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Abstract

The value of parameter estimates and Jemand elasticities of major food
items is well understoed in the context of a country’s food and
nutrition policy, basic needs conceris and its international trade
decisions, Unlike the single equation approaeh in the ptewous demand
studies in Sri Lanka, in this paper the linear approxxmaunn version of
the almost jdeal demand system (LA/AIDS) model is implemented
usinig the 1985 and 1990 househsld survey data to derive theoretically
consistent demand estimates and ¢lasticities for eleven food groups,

- Demand theoretic constraints are formally tested and the effects of
socjo-demographic variables such as family size, edvcation and location
of residence on Sri Lanka's food demand systetn are analysed, The
study also analyses the changing nature of food consumption pattern
between the two periods and draws implications for food policy
programs in the country.

 Key Words: LAZAIDS, Food System, Demand Elasticities

I Introduction

The study of food consumption pattern in Sri Lanka is intzresting for several reasons.
For one thing, in complele reversal of its largely inwurd-looking equity oriented
policies of the past, the country has continued to adopt growth focusced open
economy policies since 1977, Second, Sri Lanka which served as a role model for
alternative deva]opment models in th nineteen sixties and seventies with a large public -
sector, emphasis in basic necdq and food sccunty policies was one of the first
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devdopmg counries to fiberalise its economy including the f(md seclor and expose it
to the inlermational markets. Public sector expenditure programmes have been
abolished or down sized, agricultural subsidy and pncc xupport schemes have been

phased out o sigoificantly low levels and quantitative restrictions have been
supplamcd by a tasiff structure, While the food sector was partially protected during
the early reform period, it suffered the most in the second wave of market liberalisation
{1989). These episodic changes may have altered consumer’s preferences and the food
demand parameters substantially.

Swrprisingly, food demand studies in the Sri Lankan context are rather scarce in the
published literature, To our knowledge, the latest reliable estimates of elasticities of
demand for food dates back to early cighties (Shan 1984). This and other studies on
demand for food, however, employed the “ingle equation method to the neglect of
much of the demand system restrictions. The approach might have compromised the
~ quality of parameter estimates and elasticities of demand for food.

The present paper aims to fill the gup by providing recent estimates of elasticities of
demand for food in Sri Lanks for the years 1985/86 and 1990/91. In the countsy's
context, the study makes a methodological improvement by employing a systems
method of estimation to derive theotetically consistent demand parameters and
elasticities, The theoretical restrictions of homogeneity and symmetry are tested and
food demand clasticivies for the two periods are compared to assess any noticeable
change in consumer's preference over food groups.

The orgmlsatlon of the rest of the paper is as follows, Section two is devoted to
describe the model and the variables used in empirical analysis. A brief description of
the data and the method is given in Section three. Substantive resuls are provided and
diseussed in Section four. Finally, concluding remarks are narrated in Section five,

1§ The Model

The model wid is the linear approxlmauon (LA) version of Deaton and
Muellbauer’s(1930) almost ideal demand system(AIDS), comnionly known as the
LA/AIDS model. The popularity of this mode! in applied research lies in its simplicity.
It is easy to operationalism the model by most readily available software packages
vyithout being concerned with the convergence problem of the true non-linear AIDS, It
provides a convenient device to impose the theoretical restrictions of homogeneity
and/or symmetry, or (o test them formally, Expenditure and price elasticities of
demand are easily derived from parameter estimates and budget shares by simple
formulae, The frequent use of LA/AIDS is also due to the fact that it often produces
results similar to those obtained from the comp!vte non-linear system (Deaton and
Muellbauer 1980, Ray 1980).

~ The model is bascd on the assumption of weak separability between food and non-food

goods allowing two-stage budgeting, In stage one total expenditure is allocated among
food and non-food goods. The second stage is concerned with the allocation pmb.!em ‘

- of food expendnture among the mdiv;dua foor ncmslgroupsf which c‘erends on food
expend.ture and prices,




The estimated equations of the food demand system took the form;
w, = o, + Xy, log p, +B, logY+5 log S+8,log E+r,L
; - , ,

where i,j = indices for demand equations and I‘Qo/d‘ groups, wi = budget share of the it
food group, p, = price of j food group, Y = FE/P = deflated food expenditure, FE =

food expenditure, and P = Stone’s (1954) price index given by:

logP = I w,log p,

Note that following ‘I'I‘eie'ﬂ and Pymnpelli(l%ﬁ), the basic model is modified by
inchuding three sociodemographic variables, These are § = family size, B = level of
education, and L = location dummy with value 1 for urban and 0 for rural sector.

Eleven food groups are ifcluded in this study. They are: rice(wy), other cereals(ws),
spices(ws), pulses(wa), vegetables(ws), meat(we), fish{wy), milk and milk products(wy),
fats and oils(we), fruits(wyo), and otner foods(w).

~ The Marshallien uncompensated elasticities of demand for food were derived by (he
standard equations below; ' ‘

- expenditure elasticities, g, = %‘*4« |
: : Wy

12

~ own-price elasticitiss, &y

and cross-price elagticities, £, =~

Similarly, the Hicksian rompensated elasticities of demand were obtained by using the
following formuiae: ~ ' ‘
' Ttk w

- owin-price elasticities, gk, = panall
cross-price elasticities, ; B%) = — 4w



I Data and the Mcthod

The data used in the estimation of the food dcmand system came from Sri Lanka s
National Houshald Income and Expenditure Snmpla Survey, The survey is conducted
by the Department of Census and Statistics covering 25,000 households spread over 9
provinces divided into 168 electorates of the country, The census includes 9,380
urban, 14,380 rural and 1,340 estate houscholds. For the purpose of manageability in

data handling, the study used inforination fron 779 and 946 households rcSpcctWely
for the years 1985/86 and 1990/91. The sample data came from 17 contiguous
electorates of the largest provinee of the country, the Western province which includes
the capital city Colombo, and 3400 urban, 1600 rural and 60 estates in the census,

The national survey collected data on quantities of consumption and total expenditure
for a large number c:f mdiwdual food xtcms, as Well s somc bcle.clcd ‘
mdwndual food ucms were derived [‘rom tmnl c,xpcmhture and purchase qummws.
Price indices for aggregated food groups were caleulated using the geometric mean
with expenditure shares as weights, :

The additivity restriction in the LA/AIDS mode} requires that corresponding estimated
paramc.ers of the intercept term and other variables across commodity groups sum to
one and zero respectively, Since the budget shares add to one by data, expenditure
share functions for ten food groups were estimated by using Zellner’s (1962) ITSUR
(Iterative Seemingly Unrelated Regression) method with homogeneity and symmetry
restrictions tmpOSt.,d Splces was used as the aumeraire, whose parametcr estimates
were obtained by using the ac..;avity rastrmlwm

The tnean values of variables in the two data sets are shown in Table-1, As can be
seen, nominal food expenditure and education on the average increased between
1985/86 and 1990/91, while average family size recorded a small decrease from 5.42
to 5.16. Compared to 1985/36, average food budget shares shifted in favour of rice,
spices, pulses, meat and milk products at the: expense of rest of the food groups,



Table 1; Co

mparison of Mean Values of Variables

Voriable 198586 19901

wl 0.1970 ‘k 02189
w2 0.1070 0.1001
w3 0.1070 ‘ ‘ 0.1115
wi 0,0373 ‘ 0.0450
ws 0,1465 ‘ 0.1343
wo 00314 0.0360
w7 0.1242 0,1148
W8 00538 0.0564
w9 00223 0.0210
wi0 0.0138 : 0.0102
wll 0.1598 0.1508
pl 7.2653 | 149816
p2 8.3204 146551
p3 19.9775 47,2364
p4 25.1481 47,5645
pS 0,3494 15.5369
pé 27.5094 68.1427
p7 34,3256 S 61.6191
p8 534579 1007566
p9 52,0872 | 26,1534
p10 18.1005 60,8965
pll 21,3461 44,3164
Y 222525 21,9474
FE 1729.17 253,20
S 542 ~ 516

IV Model Resuvlts

The structural parameter estimates are of interest for technical comparison purpose
across the two demand systems pertaining to the two time periods of this study. After
comparison of estimated parameters, discussion is focussed on elasticities, the key
policy parameters for plariners, exporters and other decision makers, ‘

Structural Pammeters

Most of the expenditure and own- price parameter estimates of the two demaid

systems (Tables

2 and 3)wers mgmixcant. The statistical significance of these

coefficients suggesis that food demands in Sri Lanka arc responsive to their own prices

and total food exj

penditure level, This also means that conclissions about the nature of

demand for food commodities can be drawn and ;am!}amon of elastiuty valucs‘ ‘
between the two pcmds can be madcz with conﬁdeucc ,




It is obvious fram the LAJAIDS elasticity formulae that commodities with negative
expendituce coeffcients, B < 0, are income inglastic and those with positive
coefficients, 1> 0, are income elastic, From Table-1, the estimated parameters show
that in 1985/86 vegetables, meats, fish and fats and oils were income elastic and rice,
other cereals, pulses and spices were inelastic. By 1990/91 (Table-2), however, rice
and pulses appeared to have become income elastic, whilst fats and oils changed to
income elastic, :

Similarly, positive own-price coeificients, ¥y > 0, indicate that the goods are price
inelastic and those with negative estimates, 7, < 0, are price elastic. The signs of own-
price coefficients show that in 1985/86 rice, spices, pulses, vegetables, fish and other
foods are price inelastic, while meat, ather cereals, fruits, milk and milk products and
fats and oils appeaed to have changed from price elastic to price inelastic foods.

except in the rice equation, mast of the cross-price parameter estimates were found to
be non-significant in the 1985/84 model. In the 1990/91 LA/AIDS model, each of the
demand functions contained a substantially larger number of significant cross-price
coefficients. This may have been due to increase in liberalisation which fosters greater
degree of competition allowing enhanced consumer choice 1o substitute one food
commodity for another. e



Table 2: Parameter Estimates of Food Demand System: 1985/86

[Food  [Rice

__[Cereals

ISpices

TPulses

TVegetable

M,e’ét# '

Trish

~TMilk Prod

Fats & oil

Frats__ [Otners

|Rice . | 0.008082
' {0.69)

1{3.126)

0.000804]
4{1.653)

0.00863

0.Gog2
(2.03)

-0.00271
{-1.141)

{3,175}

-0.0236

{{-3.024)

T-0.01842

{{-0.987)

{{0.882)

0.00201

(-2.229)

+0.0071
laass) |

0.01085|

{Ceveals | 0.000804
; (0.126)

1{-1.55)

g "D;OO 9873

(-1.621} -

T -0.00615; -0.00312

(-0.882)

{‘.0‘35)

2.5E-05
H-1.579)

-0.0082] ,
|0.692) |

-0.00308

0.00025
{0.078}

1(-0:468)

-0.00078] 0.00083] 0.008877
{(2657) |

(0.363)

’ Spices } 0.00883
‘ J(1.653)

{1,621}

" 20.00615

- 0.010748

0.0041
{1.383) |

-0.00214
(-0.543)

1(-3.803)

0.01719

- 0.004423

{(1.249) |

- -0,00581
{-2.408) .

2000148} -0.00342

(-1.105)

(-1.689)

- 0.008291)
(1942) |

(2.031)

(0.892) _

| -0.00312]

(1.383}

0.0041}
{2.27)

0.01118

{{2.324)

| 0005025

{-5.938)

 -0.025061)

{2.357)

0.0066}

0.001}

{0567)  {(1.191)

0.0013

-0.00669
{-3:404)

leaze) |

- =0.00738}

rmu& T 0.0002
i

1141

- [Vegetabie] -0.0071|

2.5E-05
(-0.005)

~0.00214
{0543}

| 0.005025
{2.324)

0.013514
(2.15)

-0.0069|
1-1.250)

0.0073
{1.785)

| 0.001988]
oz

11783y

0.00281

- -D.02575
{-1.036)

~0.01537]
(a072) !

|Meats | 0.0235
1 1-3.175)

-0.0082)]
1-1.573)

-0.0179
(-3.803)

~-D.02506

1(-5.936)

| -0.0068
{(-1.250) |

-0.081837
(-19.13)

|2.737)

| -0.01158

0.00917

{(0.287) |

- -0.00428|

(-2.341) |

(0.083)

0.00018]
|(0.550)

0.00312)

1 (-3.029)

{Fish ' -0.01842}

-0.00308
(-0.692)

1{1.249)

- 0.004429

1(2:357)

0.0066|

T 0.0073
(1.785)

-0.01158
(-2.737) |

0001663
(0.24)

0.00684]
1{2.089)

0.00028

1{0.686)

0.001437

J{1.002)

| -0.005656}

| ':lmmr'roa T .0.0044
{~987}

|o.078;

0.00025

- -0.00581
(-2.406)

0.001
(0.567)

{{0.717)

-0.001968

- 10.00817
{0.287%

0.£0684
{2.089)

.0.029392
{(-8.21)

' -0.00082]

~0.0013
(Q'.‘QSZ) )

{-1.44)

-0:0841)

{Fats & oill -0.00201}

{-0-468)

-0 ()00?8 ]

(-1.105)

~0,00149)

0.0013
(1.181)

{ - 0.00281
(1.783)

{-2.341)

-<0.00428}

0.00028
(0.1771)

-=0.00082)

{(-0.673)

--0.021838} -0.000702|
1{1:233)

(-7.78)

{-0.876)

0.0025} ;

___|tosay
{Fruits L -0.0071
M(-2229)

0.00083
(0.363)

i 0.00342
{(-1.69)

- -0.00689
(-3.404)

-0.002575
(-1.036)

{(0.063)

0.00018

0.001437
{0:686)

1{0.852)

0.0013

[(-0.676)

'-0.000702

-0.019179
{-10.56)

" 0.001053|

{(0.437)

|others | —c.0i085
Yeraae,

- 0.008077

| 0.008291
{1.942)

-0.00738

{-2.326)

(1.657;

<0.01537}

0.00312]

{(-3.072)

-0.005656

{(-1.44)

-0.0641

0.0025

{0.850) -

(-1.002)

1(1.233}

' 0.001053

0.049948

{0437 |

(4.83)f




fable 2 (cont): Parameter Estimates of Food Demand Systems of Sri Lanka: 1985/86

Food  |Expendit |HH Size |Educatio jLocation |intercept |

; Cojure ) Y L L [, % LRI I :
[Rice  ]-0.028822} 0.06456 |-0.019312{ -0.0501 | 05279
__leare | @ray | ca0n) | (879) | (1328
[Cereals |-0.022622| 0.03347 | -0,0036 | 001105 | 015,559
Lo T (405 | 574 | 108 1 @2 L 970 |
[Spices  |-0.0d2254] -0.042 | -0.87 | -0.00821 | 0.114734 |

|Puises  |-0.003141} 0.00169 | 0.0005 | -0.0026 | 0.,049138
1 Gta0y | ©57) | (029) | (1.24) | (5.6)
Vegetable| 0.007657 | -0.0137 | -0.0032 | -0.0137 |0.159264
B8y 4 274) | (110) 1 (4.00) | (10.76) |
Meats | 003484 | -0.1094 | 0.00845 | 0,01322 | 0,145 |
. 1 (7.18) | (344) | (269) | (344) | (6.83) |
Fish  |0.021038¢ -0.0139 | 0.00118 | 0.02441 | 0.046592 |
1 (843) | (-2.149) | (0.319) 1 (4.644) | (2.66) |
|Milk Prod | 0.001376 | 0.00174 | 0.02172 | 0.01223 | -0.0055
‘ | (@22) | (0.25, | (5.49) | (261) | (-0.8%)
|Fats & ofl} 0.008919 | -0.01162 | -0.0267 | ©7035 |0.012076}
1. (4a8) | (5.02) | (-2.02) | a4y | (1.83)
Fruits | 0,013308| -0.014 | 0.00635 j .~ ¥xs8 [ -0.01854
1 (598) | (-5862) | (4.621) { (0.418) | (-2.61) |
Others  |-0.002954] -0.025 | -0.0071 | 0.01088 |0.194652 |
_(-033) | (266) | (-1.80) | (1.69) | (7.99)




Tabie 3: Pa?ameieristimatesof Food Demand Systems of Sri Lanka: 1990/91

[Foed T

Rica;j

T Cereals |

Spicés

- Pulses:

Vegetable] Meats |

Fish

TMilkcProd

Fats & olt]

Fruits

T Others |

0.037652

(2.566)

0.001967
- (0297) |

(0.248) {

0.000197 |

{0.037)

~0.0107

0.01028 ¢

4.245)

T-0.00224
| (-3.:660)

0.0071

(1.550) |

-0.01463

-4.170)

0.00773 |

| (239

 {-5583) 1

‘i_Ce:éalé

10.001967 |
1 {0.297)

0.04133

- (7.096)

- -0.01253
| (-3.803) |

10.000179
{0.056)

-0.0056

10.002867
{-1.946) |

{0.544)

--0.00135

(-3.448)

- <0.00075 {
1 {-0.256) |

~0.00614 1 0
- {1.277)

(-2:903)

.00239

-0.010399 §
(1.889) |

; Splcés

~]5.0031331
 (0.248)

-0.01253

' {-3.303) |

: 0.06433 1
| (0.444) |

0.00216

-0.00417 :
(-1.947) |

0.0113791

{2.353)

-0.00468
_(-1.558)

|-0.002275
- (-1.062)

~0.00656
{-3.543)

1 0.000414
1 {0.0238)

-0.01599 |
{383 |

yl‘Puis'és

-0.000197

{0.037)

0.000179

{0.056)

0.00126
(0444

0400484
1 {0.112)

| 0.006065
| {3.028)

-0.0141

(-2.681) !

0.002037
(1721) |

-0.0012221
{-0.626) |

000002

002 | 0.002269
(0.01)

(1.2)

0002814
i (0725) |

'Vegetablel 00107
| {-2.437) |

- -0.0056 |

=1.946

~000417 |
s (“1 .947) 3

0.006065
(3.026) |

0.007585 |
(255 1

-0.0013
3.784}

1-0.00815
 (2.920) |

0.00304

{1313) |

- 0.00037 |
(0:279) |

0.000568 |

(0468

| -0.00199
| {-0.486}) ¥

fiuea!s:

1 0.01028
- (4.245)

1 0.002957 |
- (0.544) |

0.011397

{2.353)

00141
(2681)

0.0013

(3.784) |

{-5.880)

i ~0.07186 | 0.015626

- {4.051)

-0.00355
{=1.063)

0.00246
{0743y

-0,000847]

(2.644)

}0.008313 ¢
.23y |

|Fish

000224
1 (-3.660)

"-0.00135
' (-3.448)

-0.00468

{ {(-1.558)

| 0.002037
{0.721)

-0.00815 |
{-2.920) |

0.015626 |
{4.051) |

0.042315

Q.003362
{8.018) |

{1.133) |

- -0.00534 |

(-2.820) |

0.000577 |
©:334) |

~0.013879]
{-2.594) {

;IMilk:Prod

0.0071 |

{1.550)

-0.00075 |
' (-0.256)

-0.002275
} -1.062)

-0.60122

(-0.6286) |

0.00304
{1.313)

000355
- {(-1.083) |

0.003362 |
| (-0.080) |

(1.133;

-6.0003 |

~0.003384
(-2.587) |

0.001886

(1576) |

-0.00387

{-0.892) |

Fats & oil

+0.01489

-4.17

{<2803)

- -0.00656 |
1 {-3.543) 4

0.00002 |

(0.01)

0.00037 |
i 10.279)

0.00248

| (0.743) |

10100053 |
(‘2,820) [

~0.00338{ O
(2587) |

06315

{17.608) 1

0.004682 |
{3.873)

"0-002908 :
RN

|Fruits

000773 |

(2.34)

0.00239

02 |

' 0.000414 |
{0:236) |

0.002269
{1.2)

0.000568 |
. (0.456) |

0.00847
(-2:644)

0.000577 |
- {0.334)

0.00186 |

(1576)

0.004662
(3873)

[ -0.01893
 (<11.484)

0.00691 |

[Others

| 00435
 (-5.583)

0.010358

- -0.01599

(1.889) | (-383) |

| 0.002814
{0.725) |

| -0.00195

{-&4862

0008319

(1 ,233)

-0.01388

1 ~0.00387 |
- (-2.594) |

-0.00291 |
| (-1.115)

0.00691

a3 |

10.079456
{7.416) 1

(-0.892)



Table 3 (cont): Parameter Estimates of Food Demand Systems of Sri Lanka: 198791

Foud  |Expendit | HH Size |Educatio | Location | intercept }
i ure ioon 4] :
Rice  |0.015696 ‘amsoczi "D.0545 | -0.06365 | 0.02543
] [e88) 2.28) 1 (:9.98) | (-11.23) | (9.07)
Cereals | -0.0M12 | 0.610756 | 0.000339 | 0019051 | 0.115626
b0y | (247) | (0.08) | (5.12) | (7.05)
Spices | -0.00558 | -0.04077 | -0.0666 | -0.00381 | 0.140749 }

Pulses | 0.004922 | -000405 | 0,004486 | -0,01248 | 0,053225 |
V (201) | (1.53) | (2,03) | (-544) | (4.67)
Vagetable| 0.01653 | -0.01501 | -0.005 |-0.00786 | 0.106983
] (444) & (398 | (-1.81) | (-2.39) | (8.33)
Meats | ..00544 | -0.00044 | u.014954 | 0.022374 0079147‘
o (1.28) | {040y | (5.14) | (5567 | (3.88)
Fish ~ [0.007118] -0.00832 | 0.004964 | 0.008536 | 0.G18711
1l nen | 181 1 (1.80) | (218 | (1.20)
Miik Prod | <0.01704 | 0.01053 | 0.022282 | 0.016171} 0.06376 |
, L 6872) | (212) | (5.04) | (3.88) | (3.985)
Fats & olf| -0.00248 | -0.00207 | 0005922 | 0,006338 | 0.01947 |
1 (-148) | (141) | (353} | (4.08) | (2.55)
|Fruits | 0.00172 | 0.001711 | 0.004748 -0.00017 | 0.019245
, 1 a6y | (.07) | (853} | (0.14) | (2.74)
Others | -0.02417 | 0.014404 | 0.00219 | 0.007858 | 6,127831
(371) | (204) | (0.32) | (1.32) | (583) |

Tables 2 and 3 show that most eoefficicats of all the three sociodemographic variables-
houschold size, education and location of residcnce- were significant in both the time
periods. This suggests that these sociodemographic variables might alter food consumption
pattern in important ways. Therefore, disaggregated mod-s classified hy ong or more of
these variables may be necessary to derive more precise estimates of el asuctty values for
poliey analysis. For both periods, family size seemed to shift consumption pattern away
from vegetables, meat, fish, fruits, fats and oils, and other food groups to more basic goods
as rice, other cereals, and milk products, Better sducated households appeared to consume
more meat, fish, milk products, fruits and less rice, chctablcs and spices. In 1885/86,
education appeared to have negative effect on consumption of fatty commodities, but by
1990/91, the trend seemed to have been reversed, In both time periods, urban households
tended to demand more meat, fish, milk products, fats and ofls, other cereals and other
foods, but less rice, spices, pulses and vegetables than theis rural counter parts,
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Elasticities

The food expenditure and Own-price elasticities are presented in Table 4. As it would be
expected, the expenditure elasticities were found to be positive indicating that each of the
food groups is 4 normal good. While the food groups can be characterised as relatively
necessities and luxuries within a semple period, the categorisation was found (o be tenuous
between - the sample periods, For example, rice, other cereals and pulses which were
relatively necessities in 1985/86 turned out to be luxuries in 199091, bxnnlarly, ir 1me
elastic luxury food groups- fats and olls, and fruits- in 1985/86 became necessilies. 1 bus,
food consumption pattern in Sri Lanka, as Judgul by expenditure clasticities, changed
substantially during the five year period.

Table 4: Food Ex penditure and Own-price Elasticities of Demand: 1985/86

and 1990/91
Food Group  Expenditure  Elasticities Own-price Elasticities
1985/86  1990/91 _ 1985/86 199091

Rice 0.85 107 -0.93 (.84

Other Cereals .79 0.99 ~1.07 ~.59

Spices 0.81 095 070 -0.84

Pulses (.92 111 0.70 0,99

Vegetables 1,05 116 091 -0.96

Meat 2,10 1,15 -3.65 ; 2,96

Fish 1,17 1,06 -2 0,64

Milk Products. 103 0.70 -1.55 : -0 99

Fatsand Oils 140 (88 ~1,99 -0.85

Fruits 1,97 117 2,40 -2.86 1
OtherFoods 098 084 068 045 |

The price responsiveness of food demands, as measured by own-price elasticities, also
showed marked changes in consumption pattern between the sample periods, The own-
price elasticities of the food groups | had negative sign in both years indicating absence of

Giffen goods in the Sti Lankan Food System. Demand for meat and fruits remained prxcr
elastic, while that for rice, spices, pulses, vegetables, and other foods remained price-
inelastic in both sample periods. With the exception of pulsc:, vegetables and fruits where
own-price responses increased marginally, pnce elasticities of demand for all other food
groups declined substantially, The decline in price responsiveness became so severe that
four food groups~ other cereals, fish, milk products, and fats and oils+ which were pnca
elastic in 1985/86 became pnce inelastic in 1990/91, The general decrease in price
sensitivity of demand for food in Sri Lanka may have been due to its market liberalisation

which induces low aompe,uuw food prices and xmome~gmsvth led high volume
consumption,

Like the .,xpmdnum clasticities, own-price elasticities of demand for food miéd '
significantly in magnitude over a relatively shoit period of five years, The above results
suggest structural change in the food demand system of the country, It may ,therefore, be

necessary 1o re-estimate food demand patameters more frequcmly and computc the
necessary elasticities f“or eff’mm policy making, :
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\Y Conclissions

The paper provided useful parameter estimates and food dcmand elasticities for the two
sample years, one each during the two waves of market liberalisation in Sri Lanke. Most
own-price and expenditure coefficients of the food budget share eqmuons were significant.
This indicates that households in the country will respond well to price and income poliries
of the government, Given the refativeiy Jarge number of income elastic food groups
compared Lo own-price elastigities in the latest sample year 1990/91, poverty and income
distribution  goals may be best served by income transfer policies than generally
distortionary price policies.

The LA/AIDS resulis indicated that expenditure and own-price elasticities of demand for
food altered significantly over a span of just five years, often reversing insome inclastic
commodities to elastic goods, and conversely, Frequent estimation of food demand
parameters and derivation of key elasticities of demnand may be necessary for effective
policy making, especially during periods of rapid restructuring, Own-price elasticities of
demand for most food commodities declined between 1985/86 and 1990/91. Only meat and
fruits were persistently price elastic, where exporters and damesuc traders alike may benefit
by under cutting prices.

The commodity substitution possibilitics, as judged by significant estimated parameters,
seemed to have increased apprecisbly between the two sample periods. This and the gencral
reduction in own-price elasticities tend to suggest that the liberalisation of the Sri Lankan
economy may have contributed to increased competition, lower food prices (higher wlume
consumption) and income growth to allow greater consumer chojce.

The sociodemographic variables- family size, education, and location of residence- affected
the food budget share equations significantly, More precise estimates of food demand
parameters and elasticities may ,therefore, be derived from deman { systemns disagpregated
by the aboye variables for reliable food production and distribution policies, Urban dwellers
and more educated households in general consumed more of high food-value commodities
such as meat, fish and milk products, and less of ries, vegelables and spices . Households
with more family members tended to spend more on subsistence foods such as rice and
other cereals and less on meat, fish, fats and oils, fruits and vegetables.
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' - Table 5: Uncompensated Eiasticities: 1985/86
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Rice

 {Cereals

: Spfces ’

Puises

TVegetabie|Meats

TFish

Tk
{Prods

EafS' 7

TFruits

Othes's

[Rice

- 0.0776

| 0.0602

20.1355 |

20,0872 | 01244

~0.0508

| -0.1563 1

0.0087

1 -0.1330 -

01101 |

 [Cereals | 07263 |

| -0.4998 |

0.0554

-0.1230 |

T-5.1481 |

~01283

[ -o.0789

0.0574 |

0.1804

01965 |

Sbic’es

01258 |

-0.1061

02094

-0.1382

01475

02609

01597 |

02773 |

0.0272 |

04426 |

iPulses

01866 |

00682 |

0.3447

T0.1802

0.6830 |

01397

0.0462 |

7“70‘.554"15 |

0.1838 |

02474

Vegetabig;

201600 §

10,0345

-0.2299

00519

: -0.1006

~0.3326 |

O.’OSEO

[ -0.4451 !

“0.0541 |

0.1804 |

Meats

04822 |

-0.6012 |

T0.7235

1 -0.2289 |

106240

0.2646

04477

0.0503 |

0.922 |

‘ {Fish

0.1735

I 02183

-0.2510

I7-0.0429

- ~0.5501

T o402

0.0702

-0.1452 |

0.0154

-0.0006 |

| rre

~ |Prods

| 02978 |

-0.2684

04222

0.1175

| 05448

T 01598

| 12285 |

| 0.1428

02147

11245 |

Fats

02127

0.2834 |

<0.5183

-0.0333

~0.0482

-0.1720

04724 |

0.0701

03200 |

02116 |

; Fruits

| -05755 |

05678 |

0.3522 |

0.4743

17182 |

0.1489

0.4304

-0.1106

05104

T 08116 |

Others:

; 0.1494 |

0.1005

" 0.0556

0.0616

T 0.1568

0.0325 |

0:0168

-0.2056

0.2765 |




Tabie 6-Unccmpensatod Elasticities: 1990/91

15

~ IRice

Cérea’!si

; 'Sb’,!césf‘

Pulses -

VeQeéabtejMeéts

k 1"Fi‘sh

MK
{Prods

gy Fats,’ '

{Fruits

TOthers

{Rice

[ 0.060056

~0.09232

10.106777 |

-0.11453

021,18

-0.10519 |

~0.30325

o750

00343&

0078427 {

[Cereais

10222093 |

10.03417

0.037255 |

-0,44868

0.10047

| -0.04398 |

-0.13074

[-074457

[0.010422.

022267 |

1Spices

0145373 |

018193

[-038158 |

-0,18979

013042

~0a71a7 |

£.067054,

~0.14425

[a0zaag7”

0.013623 |

[Fses

0.097744

0.028669

-0.25216 |

{0145823 |

0.322279

10.073558 |

"0.04104 |

-0.26137

10.052938 |

0.099603 |

{Vegetabie

| -0.1038 |

01492 |

-0.13384

0.063760 |

[-034336

044723

0.045935

016761 |

0.021107

0.077168

Meats

0.39767 |

-0.8383

1.40417

‘ 0‘.368345

-0.35045

0.495792

0.186775

007364 |

0226733

0.448623 |

Fish

1-0.23439

-0.16405

-0.16443

[0.027588

-0.11128

0.178988 |

0041608 |

-0.01952

0123275

"0.266567 |

Milk
|Prods

1=019217

~0.16335

’0.3'973’,1 2

0.132243

(0.546522

0.10508

0.3443289 |

10.062482

0.6887

011426

i Fats

0.849962

-0.22225 |

02343 |

700538 |

055679 |

~0.08134 |

017407

0.199683|

| 0.09563 |

0242871

{Fruits:

-0.7955

0217627 |

0.215346

0215156 |

0.2088

0.076301

1 -0.48687 |

1.825584 {

1-070473

Others:

10.096285

0098292

0.044935 |

0.031818

10.051655

0.065946 |

0.125665

0.02546

-0.3407 j

037435 |
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