The Pakistan Development Review
30 : 2 (Summer 1991) pp. 145 - 171

Household Consumption Patterns in Pakistan:
An Urban-Rural Comparison Using Micro Data

NADEEM A. BURNEY and ASHFAQUE H. KHAN

This paper examines the household consumption pattems separately for the urban
and the rural sectors in Pakistan by estimating the marginal expenditure shares and
expenditure elasticities, for twelve broad commodity groups, using household level data
for the year 1984-85. At the sectoral level, the marginal expenditure shares are estimated
both with and without the ‘community effect’. Furthermore, by dividing households
within each sector into differént income groups, income-specific marginal expenditure
shares and elasticities are also obtained. This level of disaggregation reveals much richer
consumption patterns as compared to the ones based on grouped data.

The estimated marginal expenditure shares indicate that in examining the
household consumption pattems one can safely assume that all the households in the
sample face the same price structure. While the findings of the paper support the validity
of Engel’s Law, the estimates presented indicate that expenditure elasticities for different
commodity groups vary with income and, in general, exhibit a cyclical pattem, which is
explained in terms of quantitative as well as qualitative changes in the households’
consumption basket. For a majority of the commodity groups, both structural and
behavioural differences in the consumption patterns are found to exist between the urban
and the rural households. Furthermore, our results also confirm the existence of
economies of scale in the consumption of majority of the commodity groups. The
degrees of these economies of scale are not only different across commodities but also
between sectors and across the income groups within each sector.

I. INTRODUCTION

The consumption patterns of households in Pakistan have been analyzed in a
number of studies.! These studies differ not only in their scope but also by the
source and the period of the data. While most of the studies have used the cross-
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section data reported in the Household Income and Expenditure Surveys (HIES), the
analyses in a majority of them are based on the single equation estimates.2 The
main objective of these studies has been to estimate and test the validity of the rela-
tionship between income and expenditure on different commodities, as summarized
by Engel's law.34 Furthermore, in order to examine the impact of urbanization on
the households' consumption patterns, these studies have obtained separate estimates
for the urban and the rural sectors. Some of the studies, e.g., Ali (1981) and
Siddiqui (1982), have also tested for the existence of economies of scale in con-
sumption. The findings of these studies are in conformity with Engel's law.
Furthermore, the consumption patterns in the urban sector are found to be consid-
erably different from that in the rural sector. The estimates also point to the exis-
tence of economies of scale in the consumption of certain commodities.

With the exception of Malik and Ahmad (1985) and Malik et al. (1987),
these studies are based exclusively on data which are at least a decade old. Further-
more, in the estimation of the relationship between income and expenditure on dif-
ferent commodities, these studies have used grouped data to obtain marginal
propensities to consume (marginal expenditure shares) and income (expenditure)
elasticities. As the use of the grouped data ignores variations in income and expen-
diture within a group, the estimates obtained are at best average expenditure shares
and elasticities. They are, thus, not likely to reflect the true consumption patterns
accurately. The consumption patterns are likely to have changed considerably since
the late seventies; as such, there is a need to analyze the households' consumption
patterns on the basis of more recent micro data.

The purpose of this study is manifold. First, it analyses the households' con-
sumption patterns in Pakistan by estimating marginal expenditure shares and
expenditure elasticities using household level micro data for the year 1984-85.
Second, it examines the impact of urbanization by obtaining separate estimates for
the urban and the rural sectors. Third, we take this study down to different income

2Mukhtar (1985); Ahmad and Ludlow (1987); Ahmad et al. (1988); Ali (1985) and Alderman
(1988) have used the systems approach to analyse the households' consumption behaviour in Pakistan.
The first three studies have estimated a Linear Expenditure System (LES), whereas the last two have
estimated Extended Linear Expenditure System (ELES) and Almost Ideal Demand System (AIDS),
respectively.

3According to Engel's law, as income rises the share of expenditure on Food in total households'
cxpendltum declines, but that of Clothing, fuel and Lighting remains constant, and that of luxury goods
increases. See Stigler (1954); Thomas (1986) and Lipton (1988) have shown that at a very low level of
income Engel's law does not hold; i.e., the marginal expenditure share for Food increases with the level of
income.

4As the objective of this study is to examine the relationship defined by Engel's law, in the
subsequent discussion reference will be made only to studies which are based on the single equation
estimates.
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groups to get income-specific expenditure shares and elasticities for both the urban
and the rural sectors. This has been done to highlight differences in the con-
sumption patterns of households in different income groups within each sector. To
accomplish this, households in each sector are divided into six income groups.S As
it will become clear later, this level of disaggregation reveals much richer con-
sumption patterns as compared to the ones based on grouped data.¢ Fourth, it
measures the economies-of-scale effect in household consumption by including the
household-size as an explanatory variable in Engel's curve equation.” Finally, this
study seeks to establish the existence of structural and/or behavioural differences in
the consumption patterns of the urban and the rural households.?

The plan of the paper is as follows: Section II discusses the methodology
while the data are discussed in Section III. Results are reported and discussed in
Section IV. The final section contains the concluding remarks.

II. THEORETICAL FRAMEWORK

To test the validity of Engel's law for Pakistan, we analyze the consumption
patterns by estimating expenditure shares and expenditure elasticities. The Engel
curve is a demand function derived from constrained utility maximization, which is
specified as:

x = a + b(pilp) + ¢;(YIp;) + ¢ .. 1

where x; is the demand of commodity i, p; /p; is the relative price, Yip; is the real
income and ¢; represents a random error. The relationship between expenditure on
commodity / and income can be derived as follows:

Dix; = a;p; + blpj + Cl'Y + é;p; ves e (2)

5For a detailed explanation about the selection of groups, see Bumey and Khan (1991).

6Malik ef al. (1987) have used 1984-85 HIES to obtain marginal propensities to spend. Their
estimates are, however, based on grouped data and are considerably different from those reported here in
Section IV. Our estimates also differ from all the previous estimates obtained by using grouped data. For
a detailed comparison of the results, see Section IV.

7An aliemative and more sophisticated way to measure the economies of scale effect is to use
what is commonly known in the literature as the adult equivalent scale, which is an index of the
households' composition. For a detailed discussion on the topic and the problems in their estimation, see
Brown and Deaton (1972) and Deaton and Muellbauer (1980), Ch. 8. Because of the statistical problems
in the estimation, few studies have attempted to estimate Engel curves with the adult equivalent scales. In
this study, therefore, we restrict our analysis to the use of household-size for measuring the economies-of-
scale effect in household consumption.

3The structural difference between the consumption patterns of the urban and the rural
households is taken as the difference in the intercepts, whereas difference in the slopes is considered to
indicate behavioural differences. See Johnston (1986), Ch. 6.
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In most empirical studies on the households' consumption patierns, which are
based on a single year cross-section data, it has been customary to assume that for
every commodity all the households face the same prices. There is, however, a
growing evidence which suggests that the manner in which most household budget
surveys are conducted, this assumption is hardly true® In general, such surveys
collect data on clusters of households that live together in the same village and are
surveyed at the same time. While all the households living within the same cluster
face the same market prices, the prices are not the same across clusters because of
the difference in the transportation cost. As, typically, the household budget surveys
do not provide information on market prices, it is difficult to capture the impact of
price variation on consumption patterns. Recently, Deaton (1988) has suggested a
method to take account of the impact on consumption of spatial variation in prices.
The method, however, can only be applied to cases where the commodities being
considered are specific and homogeneous in nature and not broad groups as in our
paper. An alternative procedure of controlling for prices, under the assumption that
all the households within the community face the same price structure, is to estimate
the relation by redefining all the variables in the form of deviations from their
respective community means.10

Assuming that for every commodity ali the households face the same price,!!
Equation (2) can then be rewritten as:

E, = o+ BY+y 3)

where E; =p;x;, o;=a;p; + b;p;, B; = c;, w; = ¢;p;. Equation (3) states the relation-
ship between the households' expenditure on commodity i (E;) and income (Y),
which is exactly what the Engel curve represents.

In empirical studies based on grouped data, it is common practice to assume
that there is a single utility function for all the households within each income
group, and that preference ordering does not change across families. This, however,
is a strong assumption because preference ordering may change from one income
class to another, or even from one family to another. In this paper, it is being
assumed that all the households have the same utility function. However, since the
study is based on household level data and the households' consumption is influ-
enced by a host of factors, including the household composition and the individuals'

9See, for example, Alderman (1986); Deaton (1988); and Behrman and Deolalikar (1990).

10This procedure was suggested by the referee.

1N may be pointed out that since prices differ because of difference in the quality of the com-
modity, houscholds consuming the same commodity of a different quality are likely to face different
prices.
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taste, similar households are likely to have different expenditure patterns. The fact
that information on all the factors is usually not available, and that the estimated
relation in general contains only two or at the most three factors, the stochastic term
in the estimated relation captures the effects of other household/ individual specific
information. This is likely to introduce a bias in the estimated parameter. The
degree of bias, however, is unknown.

Since the Engel curve is a demand function derived from constrained utility
maximization, it must satisfy general restrictions of the demand theory. When using
cross-section data (as prices are assumed to be identical across households), the
restrictions in terms of price derivatives such as homogeneity, symmetry, and
negativity of the own-price effect cannot be tested. This leaves only the adding-up
condition to be satisfied.!2 In terms of the parameters of Equation (3), the adding-up
restriction implies that ¢; and §; must sum-up to zero and unity, respectively, i.c.,
Za;=0and Z6; = 1.

In estimating Engel's curve, the consumption of different commodities is
usually taken in terms of expenditure rather than quantities, because of the problem
of aggregation of heterogeneous items, and because expenditure takes care of the
changes in both the quantity and the quality of the goods consumed.!3

To test the validity of Engel's law, the choice of an appropriate functional
form has been a matter of great interest. As such, various functional forms, e.g.,
linear, double-logarithmic, semi-logarithmic, etc., have been used.* To-date,
however, no functional form has found general acceptance. Since, a priori, it is
difficult to determine which of the functional forms is the most appropriate to any
particular data set, we choose linear and double-logarithmic forms because they
have been used widely in the literature.15

In the empirical studies on consumption patterns, both measured (reported)
income and permanent income have been used as the explanatory variable. Since
permanent income is unobservable, it has been usually approximated by total
household expenditure. Whereas the use of houschold income yields marginal
propensities to consume and income elasticities, the use of total expenditure gives
marginal expenditure shares and expenditure elasticities. The total household
expenditure has been preferred over income as an explanatory variable because of
the fact that income data generally suffers from measurement errors and may also
include a transitory component of income. Thus, as stated in Friedman (1957), the

12See Johnson et al. (1984).

13See Houthakker (1957).

1For a detailed discussion on various functional forms of the Engel curve, see, for example,
Bewley (1982); Aasness and Rodseth (1983); Giles and Hampton (1985) and Tansel (1986).

15Both linear and double-logarithmic functions have their own merits and demerits, which are
well documented in Humphrey and Oxley (1976).
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use of measured (reported) income instead of permanent income gives biased
results. The total expenditure is also preferred when the objective is to investigate
the differences in the tastes and preferences. For instance, in most empirical studies,
the consumption patterns in the urban and the rural sectors are analyzed separately.
Measured income in the rural sector is considered to be highly vulnerable to large
fluctuation as compared with that in the urban sector due to the unpredictable nature
of the agricultural activities. The differences in the income elasticities of the urban
and the rural sectors, therefore, do not truly reflects differences in the tastes and
preferences of the two sectors.16

Besides income/expenditure, explicit use of the household-size in the formu-
lation of the Engel curve has been emphasized by Prais and Houthakker (1955) on
the grounds that households' total expenditure and size are positively correlated, and
if the latter is not treated explicitly, this may bias the results. Furthermore, the varia-
tions in the household-size have comparatively larger effects on the consumption of
certain commodities than the variations in the total expenditure. The coefficient of
the household-size captures the effect of economies of scale in consumption among
larger households.!” Houthakker (1957) has pointed out that the coefficient of the
household-size represents a combination of two effects, viz., the ‘specific effect’ and
the ‘income effect’. The ‘specific effect’ refers to the effect resulting from an
increase in the need for various commodities when the household-size increases.
The increase in need is, however, usually less than proportional to the increase in the
household-size because of ‘economies of scale’ in the large households. The
‘income effect’ refers to the effect when an increase in the household-size makes the
family relatively poorer in per capita income terms. If the ‘specific effect’ domi-
nates the ‘income effect’, the coefficient of the household-size is positive; and nega-
tive otherwise.

In this study, we use total household expenditure instead of income and the
household-size as the explanatory variables. Equation (3) can then be written in the
linear and the double-logarithmic forms as follows:

lq q 7 _lg !
E = a,. E 4 1 4
i i + ﬁij ; + yij HSj @

16The income and expenditure elasticities are equivalent only if the proportion of income that the
households save remains constant over time. See Humphery and Oxley (1976).

17Besides total expenditure and houschold size, other variables, like education, distribution of
income and assets, the number of eamers in a household, and the age and sex of the household members,
are likely to affect the houscholds' consumption behaviour. However, since the objective of this study is
to examine the consumption pattemns rather than behaviour, we focus only on total expenditure and house-
hold-size. Furthermore, Crockett (1967) has found that total expenditure and household size are the most
important factors in determining the consumption pattems.



Household C wption Patterns in Pakistan 151

i
nE? = g% + 2% EY + 57 InHS N ¢
y ij g 7 ij i
where | = 12..... k households.
q = urban, rural sectors.
i = 12..... n commodity groups.
j = 12.... m income groups.
)/
E: = expenditure of /th household in jth income group on ith commodity
/ (Rupees per month) in gth sector.
lq
Ej = total expenditure of /th household in jth income group (Rupees per
month) in gth sector.
lq
H, Sj = houschold-size of /th household in jth income group in gth sector.
ﬁ“'. = expenditure share of ith commodity in total household expenditure of
Yy households in jth income group of sector g.
,1?. = expenditure elasticity of ith commodity with respect to total
4 expenditure for household in jth income group of sector g.
7; = change in the expenditure on ith commodity of households' in jth
/ income group of sector g with respect to household-size.
& = expenditure elasticity of ith commodity with respect to household-

size for households in jth income group of sector g.

III. THE DATA

This study is based on the micro level data of the Household Income and
Expenditure Survey (HIES) for the year 1984-85, compiled by the Statistics
Division of the Government of Pakistan. This survey, based on a national sample,
covered 16580 households. As the objective of the paper is to estimate income-
specific expenditure shares and expenditure elasticities for the urban and the rural
sectors separately, the households in each sector are divided into six income groups.
The distribution of the households among different income groups is reported in
Table 1.18

It is evident from the table that more than 54 percent of the households have a

18Table 1 accounts for 16499 households, i.e., 99.5 percent of the households covered in the
survey. The differences of 81 households arc treated as outliers and are excluded from the analysis
because they include households with an income of more than Rs 15000.00 per month and/or households
with more than 20 members.
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Table 1

Distribution of Households among Different Income Groups, by Sector

Income Groups
(Monthly Income : Number of Percentage of
in Rupees) Sectors Households Households
L <1000 Urban 1335 8.09
Rural 3189 19.33
II. 1001 - 1500 Urban 1770 10.73
Rural 2648 16.05
III. 1501 — 2000 Urban 1354 8.21
Rural 1554 9.42
Iv. 2001 -3000 Urban 1509 9.15
Rural 1103 6.69
V. 3001 -5000 Urban 942 5.71
Rural 435 2.64
VI. 5001 - 15000 Urban 506 3.07
Rural 154 0.93
16499 100.00

monthly income of upto Rs 1500.00. The disaggregation further reveals that more
than 35 percent of the rural households and 19 percent of the urban households fall
under this income bracket. This suggests that in analyzing the consumption pattemns,
particular attention should be given to the lower income groups.

The list of the commodities covered in the survey is quite comprehensive.
For the purposes of this study, however, they have been grouped into twelve major
categories, namely, Food and Drinks, Clothing and Footwear, Fuel and Lighting,
Housing, Transport and Communications, Household Effects, Personal Effects,
Health Care, Education, Entertainment, Durables, and Miscellaneous items.
Household Effects include furniture, fixtures, crockery, and other such items of
household use. Household appliances and valuables such as refrigerator, television,
camera, car, and air-conditioner, which can be sold fairly easily, are taken as
durables. The Miscellaneous category includes expenditure not specified, such as
charity, transfer to other family members, and taxes.

For each one of the commodities included in the survey, the data tape
contains separate information on the amount spent on purchase of the commodity
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and imputed value of the self-produced and/or gifts received in kind. While a
separate analysis of these two different types of expenses may provide a better and
useful insight into the consumption patterns, the results are not likely to be different
qualitatively. Thus, for the purposes of this study, we consider total expenditure,
i.e., the amount spent on purchase of the commodities plus the imputed value of the
self-produced and/or gifts received in kind.

The average expenditure shares of the twelve commodity groups for both the
urban and the rural households, as well as for the households in different income
groups within each sector, are reported in Table 2. It is to be noted that for the
majority of the commodities, the expenditure shares are different between the two
sectors. While the rural households spend proportionately more on Food and Drinks
as compared with the urban houscholds, they spend considerably less on Housing,
Transport and Communication, Education, and Entertainment than their urban
counterparts. The table further reveals that within a given sector, the expenditure
shares not only vary considerably across different income groups but also exhibit
certain patterns. For instance, the expenditure shares of Food and Drinks, Fuel and
Lighting, Household Effects, and Health Care decline as the level of income
increases for both the urban and the rural households. On the other hand, the
expenditure shares of Housing, Transport and Communication, Education,
Entertainment, Durables, and Miscellaneous items rise with the level of income.

IV. THE RESULTS

This section reports results on the consumption patterns in Pakistan based on
the HIES for the year 1984-85. Both linear and double-logarithmic functional forms
of the Engel's curve are estimated with the help of the Ordinary Least Square (OLS)
method.!? In the first step for each sector, i.e., urban and rural, marginal expenditure
shares are estimated, using the linear form of the Engel's curve under the alternative
assumptions that (i) all the households in the sample face the same price structure,
and (ii) the households only within a community/cluster face the same price
structure while prices may vary across clusters. The estimated marginal expenditure
shares with and without the ‘community effects’ are reported in Table 3. It is
apparent from the table that, in general, the two sets of estimates are not much

19Prais and Houthakker (1955) have found in the family budget studies that the residual variance
around the regression of consumption on.income increased with the level of income. That is, the error
terms are heteroscedastic. It is now generally assumed that in similar surveys one can expect unequal
variances among the disturbances. In this study we use two functional forms, viz., linear and double-
logarithmic functions. As the double-logarithmic form is likely to correct for heteroscedasticity, and the
fact that the households are categorized into six income groups, the heteroscedasticity is likely to be less
of a problem. In this study, however, the standard errors of the estimates reported were adjusted for the
heteroscedasticity, using the technique suggested by White (1980, 1982).



Burney and Khan

154

— pamuo)

140! 160 °wo 65°0 Lvo §T0 65°0 felny

[£X4 s1e 9’1 8T'1 wo 9’0 91 ueqln) uonednpy

vt 9¢'T vt 1T we st £v'e rerny

£6°1 91T 0eT LET Lt [£X4 1Y A4 ueqin are) yijesy

wy LSy Y4 4 S6'¢ ¥8'¢ 88'¢ 60t ey

1544 9ty 384 orvy ey (184 8TV ueqlf) $10o17 TeuosIad

9C’¢ 6C'e eL'e vt 89°¢ L8'E 99°¢ eIy

§9'C L6T e e 8¢'¢ e 80°¢ ueqiq) S1993J4 PloyssnoHy

9 £'e 98'C 1394 6£T §TT v6'T eIy

SS'L [£A4 08¢ 86'C 6v'e 007 8y ueqin ‘MU0 pue jiodsues],

£9°01 8L 1TL e 708 6 or'g [eInyy

£9°1¢ LS'L1 €891 90°¢1 191 6evl 9L'91 ueqan Buisnoy

6L’ 16V £6°¢ §0'9 w9 80°L £6'S eIy

9t 9Ty 91°¢ LS ov'9 80°L £6’y ueqln 3uny3ry pue anyg

LES 60'9 YI'L 8L 09°L €L'L 1452 ferny

86'v 109 89 01 €L $6'9 0¢9 ueql Te3m100, pue SUIYI0[)

£1°9¢ LSy 8L1S 1Y A% L9vS 97°SS Ww'1s [ermy

0Tee (%4 Loy 89°8y 6L'0S 0TS 00y ueqln SYULLJ pue pooq
000ST-T00S 000S-T00€ COOE—100C QOOZ-TOST  00SI-1001 0001> [[el2AQ  si0102g sanrpowruio)

1A A Al 111 1| I
sdno1r) suroouy

dnoun .&tou_: pup 401335 £q ‘Sampownio)) 1ua i 10f sauvys 2unnpuadxy a8viaay

[ALAR



155

Household Consumption Patterns in Pakistan

69°66
1L'86

9602

w'Tl
60’y
887
6’0
9’1

18°66
8°66

944!
sT1
8T'1

wo
68°0

98°66
¥8°66
kAN S
Le'L
18°0
811
wo
1L°0

6866
L3866
6
L9
£9°0
90
0e'0
96°0

16'66
¥6'66

L
§9°¢

Lvo
6v'0

oo

98°66
£5°66

wit
€Ll
£9°1

870
10'1

ey
weqin}

femny
ueqin

remy
ueqiq)

eIy
ueqiq)

0L

SNOSUR[IOSTIA

sa[qeIn(]

JUSWUTENIIUY

(panuno)) - 2198 L



156 Burney and Khan

Table 3

Marginal Expenditure Shares for Different Commodities, with and
without Community Effects, by Sector

With Community Effects Without Community Effects

Urban Rural Urban Rural
Food and Drinks 0.260 0.264 0.264 0.301
Clothing and Footwear 0.039 0.035 0.041 0.039
Fuel and Lighting 0.021 0.021 0.023 0.030
Housing 0.180 0.124 0.235 0.130
Transport and Commu. 0.123 0.080 0.106 0.070
Household Effects 0.030 0.026 0.027 0.028
Personal Effects 0.049 0.043 0.047 0.042
Health Care 0.018 0.028 0.019 0.030
Education 0.026 0.011 0.029 0.010
Entertainment 0.018 0.012 0.019 0.009
Durables 0.061 0.073 0.042 0.042
Miscellaneous 0.177 0.284 0.148 0.269

different from each other in magnitude.2° This implies that, for all practical
purposes, one can simply rely on estimates without the ‘community effects’, i.e.,
assuming that all the households in the sample face the same price structure. The
table also reveals that the expenditure shares of Clothing and Footwear, Fuel and
Lighting, Household Effects, and Personal Effects are not considerably different
between the urban and the rural sectors. For other commodities, however, the
expenditure shares are considerably different between the two sectors.

In the second step, for households in different income groups within each
sector, both linear as well as double-logarithmic functional forms of the Engel curve
are estimated without the ‘community effects’. The estimated marginal expenditure
shares are reported in Table 4. The income-specific marginal expenditure shares of
a majority of the commodities show considerable differences between the urban and
the rural sectors. Furthermore, within each sector, the marginal expenditure shares

20Assuming that the covariance term between the coefficients is zero, the standard i-test was
applied to test for the significance of the difference between the estimated coefficients. In almost all of
the cases, the difference was found to be statistically insignificant at 95 percent.
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vary considerably across income groups. The pattern, however, is different for
different commodities. It can also be seen from the table that the marginal
expenditure share of Food and Drinks declines as we move from the lowest income
group to the highest income group. For example, in the case of the urban sector, the
marginal expenditure share ‘declines from 0.407 for the lowest income group to
0.191 for the highest income group. Similarly, in the case of the rural sector, it
declines from 0.348 to 0.148. Thus, the results reported in Table 4 provide abundant
support for Engel's Curve.

The elasticities of different commodities with respect to total expenditure are
reported in Table 5. It can be seen from the table that for the majority of the
commodities the overall elasticities for the urban and the rural sectors are
considerably different from each other. For instance, technically, Housing,
Transport and Communication, Education, Entertainment, and Miscellaneous items
are a luxury for the urban households, while in the case of the rural households, only
Miscellaneous items are a luxury. Similarly, whereas the elasticities of Food and
Drinks, Fuel and Lighting, Household Effects, Health Care, and Durables are
relatively higher for the rural households as compared with those of the urban
households, the opposite is true for Clothing and Footwear and Personal Effects.

It is interesting to note that for the majority of the commodities the elasticities
with respect to total expenditure vary widely across different income groups. They,
however, follow different patterns for different commodities. On the basis of their
respective patterns, the commodities can be grouped into two broad categories: (i)
those for which the expenditure elasticities first fall and then rise but may fall and
rise again, and (ii) those for which the elasticities first rise and then fall but may rise
and fall again. The first category includes commodities such as Food and Drinks,
Clothing and Footwear, Fuel and Lighting, Housing, Personal Effects and Enter-
tainment. The second category, on the other hand, includes Houschold Effects,
Health Care, Education, and Miscellaneous items.

The cyclical pattern of the expenditure elasticities across income groups can
be explained in terms of quantitative as well as qualitative changes in the
households' consumption basket.2! For a given quality of a commodity, the
immediate concern of a household is to consume that commodity upto a certain
minimum desired level. If the households are not consuming the said commodity in
the desired minimum amount, then the expenditure on that commodity increases
with the increase in the level of income. Once the houscholds have achieved that

21 Deaton (1988) has also examined the issue of quality in consumers’ choices by estimating price
elasticities of the quality of various commodities. His approach, however, differs from ours in the sense
that it takes unit values of consumers’ purchases as the unit of observation, on the basis that consumers
choose the quality of their purchases and the unit values reflect this choice.
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desired level, then given the quality of the commodity, the share of the commodity
in total expenditure declines as income increases. However, as income continues to
increase, households switch to a better quality of the commodity and, thus,
expenditure on the commodity starts increasing again. This pattern is repeated as
income continues to increase even further because of the fact that there is no such
thing as the ‘best’ quality of any commodity. In other words, as long as there is a
better quality available, the cycle will be repeated.

The first category, i.e., for which expenditure elasticities first decline,
includes commodities which are generally termed as the necessities and are likely to
be consumed in the desired minimum amount. The initial decline in the elasticity
indicates that for a given quality, the expenditure on these commodities follows a
pattern as stipulated by Engel's law. However, as income continues to increase, the
households switch to a better quality and, thus, we get a different pattern. The
second category includes commodities which are not necessarily necessities and the
households, to start with, may not be consuming them in.the desired minimum
amount. Thus, the initial rise in the elasticity of these commodities in response to an
increase in the level of income reflects, for a given quality, the households’ desire to
first consume these commodities in the desired minimum amount. As a result,
expenditure on these commodities increases.

On the basis of the estimates presented, it can be argued that the housecholds
in different income groups exhibit different consumption patterns, and that, in
general, they alter their consumption bundle both quantitatively and qualitatively in
response to the changes in income. This information is lost if one analyses the
households' consumption patterns, using grouped data.

The expenditure elasticities obtained in some of the earlier studies, using
grouped data and based on double-logarithmic form of the Engel curve, are reported
in Table 6. The comparison of the elasticities should be viewed with some
reservations because not only the period of the data differs but also the type of
expenditure included in different commodity groups may differ. The comparison,
however, reveals that while it is difficult to define any pattern, the estimates based
on the grouped data are, in general, considerably different from the ones reported in
this study using houschold level data. Perhaps even a more important aspect of
using the micro data is that it enables us to focus on some target income groups.

The expenditure elasticities of different commodities with respect to the
household-size are reported in Table 7. The elasticities of Food and Drinks,
Clothing and Footwear, Fuel and Lighting, Household Effects, Personal Effects,
Health Care, and Education are positive for both the urban and the rural sectors, as
well as for households in different income groups within each sector. This indicates
that for these commodities the ‘specific effect’ dominates the ‘income effect’. The
magnitude of the coefficient is less than unity, confirming the existence of
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economies of scale in the consumption of these commodities as the household-size
increases. Furthermore, it is to be noted that the value of the coefficients not only
varies widely between the sectors but also across different income groups within
each sector. This suggests that the degrees of economies of scale in consumption
are not only different across commodities but are also different between sectors as
well as acress different income groups within each sector.

For commodities such as Housing, Transport and Communication, Entertain-
ment, Durables, and Miscellaneous items, the elasticity with respect to the house-
hold-size is negative. This implies that an increase in the family size, holding
income constant, makes the family poorer which, after increasing its expenditure on
relatively necessary items, cannot but spend less on other commodities. Based on
data for the year 1971-72, Ali (1981) and Siddiqui (1982) have also obtained the
household-size elasticities for different commodities. Their estimates, although
qualitatively similar to the ones reported in this study, are considerably greater. The
evidence, i.e., the smaller households-size elasticities for 1984-85 as compared with
the ones for the year 1971-72, however, appear to suggest that over time the degrees
of the economies in scale in consumption have increased.

In order to establish whether the differences between the urban and the rural
sectors’ consumption patterns, as reflected by the differences in the marginal expen-
diture shares and expenditure elasticities for various commodities, represent struc-
tural and/or behavioural differences, the data for the urban and the rural households
in each income group are pooled and a combined regression is estimated with both
additive and multiplicative dummy variables alongwith total expenditure and house-
hold-size as the explanatory variables.22 The dummy variable takes the value of ‘1’
if the household belongs to the urban sector, and ‘0’ otherwise. The signs of the
dummy variables together with their levels of significance are reported in Table 8.
It can be seen from the table that, in general, the sign of the additive dummy is nega-
tive and that of the multiplicative dummy is positive. This indicates that whereas,
on average, the urban households spend proportionately less on the consumption of
various commodities relative to the rural households, at the margin, however, they
spend more. The table further reveals that the additive and the multiplicative dum-
mies are significant for a majority of the commodities, particularly in the case of the
low income households. Overall, the evidence, i.e., the significance of the additive
as well as the multiplicative dummies, indicates that the observed differences in the
estimated parameters for the urban and the rural households represent structural as
well as behavioural differences in the consumption patterns between the two sectors.

22The estimated coefficients are not reported in the paper. They are, however, available with the
authors and can be supplied on request.
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V. CONCLUSIONS

The purpose of this paper has been to analyze the consumption patterns in the
urban and the rural sectors of Pakistan, using the household level data of 1984-85.
The results reported in the paper indicate that there is not much difference between
the estimates obtained with the ‘community effects’ and those obtained without it.
The results presented are relatively more useful as compared to those reported in the
earlier studies because, unlike the grouped data which, at best, yields average expen-
diture shares and expenditure elasticities, they provide income-specific expenditure
shares and expenditure elasticities.

The results indicate that as the level of income increases, the share of Food
and Drinks in total household expenditure declines for households in both the urban
and the rural sectors. This finding is in complete conformity with Engel's law. The
expenditure share of Transport and Communication is found to rise with the level of
income, while that of Clothing and Footwear and Fuel and Lighting declines in the
case of rural households.

The results further indicate that the expenditure elasticity of Food and Drinks
is less than unity in both the urban and the rural sectors as well as for households in
different income groups within each sector. Furthermore, it has a tendency to
decline with the level of income. The expenditure elasticities of other commodities
not only vary widely across different income groups within each sector, but they
also exhibit a cyclical pattem. This information is lost if one analyses the consump-
tion patterns by using grouped data.

The expenditure elasticities of different commodities with respect to the
household-size confirm the existence of economies of scale in the consumption of a
majority of the commodities considered in this paper. The results further suggest
that the degrees of economies of scale not only differ across commodities but are
also different across sectors, as well as across different income groups within each
sector. Finally, the results of this study indicate that the observed differences in the
consumption patterns of the urban and the rural kouseholds represent structural as
well as behavioural differences.

When planning for future development, to raise the supply of different com-
modities, it is essential that future levels of demand are accurately predicted. Since
priorities and investment targets have to be based on demand forecasts, among other
things, reliable estimates of income/expenditure elasticities of different commodities
are a pre-requisite. As the estimates presented in this study are based on recent
household level data, it is believed that they are more likely to depict the true con-
sumption patterns accurately. In particular, the income-specific estimates are likely
to provide a better understanding of the changes in the consumption patterns by
enabling policy-makers to focus on households in different income groups within
the urban and the rural sectors.
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