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I .  INTRODUCTION 

 
       The maximization of a utility function subject to a budget constraint implies a 
number of restrictions on the parameters of a demand function. The three basic restrictions 
are the homogeneity restriction, symmetry restriction and aggregation or adding-up 
restriction. Another related and rather fundamental restriction is the negativity 
restriction which requires that the own-price substitution effect is negative. For a normal 
good,the total effect of a price change has to be negative. This is the basic law of demand which 
says that quantity demanded of a commodity varies inversely with the price level. 
 
        Demand equations are estimated using two distinct approaches: single equation 
estimation dealing with a particular commodity or commodity group (s) and simultaneous 
estimation of complete systems containing demand equations of the exhaustive sets of 
commodities. The complete system approach has obviously a sounder theoretical base. 
According to the Neoclassical theory of consumer behaviour the utility maximising 
consumer's demand for a commodity depends on the price of all commodities available to him 
and the total income at his disposal. However, data limitations make it almost impossible 
to include all prices in the empirical demand equations. The explanatory variables are 
generally restricted to own price, the prices of a limited number of close substitutes and/or 
complements and an income variable. 
 
        These limitations lead to specification of demand equations in a  relatively ad hoc 
manner without having much regard to any well defined 
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