysis of government expenditure

may not be free of eontroversy and criticism, it is the

belief of the present study, that it will serve am equal

purpose as the analysical statistical exercise. At this

point we need to see the theoretical behavior of government

expenditure in the Ethiopian situation., According to

Burkhead ( 2, p.27 ), some of the fundamental character-

stics of government expenditure are:

1« For a variety of reasonsy the government finds it
difficult to reduce the size of its enployeess

2. It is believed that the provision of goods and services.
by the government is intended to satisfy the intersst
of its consumers. However, when government program
decisions are shaped and structured not only the wants
of the consumers of government goods and services but
also by the wants of the decision makers;

Je L1lthough overnment expenditure is an economic variable,

3 1t is the result of a political decision. Thus, unlike
the private sector, economic efficiendy nay be sacrificed

im its determination,
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4. Government expenditure is governedby the peculiarity
of public goods, the provision of which it finances,
In the market, intensity of demand is reflected in the
price, which is not the case in the provision of publie

goods.

5. Finally, government progralSare marked by an elements
of coercion, which is absent in the private sector. In
the market no one is required to buy any specified
quantity of goods amd services. However, after a
governnent program has been proposed, reviewed and
adopted, taxes have to be levied for its support, at some

point or other.

E look at the difference between recurrent and capital
costs sheds some additional 1light on the overall behavior
of government expenditure. " Reeurrent costs are those
associated with the operation or maintenanee of faeilities
or asgeta. Tyrically, it includes the costs of salaries,
wages; equipment maintenance and spare pérts, supplies,
utilities, personel-on-job-training. " ( 44, p. 46 ). On
the other hand " Capital costs are those costs eoncentrated
at the bemining of a project and associated with the
establishment of productive capacity and physieal infra-—
structure, These include the costs of installstion of
plants and equipment ; construction of buildings; purchase

of vechicles; intial investment in hunan capital.'( 44, e16)
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In practice, there are often considerable difficulties in
disfinguishing between capital and recurrent expenditure.
In most cases, time seems to be the most important factor
of distinction between thems . Capital cost most often
occur at intervals greater than one year and their

eccrue over longer period, while recurrent cost occur

more frequently, yielding immediate coneumption benefits.

4.2.2 Government Expenditure and Economic Development

Government budget,; which is a reflection of the existing
eeonomic, political and social conditions of a nation,

is also an instrument in shaping them. Governments like

te spend more money, citizens dc not like to pay more taxese.
It is fundamental to realize in the study of government

abOl,R;t public expenditure are

expenditure that, decisions
taken palitically. That political deeision is however
influenced by economic , socifl and cultural factors at

a particular period of a country.

At this point we need to relate the theoretical assessement
66 the role of government budget specially expenditure
to development. objectives in Ethiopis. This indeed is

the basic problem the present study wants to address.
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Ethiopia is one of the least developed countries. We also
know that the country has been making various efforts to
alleviate the problems assccilated with backwordness.
Llthourh some of these problems have heen mitigated {¢-
is still in the middle of = survival strugpgle. 4Lt =

time where famine is hoxering over a vast expanse of the
country we need to pause for & while and make an inquiry

into the past and the future.

Even though the study on famine by many has not reached
& point where the final word has been said, it has con-

tributed a lot to explain factors behind famine,

As the results of the studies made indicate, the issue

of famine is more fundamental than has heen earlier tho-
ught by many. Thus, it requires a fundamental solution,
It 1s not because the rresent study is prepared to discuss
the issue in detail, but to indicate that no develorpment:
¢an bLe envisaged without attaking famine in a fundamental
sense., Inquiry into the basic and fundamental causes of
famine and underdevelorment is essential inorder to provide
solution., There is no doubt, the issue is surrounded

by controversy and there is' no basic study made so far as
to the causes of uncerdvelopment in Ethiopia. We can
safely say that capitsal accunmulation is one of the main

causes and results of underdevelopment. The absence of



- 19 -

capital for investment lies at the oot of the country's
developnent problen. This is a result of the low level

of private and government saving. Thus inorder to enhance
investment, government saving should be boosted. Govern—
ment saving is in general, the difference hetween domestie

revenue and recurrent expenditure,

In the promotion of development, the private sector and
public sectors have their respective role to play. Ais.
we have already indicated several times, the possibility
of using the private sector in this respect is limited.
The Government on the other hand, directly and indirectly

is in a much Wetter possition to shoulder the responsibility.

The present study reveals the experience of the country
in its allocation of fund, its use of deficit financing
and the revenue side. More than any other instrument,
government expenditure seems to be the best available at
the disposal of the Government. The overall Situation
in the developing countries, the socialist orientation
of the Government, combined together, give sufficient

Jjustification for the Government to act to fulfil the task,

4s we know it, fiscal Policy is the concious regulation
of the economy of & country by the government and budgeting

is the art of reconciling revenue and expenditure. However
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the collecfion of tax or allocation of expenditure for
running state affairs or for non-econcmic purroses is oute-
side fiscal policy. I& is hard therefbreto‘relate Ethiopia's
budget with fiscal policy. But one thing is clear. The
Government is invelved in investment for sceial and eco-
nomic development, Moreover, the collection of tax from

the private and public sector will have an effect on the
econonys The Government's continuous:s resort to deficit
finaneing can be mne factor for causing inflation, which

will have an effect on the national econony.

£11 in all our present concern is how can the Government
increase its saving? This is pessible by increasing tax
as 1s always suggested, end/or reduckng concumption (re-—
current expenditure). The importance of the present study
should be viewed on the basis of this ides. hs: Teame(21)
has pointed out in his study on taxation in Efthiopia, nuch

is to be desired in increasing taxation.

On the other hand, on the basis of our present study, the
experience of Ethiopia reveals that, there is always the
tendency for consurption to take the greater shsre. In
fact recurrent expenditure consumes almost greater than
domestic revenue. Government capital investment is fina-
nced through foreign loans and domestic borrowing. Thus
to depend fully on foreign loan, given the problems asso-

ciated with it, and deficit financing for promoting
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investnent by the Government becomes oritical. Therefolg,
even though increasing taxation can be supported, that
increment should be related and geared €O increasing saving
and investmente Equally as the Ten-Year—Perspective—Plan
(TYPP) has pointed out, much can be expected from the re-
current expenditure. This can he acheeved on 2 number

of alternatives. It can %e achieved by a) reducing the
peesent level of recurren’® expenditure, mnore prefereablk;
on gradual basis; b) by keeping 1t at-its present levels
snd c) by reducing its growth rate. &hoosing any one
alternative would regquire ssgessment of may factorse

But what we should understand 18 that, curbing the expan~
gion of the bureaucracy should be the beginning for applylng
any anlternativee. Tfficiency measures should be introduced
in the public sector. This is true not only for recurrent
expenditure but as well for the overall public sector

spendinge

The present study deeply recopnivwes the need to relate
gaxes and expenditure. We have seen that domestic revanue
ig less than the fund required for recurrent. It should
he clear that tax collected from the POOT peasant, naking
struggle for gurvival from famine, and tax and profit from
the public.enterprises ig being used to finance recurrent
activities. . One cannot say that there are other sources

for running recurrent activities, OT that these sources
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should not be used all. The following example oTr expla-
nation could be jmportant in making the point clear.
Public enterprises D&y 50 % of thelr Eross profit e TaXe
Moreover, the renaining portion also is submitted ©O the
Central Lreasury in the form of presidual surpluse. This
finsancial ﬁraatice.shnuldQereviewed and be concerned MOTE
on how the enterprises can best be expanded and bhecone
stronge Another exanple which can be mentioned is the
collection of tax from agriculture which requires much
attentione Tf the final objective of the Government is
to improve the 1iving condition of the peasant society,

no effort of the Governnent could be as great s aillowing
the peasant to solve his own problen by himself. Specially
given the pattern of expenditure in the past, the alloc—
attion procedure and problems associated with 1%, pulling

resources to the center could be counter productive.
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V. CONCLUSION

Capital accunulation is one 0of the main macro-econonie
problems facing Ethiopia at present, A® a result, the
country is in a vicious cirele of poverty. any effort

in the future should address this problem adequately. The
private and public sectors ad/or internal and external
resources can be nobilized to increase investment. Since
the present study is limited to the Central Government
budget, recommendations and conclusions given are related

to ity

Basically, the means to increase investment is by increasing
governnent and private saving, Government saving is the
difference between domestic Tevenue and recurrent expen~
diture. In other words Tesources that are produced over

& year but not consumed and ready to be invested are takem

as saving for that particular year.

On the basis of the present study, we have seen that the
level of total government expenditure has been Frowing
tremendously, Specially, government expenditure for
recurrent, and particularly that of adninistratiwe serviices
has been claiming a significant portion of government budgete
The share of government expenditure in GNP has also been

growing fastly. Upto 1966 its share was lesss than 15 %,
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comparable to nany developing countries, But in 1977,

the figure hzs reached upto 44 %. It has been indicated

in the study that, percapita GNP appeared to bhe wesk
determinant of expenditure, 48 can be recslled and also

to be expected, expenditure for recurrent and adninistration
has been influenced more by non-economic factors. It has
also been pointed ocut that government expenditure has beem
influenced by Planning, =llocation technique and procdure,
war and droucht, inefficiency and the introduction of

modern technology.,

In Ethiopia, the level of recurrent expenditure is greater
than the available domestic Tevenue, leading to deficit
financing. There is no argunent as to the strong desire
of the governmenti to reduce the level of deficit. Thisg
desire can be fulfilled in A nunber of ways, some of which
could De:

i. to increase tax

Lax revenue can be increased by either increasing rates
and/ox by introducing new taxes and improve the existing
Systen, However, the above statement - bresupposé the
existence of potential tax that has not yet been tapped
and also the existence of some kind of inefficiency in

the tax collection system,
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ii. to reduce or control expenditure

As far as government expenditure is concerned a nuhber
of proposals can be forwarded. In the first place

we can suggest to reduce the overall budget by the
anount of the deficit. This is not a nove towords a
balanced budget on annual basis. However, the budget
should somehow mowe towords balance over a period of
long time, say five to ten years. The question that
is hard to answer is from which expenditure categories

to cut. There exists no guideline to do this.

Despite such kind of rroblem, we cannntialso propose to

cut all expenditures across the board, regardless of type
of program, Thus we can nake selective cuts, Lt the
early stages of development for instance, since expenditure
for education and health are considered to be important,

greater investment on them is essentiali

Reducing government expenditure may bLe difficult in the

short run., If such measure is difficult‘politica&ly, another
better step is to control or arrest its pgrowth. Otringant.
methods should be used to add up to the existing level

of expenditure. This can also he made on selective basis .
The government should reduce its investment on areas where

the private sector can do better. If the possibility to
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privatize public enterprises is not there in the near future
they can be made to operate on self-finance. This will
reduce the Bumden of the government budget of its: demand

for investment fund. TherefoTe | the proclamation that
allowed the formation of these public enterprised should

be reviewed and revised.

As far as controlling or reducing recurrent expenditure

is concerned, we need to include the case of defence eX] N
ditures Defence ks claiming a sipgnificant portion of

the national budret. Our empirical study indiceates that
defence and war expenditure are growing at a fast rate

and deficit financing has been used to finance ite We can
not say deficit financing has been used onlyg for investment:
since high proportion of capital has bheen financed by loan
and also that domestic revenue is less than recurrent.

This indicates that deficit financing has been uded to
finance consumption. xsllocation for defence and war are
decided on political and military grounds. However, if
that decision fails to accomedate economic and financial
considerations, it is hard to expect for the level of deficit
to decline, and at the same time we should expect adverse

economice situation as a result »f it
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Basically increasing taxation and reducing expenditure

are the main mnmeans to narrcw down the level of deficite
However, these two options are difficult to implement
specially in the pclitical sense. Thus the Government
prefers to use deficit financing instead of increasing

tax and reducing expenditure. Currently there is .a legal
limitmtion for the amount of deficit the Government can
use. This legal foundation is specified in the Special
Decreo N°3, N 4/1988 (G.C). Ahecording to this decree,
there are:

a) Direct advances

for the purpose of overcoming fiuctuaﬁion*ﬁnzthﬁ'dfdin&nw
revenue of the Government the Bank may make direct
advances tc the Government, provided that the total

of the outstanding direet advances to the Government
shall not exceed at any time 70 % of the actual

ordinary revenue collected during the previous fisecal

year of the Governmenty

b) Treasury Bill

at no time shall the amount of Treasury Bills purchased
and held as security by the Bank and those pruchased
by banks and other financial institutions exceed 25 %
of the actual ordinary revenue collected during the

previous fiscal year of the Government;



c) Government Bonds

The Bank may purchase Government Bonds with maturities
of not more than 10 years from the date of issuance.
At no time shall the total amount of such bonds held
by the Bank exceed 55 % of the actual ordinary rewenue:

collected during the previous year of the government.

The Gowernment should renlize the fact that, deficit
financing can be useful only for short tern adjustment
in the fluctuation of revenue and noet a significant and
permanent. socurce of finance. In our analysis of the
determinants of government expedditure, we saw factors
that were included in the regression model and also some
additional factors. If we revisit some of these factors,
we may probably come out with sone recommendations for

improvenent,

Anong the additional fators we considered to have influence
on the growth of government expenditure were, expansion

of institutions, inefficiency in production and consuin-
rtion of public goods and services, fund allocation technique

and procedure, war and drought.
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Institutions are vechicles fo implement the Bprogram of

the government- . They play important role in promoting dee
veloprrent  in interpreting government intentions and

plans, We have seen the role and function of the Ethiopian
Managenent Institute ( EMI ) and Central Personnel sigency

( CP4 ) Expansion or consclidation gp institutions

should reflect the level of econonmie develormeht of
country, VMinistries, agencies and other institutions should
not be established without due consideration fop their

finanedal implieations.

A second factor we should consider will be inefficieney

in production and consunption of public Foods and services,
Efficiency on the supply and demand of Bovernmentt budget
will enable to increase tax and reduce expenditure,
Efficiency is in general getting more benefit for less
cost. The aprlication of the concept of efficiency is
important in al1 fields, in servicing g@iving of educe-
ation and health or in overall administration and 18
conducting wars Lack of efficiency contributes to the

growth of government expenditure,

However, the problen one encounters is how do we neasure
efficiency in the rublic sector. snother hard fact is
there is no incentive in the rublic sector for reducing

coste 4s a result we need to apply the concepts of public
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finance to separate what should be considered public g00ds
Even if services have to be provided by the government,

say like education and health, proper pricing policy
should be applied to recover costs. This measure has been
important in introdueing effieiency of consumption in the

public soecial services.

Another method to improve efficiency is to improve the
techniques and methods of budget allocation. The current
systemn of budget allocation Tequires improvement. In the
past, nore enrhasis was made on the details, with less
attention to the aggrerate.  Even thoush types of budgeting
like Zero—Base—Budgeting and Programming,Planning, Budgeting
require huge volume of information and take a long process
td meke decisions, gradual move townrds them should be
initiated. This has to be worked out in lime with the

overall fiscal activity of the Government.

Finally, it has to be recognized well that there are factors
like war and drought, that contribute to the growth of
governnent expenditure, which the Governmenttdoesn't have
direct or easy means to control st least in the short-rum,
Aggression by foreign power or internal ﬁnstability are

uncalled of disturbing factors. However, we are sure
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that they require and compete for resources that cam be
used for development. The recurrence of drought for =«

long tine has claimed a lot of human and material resources,
Famine and drought have double edged effect on the budgetta
On the one hand they reduce the volume of revenue the
Government can collect and at the same time the Govern=-
ment has to increase its allocation for alleviating its
effdct, Continuous and concerted effort is required to

conbat its effect and achieve meaningful result.
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