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an explanatory variable in the analysis of f,ov ernnent 

ture 0 However , even thouGh the variable of l oan-

borr owinc is s i gnificant its coefficients are very sIiralJL. 

Keeping this i n Dind , if we try t o r el ate t hi s t o the 

rati o of actual perforI!lance of l oan and borr owing t o the 

revi sed budcet, the r atio is 52.5 01 
/0 • At the early stages 

of decision maki ng , the larr;e gap between domestic revenue 

and total government expendi ture is expect ed t o be c ov er ed 

by the use of l o?n and deficit financinG " Howev er, the 

r esult is not as expected. Due to delays in obtaining the 

aJ'Iount of l oans nnd at the same time lack of adequate 

prepaxation in rrojec t p l an and impler'lentat i on, actual 

capital expenditure is very l ow. 

Another v::triablo suge;ested by some and also included in 

our equation is th E; proxy f or lit eracy , i. e , the r ati o 

of expenditure allocated f or educati on to 

total exrendi t ure . We observe twn signific ant points here: 

1. Unlike :besul ts fr om other s tudies , this vari a:b l e is: 

siGnificant i n a ll equati ons exc ept in health ; 

2. I n sone of the r esults obt ained , the r elev ant f oeff­

icient ha:s a negative sign. If we go back and l ook 

at the rati o of the we see that it i s a l mos t 

constant thoughout the study peri od , while the r at i o 

of dependent vari ables shows. some growth. That CmT 
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possi1:r:Qy be 3 r esult of the "displ ac enent eff ect", i. e , 
that as r ati o of expendi t ure f or other s ect ors increases, 
no increnen:t . is expect ed in the r ati o of educ ati on. 1,.ll 
in all the coef fi c i ent of de t er l'lination ( R2 ) is v ery 
l ar f,e f or all t he equati ons. 

Even thouGh descriptive anal ysis of ~overnm ent expenditure 
may not be fr ee of ~ ontr0v ersy and criticism, it is the 
beli ef of t he pres ent ~tudy, that it will s erve am eqga~ 
purpos e as t he an~lytical st atistical exer cis e . At this 
point we need to s ee the theor etic al behavior of gover nmcntt. 
expendi t ure i n t he Ethi opi an si t u ati on. Acc or dinG t o 
Burkheod ( 2 , p . 27 ), s ome of the f unclanent al ch Rr Rct er­
stics of c;ov ernment expenditure are : 

1 . For a v ari ety of r easons, t he Gov er nment finds it 
difficult t o r educe t he s ize of i ts eOl' l oy ees; 

2. It is beli ev ed that the pr ovisi on of goods and services-, 
by the gov ernment is intended t o s atisfy the int erest 
of its c onsumers. However, wh en gov ernment pr ogram 
decisions ar e shaped and structured not only th e wants 
of the c onsumers of government goods and s ervice s but 
also by the wants of the decision mak ers; 

3.· i.ltltouglT Gov er nment expenditure i s Rn ec on omic variable , 
:i it is t he r esult of a political decision. Thus', unlike 

the private s ect or, ec ononic effi ci entry nay be sacrificed 
i n i ts deterninati on. 
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4. Govcrnnont eXI'enditure is covernedhy the peculi arity 

of public £;oods , the provisil>n of which it finances:. 

In the market, int ensity (Jf cleL1and is r eflected in the 

price, which is n ot the case in the pr ovisi on of publiC'. 

13 0 0 ds • 

5. Finally, Governnent pr ogr 8lllSare marked by an e l ement:; 

of coercion , which is absent in the privat e sector. lih 

the Barket no one is required to buy any specified 

quanti ty of good~ and services. Hbwever , after a 

p;overnnent procram has been proposed , r eviel-Ted and 

adopted, taxes have to be levied f or its support, at some 

point or other. 

R l ook at the differ ence between recurrent and capital 

c osts sheds sane additional liGht on the over all behavior 

of r;overnnent expenditure . "Re(!.urrent costs Rre those 

associat ed \~ith the oper ati on or maintenane e of f a".ilities 

or aseet&. Typically , it includes the cnsts of sal ari es , 

wages ; equi pment naintenance and spRre parts , supplies, 

utiliti es , personel-on-job-trainine; . " ( 44, p. 46 ) . On 

the other hand" Capital costs are those costs concentrated 

at the becininc of a project and as sociated with the 

es tablishment of productiv e capacity and phys ic al infr~ 

structure . These include the costs of installation of 

plants and equipment ; construction of buildings ; purchase 

of vechicles; int i a l investnent in hunan capital."( 44 , p.16) 
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In practice , thore Rr e often cons i der abl e difficulties i n , 

dis tincui shinG between c apital and recurrent expendtture . 

In nost c~ses , time seens t o be the mos t important f act or 

of distincti on between them • .' C'apital c os t most oft en 

occur nt int erval s c r eater thRn one year an~ their 

accrue over longer peri od , whil e r ecurrent cost occur 

mor e fr equently , yi e l di np, immediat e coneumpt i on benefits~ 

4.,2.2 Government Expenditur e and Ec on omic Development 

GDvernment budcet , whi ch is a r eflection of the existinG 

e«nnomic, political and s ocial conditions of a nation , 

i s a-Iso an instrument in sharinG them . CDovermnents like 

to spend more m(lITey, ci ti ZlOns do not like to pay more taxes. 

Itt i s fun~lamentraI tiD r ealiZ'e in the study of government; 

expencli ture that, decisions ab o1,l<t puhlic expenditure ar e 

t akenpiliitically . That politia:al decision i s however 

influenced by economi c , s ocinl and cultural fact ors at 

a particular peri od of a country. 

At thi s point we need t o r e l ate the theoret i cal a:ssessement, 

~ ~ the r ol e of government budGet specially expenditure 

to development objectives i n Ethi opi~ This indeed is 

the bas i c probl em the pr esent study wants t o addr ess.. 
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Ethi opi a i s one of the l (' as t devel oped countri es. \Je als o 
know t hat t he c0untry has been makin~ vari ous eff orts t o 
allevi at e the rrobl ems as s oc i ated with backwor dn es s '. 
AlthouGh s ome of these pr obl effis have been miti r:;a t ed it 
is sti 11 i n the mi ddl e of IX survival s truf~cl e . J.. t a 
time wher e f ami ne is hox erinr.; over a vast eX}::e.nse of the 
country viC need t o paus e f or C{' whil e and make an inquiry 
into the past and the future . 

Even thouGh th~ study on f amine by many has not r e ached 
a' p'lint wher e the fin al wor d has been s a i d , it h8.'S con­
tribut ed a l ot t o explain f ac t or s behind f amine. 

As t he results of the studi es made i ndicat e , the issue 
of f ami ne i s mor e fundamenta11 than has l)een earli er tho­
ught by manyo Thus, it r equires 8:. fundament pl s oluti on. 
It is not ~) ec ause t he pr es ent s tudy is pr epar ed t o discuss 
the issue i n det ail , but t o indicate that no d eve l opment; 
<mn "!Je envisaced without att aking f amine in a fundament al 
s ense . I nquiry i nt o the bas ic and fundamental caus e s of 
famine and under develor ment is e ss enti ~l inor der t o pr ovide 
s olution . Ther e i s no doubt, the issue is surrounded 
by controversy and ther e iso, no basic s tudy made s o fax as; 
t o the c aus es of under dve l oI.lment in Ethi opi a . vl.e c an 
s af e ly s ay that carital a ccumul ation i s one of t he mai n 
caus es and r esults of under devel opment. The abs ence of 
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=pital f or investment li es at the r oot of the country's; 
development pr oblem. This is a result of the l ow level 
of private and cr.vernment s avin~ . Thus inorder to enhnnce 
investment, Government savinG should be boosted . Govern­
ment savinG is in r,~ner&l, the difference between domes tie 
revenue and recurrent expenditure. 

ill the r r o!:1o tion of development, the private sector and 
public sectors have their r es l, ecti ve r ole t o play. As 
we have already indicated several times, the poss ibility 
c· f using the privat e sector in this r espect is limited. 
The Government on the other hand, di r ectly and indirectly 
is in a much iDetter possition t o shoulder the r espons i bility. 

~e present study r eveals the experience of the country 
in its al l oc ation of fund , its use of deficit financing 
ami the revenue side. More than any other instrument, 
government expenditure seems to be the best available at 
the disposal of the Government. nbe ov er all situation 
in the developin5 countries, the socialist orientati on 
of the Government, combined t ogether, give suffici ent 
justificatioIT for the Goverllflent to act t o fulfil the task. 

As we know it, fiscal policy is the concious r egulati on 
of the e(:mnony of a- country by the coverilllent and budgetins 
is the art of rec onciling revenue and e~)enditure. Hbwever 
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the c ollecfi on of tax or allocat i on of expencli ture for 
runnin~ state affairs or f or non-ec onomic purposes is out­

to side fi scal policy . It is hard therefbre r elate Ethiopi~ls 
budp;et with fisc al policy. But one thinp,; is clear. The 
CLovernment is involved in inve s tment f or s ecial and eco-
nomic development. Mor eover, the collection of tax fr om 
the private and public sector will have an effect on the 
economy. The Government ' s continuous, res ort to deficit 
financin~ c an be mne fact or f or causinp; inflation, which 
will have an eff ect on the national ec onomy . 

l~ll i n all our pr esent concern is how can the Government 
increase its savinf~ ? ThiS'" is poss i ble by increas ine; tax 
as is a lways sup;p;ested , and/ or reducknr, concumption (re­
current expenditure). The i I1port ance of'the present study 
should be viewed on the basis of thi$ idere. Aso Teame(21) 
has pointed out i n his study on taxat i on in Ethiopia, much 
is to be desired in increasinr, taxati on. 

On the other hand, on the basis of our pr esent study , the 
experience of Ethi opi a r eveals that, ther e ia. a lways the 
t endency f or c onsunpti on t o take the r,r eater share. ]h 
fact recurrent expendi ture c onsunes a l most Greater than 
domestic revenue. Go~ernment capital investment is fina-
nced throuGh f or eir,n l oans and domestic borrowing . Thus 
t o depend fully on f oreign loan, e; iven th e problems asso-
ciated with i t , and deficit financing f or pr omotine; 
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investIaent l:>y the Government beC0P1eS cri ti ca'l . Therefor~ 

even t houc;h increasin[,; t axilt i on clln be supported, that 

increIaent should be r e l ated and v,eer ed to increasin~ saving 

and investment. Equally as the Ten-Year-Perspective-Pl~ 

(TYFP) has poi nted out , much CRn be expected fr om t he re-

current expenditure. This can be achEeved on a number 

of alt er natives . Lt can be nchi eved l)y: a ) r educinr; the 

p.eesent l eve l of recurrent expenditure , I'lore l'refereablJ;r. 

on ~radual basis; b) by keeping it At · its pr esent level; 

and c) by reducing its f,rowth r at e . ~hoosing any one 

alternative would r equire asassSIaent of Iarnny factors. 

But what we shoul d understand is that, curbing the e~an­

sian of t he bureaucr acy shoul~ be t he ber,inninf, f or applying 

any alternative . Effi ciency measures should be introduced 

in the r ublic sector. This is true not only for r ecurrenit 

expenditure but 11:9' well f or the over all public sector 

spendinc; . 

The pr esent s tudy deeply r ecogniwe s the need t o rel~e 

taxes and expenditure . We have seen that domest ic r evanue 

is l ess than t he fund r equired f or r ecurrent . It should 

be clear that tax c ollected from the poor peas ant , makinG 

struggl e for survivRl from fal'line, and tax and profit fr oID 

the public;:, enterprises is being used t o finance recurrent 

activities. One cannot SRY that there crre other sources 

f or runninG recurrent activities , or that these sources; 
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should. not be used all. The f oll owine; exanple or expla-

nation could be i mport ant in making the point cleRr . 

Public enterprises pay 50 % of their f, ross pr ofit ffiffi t~ 

Moreover, t he renainine; porti on also is submitted t o the 

Central Treasury in the f orn of r es i du a>! surplus. 'TIhiSl 

financi al ~ra«nice . Should~ereviewed and be concerned Dora. 

on how the enterrrises can best be expanded and be c ome 

strone _ Another example which can be nentioned is the 

collection of tax froTI ap;riculture which r equires much 

attention. If the final ob jective of the Goverllflent i~ 

t o i nprove the livinG condition of the peasant society, 

no effort of the Governnent could be as e;reRt as a~lowine; 

the peasant t o solve his own pr oblem by himself. Specially 

Given the pattern of expenditure in the past, the alloc­

a;ttion procedure and pr ohl ens associated with it, pulline; 

res ourc es to the center could be counter productive. 
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Vi. CONCLUSION 

Ca~ital accUtlulation is on e of the main macro-economie 
problens facine Ethiopia at present . A$ n r esult, the 
c ountry is in a vicious circle of pov erty. lilly effort 
in the future shoul d address this probl em adequately. ~he 

p~ivate and public sectors and/or internal and external 
r esources can be mobilized t o increase investmentt. Since 
the present study is limit ed to the ~entral Gov ernment 
bude;et, recomLlendations and conclusions given are r elated 
to i-tr-.. 

Basically, the means t o increase investment is by increasing 
gov ernment and private s aving . Gov.ernment savine; is the 
difference between domestic revenue and recurrent expen­
diture. In ot her wcrds r esources that ar e produced over 
~year but not consumed and r eady to be i nv ested are takerr 
as savin[~ f or that part icular year. 

On the basis of the pr esent study , we h~e seen that the 
l ev e l of tot a l gov ernment expenditure has been gr owing 
tremendously. Specially, government expenditure f or 
r ecurrent, and particularly that of aUMinistratiwe serv~ce$ 
has been claimin~ a sir,nificant porti on of government budget. 
T,he share of government expenditure in GNP has a-lso been 
gr owing f astly. Upt o 1966 its share was l es$ than 15 %, 



- 124 - , 

c ompar abl e t o @any developine; countries . 1fut in 1977;, 
the f i cure has re ached upt o 44 %. It has been indica t ed 
in t he study that, per capit a GNP appear ed t r> be weak 
de t er @inant of expenditure . les can be r ec lYllect Imd also 
t o be expected , expendi t ure f or r ecurr ent and adoinistrati on' 
has been influenc ed more by non-econooic f ac t ors'. It has 
als o been poi nted out t hat goverm'lent expenditure has; been' 
influenced by p l anninG, !.'I'lloc ati on t echnique and pr ocdure, 
war and drouc ht , ineffi ci ency and the introduction of 
modern technol ocy. 

lfu Ethiopi a , the level of r ecurrent expenditure i s graater 
them the availabl e clo@estic r evenue , l eadinc t o defi cit 
financinc . Ther e is no ar f,ul'lent as t o the strone; des ire 
of the e;overnrJent ~ t o r educ e the level of defi cit. This 
des ire can be fulfill ed in a, nuober of ways, s ooe of which 
could be : 

i. t o increase tax 

'llax r evenue can be i ncr eased by either increasine; rates. 
and/ on' by introducinr; new t axes and i mpr ove the existing: 
systelil . However, the abov e s t at el!lent c presuppose; the 
existence of potenti al tax t hat has not yet been t apped 
and als o the exist enc e of s ome kind of ineffici ency in, 
the t ax c ollecti on system. 
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ii. to roeJuco or control "expenditUl;;e 

As fDr ns government expendi ture is concerned a number 
of ~roposals c an be f orwar ded. In the first place 
we cm) sUBCest t o reduce the over all budGet by the 
anount of the deficit. This is not a move towards a 
ba~nnced budget on annual basis . However, the buaeet 
shoul d s OI:l.ehow I:I.OlotB t owords balance over a peri od of 
l one time , say five t o t en years. The questi on that 
is hard t o nnswer is from which expenditure c ateg orie~ 

t o cut. There exists no f,u i de line t o dID this. 

Des pite such kind. of pr ()blem, we c annot ';al so pr opos e to 
cut all expenditures across the board , r egar dl os s of type 
of proer nn . Thus we c an I:I.ak e s elective cuts. ht the 
eRrly st ar;es of devel opment f or inst ance, since expenditure 
f or education nnd he alth ar e c onsider ed t o be iI:l.portant, 
gr eater investment on them is Bssentia11 

Reducinc Gov er nment expenditure may be difficult in the 
short run. If such !'leasure is difficul t - po li ticCl'lly , an"other 
better step is t o control or arres t its f, rowth. Btrin~to 

methods should be uffed t o add up t o the existing l evel 
of expenditure . This can also be Dade on s e l ective basis ". 
The government shoul d r eduqB its investment on ar eas where 
the privat e s ector can do bett er. If the poss i bility to 
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privat fu ze public ent er prms es is not ther e in the near future 
they c an be nade to oper ate on self-finance . This will 
reduc e the 1)urlden of the r:over =ent budget of i1:tB: del!land 
f or inves tment fund . Theref9r~, the pr oclamati on that 
a~lowed the f or mati on of the~ e public enter pris ea should 
be r evi ewed and revis ed . 

As f= as c ontrollinEj or reducine; r ecurrent expenditure 
is concerned , we need t o include t he case of defence expen­
di tur e . Def enc e res claiming a siGnificant porti on of 
the nCl.tional budr-et. Our empirical study i ndia:ates thnt 
defenrre and war expenditure ar e gr owing at a fa£t r at e 
and deficit financinf, has been us ed t o finance it. We a nn­
not say deficit financing has been used only: fo r investl!lenit 
since hiCh proportion of capit a l has been financ-ed by l oan 
and a ls o that domes tic r evenue is l ess than r ecurrent. 
Thi,$ indic ates that defi cit financing has been uded t o 
financ e consunpt i on. 1.110c ati on f or defenc e and war are 
decidGd on politica l and milit ary e;r ounds . Howev er, if 
that decision f ails t o acc omadate econonic and financi al 
consider ations , it i$ hard t o expect f or the l evel of deficit 
t o decline , and at the same til!le we should expect advers e 
economic si tuati on as a r esult of it. 
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Basically increasinG t axat i on and r educing expenditure 

ar e the main means, to narrow down the level of deficit .e 

However, these two ortions " r e difficult to i mp l enent 

speci ally in t he politic nl sense. Thus the Government 

prefers t o use deficit financing inst ead of incre asinc 

t ax and reducing expendi ture . Currently there is .8 . leg:J:l 

limittation for the amount of deficit the Government can 

use. This l egal f oundati on is specified in the Special 

Decree N°3, NO 4:/1988 (G.C). According t o this decree , 

th ere ar e : 

a) Direct advances 

for the r urpose of ov ercoming fluctliation' :i:im the' ot-dinar;w 

revenuo of the Gov ernment the Bank may make direct 

advances to the Gnver =ent, pr ovided that the total 

of the outs t anding dire~t advances t o the Government 

shall not exceed at any time 70 % of the actual 

or di nar y revenue collected during th e previous fiseal 

year of the Gov ernment; 

b) Treasury Bill 

at no time shall the amount of Treasury Bills l;urchased 

and held as security by the Bank and those pruchased 

by banks and other financi al institutions exc eed 25 % 

of the actual or dinary r evenue collected during the 

previnus f iscal year of the Gov ernment; 
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c) Government Bonds 

The Bank !:lay r urchase Government Bonds with maturiti es 
of not ;;lOre than 10 years fr om the dfl.t e of issuanc e . 
At: no time shall the t ot a l amount of such bonds held' 
by the Bank exceed 55 % of the actual ordinary rewerru~ 
c ollected during the previous year of the f, overnment. 

Tha Go¥ernment should realize the fact that, deficit 
financinr, c an be us eful only f or short tern adjustnent 
in the fluctuation of revenue and not a sir,nificant and 
per manent, s ource of financ e . In our rmalysis of the 
deten:inants of p;overnment expedrli ture , we saw fact ors 
that were included in the r egr ession mod el and als o s ome 
addi ti onal fnct ors. If we revisit s "me of these fact ors. 
we may rrob~bly come out with s one r ecomnendati ons for 
impr.)vel'l ent • 

Amonr:; the "Iclditional fat ors we considered to have influenc e 
on the growth of gov ernment expenditure were, expansi on 
of institutions, ineffici ency in pr oduct i on and conSlln­
ption of public goods and services, fund allocation t echnique 
and procedure, war and drouv,ht. 

1 
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TIhstitutions are vechicles to imr l enent the ~ro~ram of 
the government ·, . They play important rolE) in promotine; de­
velopnent in interpretinf, ~overnment intentions and 
plans . We have seen the role and functi on of the Ethiopian 
Manar;ement Institute ( EMI ) and) Central Personnel l~Dency 
( CPl, ) • Expansion or cons Glidation of institutions 
should r efl ect the level of economi c develoFmebt of m 
country. Ministries, agencies nnd other institutions should 
not be estRblished without due consideration f 0r their 
financrinl implioations. 

A s econd fpetor we should conside~ will be inefficieney 
in production and c onsumption of public p;oods and services. 
Efficiency on the supply and demand of r,overnmentt budget 
will enable to increase tax and reduce expenditure. 
Effici ency is in general getting more benefit f or less 
cost. The applicRti on of the concept of efficiency is 
important in all fields, in servicing giving of educ-
ation and henlth or in overall administration and in 
conducting war. Lack of efficiency contributes t o the 
growth of Government expenditure . 

HOwever, the problem one enc ounters is how do we measure 
efficiency in the public sector. iillother hard fact is 
there is no incentive in the r ublic sector f or reducine; 
cost. As D. result we need to apply the conc.epts of public. 
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financ e t o separat e what s hould be consider ed rublic ~oods . 

Even if servic es hav e t o be pr ovided by the e;overnment, 
sr:ry like educati on find heal th , pr oper pricine; policy 
should be ~pli ed t o r e cover c osts. This measure has been 
important in introducine; efficiency of consumpti on in the 
public sooial services. 

Another I1ethod t o impr ove effici ency is t o i mpr ov e the 
t echni ques =d Elethods of budp;et alloc Rti on. The current 
syst em of budE:; et alloc ati on requires imr r ov ement. In the 
past , more enjlhasis' was made on the det ails, with l ess 
att enti on t o the af-'c;r e f~Rt e . Even thoup:h types of budf;etine; 
like Zer o- Bas e- Budge tine; and Pro[,r Rmminc , l:'lanning , BudcetinG 
r equire hue e vol ume of i nf or natit,n and t Rke a' l on €, pr ocess 
tili make decisions, gr aduRl move t ownr ds t hem should be 
initi at ed. This has t o be worked out in line with the 
ov er all fisc al ac tivity of the Gover nment. 

Fina~ly, it has t o be r ecof,nized well that ther e ar e fact ors:· 
like war and dr ought, that contribut e t o the f, r owth of 
p;ov er nnent expenditure , which th e GDvernment tdoesn I t haVie. 
direct or eaSlf me ans t o control at l east i n the short-~ 
Aggression by f oreign power or internal unstability are 
unc alled' of disturbing; f actors. However, we are sure 
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that they r:equire and coml'ete f or resources that CaIT< be 

used for deve l opment. The recurrence of drought for a' 

long tine has claimed a lot of hunan and mat eri a l resourceffi. 

Famine IJ.nd droubht have double erl.ged effect on the budge'!!;. 

On the one hand they reduce the volume of revenue the 

GDvernment can collect and at the same ti~e the Govern­

ment has to increase its alloc ation for alleviating its: 

effect. Grontinuou8 and concerted effort is required ta 

combat its effect and achieve meaningful result. 
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