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Abstract. Household final consumption expenditure is typically the largest
component of final uses of GDP. It is therefore an essential variable for
economic analysis of demand.

This study has two goals: The first is to outline how the composition of final
demand changes as household income grows in Republic of Armenia. The
second one is to discuss how consumption patterns are linked to a range of
geographic, demographic and social factors that may account for observed
differences in consumption patterns in RA.
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1. Introduction

Household consumption is one of the crucial driving forces of economic
growth. It makes more than half of the GDP in most developed countries.
Over time to time, as their wealth increases, households aimed to change
their spending patterns, and a large variety of new goods enters the
consumption basket. This phenomenon is widely known as a welfare-
enhancing feature of modern economic development (Grossman and
Helpman, 1991; Barro and Sala-i-Martin, 1995).

This study has two goals: The first is to outline how the composition of
final demand changes as household income grows in Republic of Armenia.
The second one is to discuss how consumption patterns are linked to a range
of geographic, demographic and social factors that may account for observed
differences in consumption patterns.

This paper’s main arguments are:

o Differences in spending patterns between households tends to grow as household
income rises in RA.
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e Households stop to increase their expenditure on some goods and services that
have reached saturation levels of expanses

e There are number of forces that have an impact on that spending shifts such as
urbanization, ageing population rising inequality.

This study is structured as follows. Section 2 outlines how one of well-
known macroeconomic trends, Engel’s Law, tends to impact consumption
patterns in Republic of Armenia. Section 3 discusses the broader
connections between household consumption patterns and economic factors
such as urbanization, rising inequality and ageing population.

2. Demand saturation. Engel’s law. Household consumption patterns

in Republic of Armenia

Many state that household expenditure on a good a fixed set of
characteristics has an absolute upper limit in case of increasing income (Aoki
and Yoshikawa, 2002; Metcalfe, 2006; Saviotti, 2008). An upper satiation
level exists for all types of goods and services although at different levels of
real income. In microeconomics, Engel curves are used to describe how real
expenditure varies with household income. Engel curve also describes how
household expenditure on a particular good or service varies with household
income (Chai A, Moneta A, 2010). Pasinetti hypothesizes that an Engel
curves relative to any good possess one of the shapes displayed in Figure
1.(1981, p. 77) .

Figure 1: Demand saturation hypothesis
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Note: a) is the hypothesized EC for goods ‘necessary for physiological reasons’ (e.g. food); b) is the

hypothesized EC for almost all other cases; c) is the hypothesized EC for inferior goods.
Source: Pasinetti (1981)
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According to Figure 1, demand saturation occurs in certain goods and
services, but not in others. The most prominent example of saturation in
Engel curves is the case of food consumption. As households become more
affluent, it has been widely observed that their budget share on food tends
to decrease as household income grows (Clements and Chen, 1996).

Engel’s Law states that as income rises, the proportion of income spent
on food falls even if absolute expenditure on food rises (Engel, 1857).
According to Banerjee and Duflo (2017) in terms of relative effect, 1%
increase in overall expenditure translates into 2/3% increase in the average
population’s budget share spending on food by poor family. Engel’s law
essentially describes demand-driven shifts between food and non-food
spending.

Let’s examine the trends for spending in the food in RA.

Table 1 reports the 8 highly aggregated expenditure categories found in
the reports of the Statistical Committee of the Republic of Armenia (2019).

Table I: Changes in Armenian annual consumption expenditure shares, 2004 to 2018

Expenditure 2004 2018 Change in
category AMD Budget AMD Budget Expenditure

(monthly share (monthly share share

average (%) average) (%)

per
household)

Food 10797 56.1 18496 40.4 -15.7
Alcoholic beverages 163 0.8 322 0.7 -0.1
Tobacco 808 1653 42 3.6 -0.6
Healthcare 1500 7.8 2770 6.0 -1.8
Education 708 3.7 1255 2.7 -1.0
Utilities 1146 6.0 6962 15.2 +9.2
Transportation 694 3.6 1521 33 -0.3
Telecommunication 2901 L5 1994 44 +2.8

Source: Statistical Committee of the Republic of Armenia (2019)

Data from the Table 1 suggest that overall growth in consumer
consumption has been unevenly distributed across different expenditure
categories. Precisely, there seems to be:

e A decreasing budget share of expenditure on goods, such as food and clothing.
e A decreasing budget share of expenditure on alcohol and tobacco. The root cause
of that can be rising prices because of increase in taxes on these goods.
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e A stable share on expenditure on healthcare, education and transportation
e Increasing expenditure on utilities and telecommunication.

The above mentioned patterns suggest that rising income alters
household composition demand away from food and towards manufactures
durables and services. However, these trends are consistent with the
argument that more wealthy households demand a greater variety of goods
as they derive utility from jointly consuming these goods with a number of
other similar variants.

Table 2: Changes in Armenian annual consumption expenditure shares for food,
2004 to 2018 (kg per household)

Food type 2004 2018 Change is
expenditure share

Bread 12.8 10.5 -2.3

Potato 4 33 -0.7

Meat 1.4 2 +0.6

Egg (quantity) 8.5 11.3 +2.7

Source: Statistical Committee of the Republic of Armenia (2019)

Table 2 shows that household composition demand within expenditure
categories also changes. For instance, there is decline in the budget share for
bread and potato, but on the other hand share for meats and other proteins
tends to grow (Comprehensive Household Survey, 2004, 2008-2018).

3. Shifts in household consumption of Armenia

As discussed in the previous section, rising household income alters the
composition of household spending such that budget share of food
consumption declines and consumption on non-food categories grows. There
are number of forces that have an impact on that shifts.

Ageing population.

The population of the Republic of Armenia is getting older. The number of
people over the age of 60 was 440 thousand in 2011 representing over 20 per
cent of the Armenian’s de jure population and the ratio of elder people is
estimated to be increased (Population Census of Armenian, 2011). As the
population ages, overall consumption is likely to decrease. Danzigner (1983)
stated that the elderly spend less than non-elderly at the same level of
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income, and that the very oldest have the lowest average budget share to
spend.

In terms of how composition of consumption may be affected, studies
have been shown declining trend in spending on food. Spending share on
energy, health and body care, holiday and travelling expenditures and
furniture increases with ageing, while expanses on clothing, transport and
communication decrease (Luhrmann, 2005).

Urbanization.

Urbanization refers to the proportion of the total national population living
in areas classified as wurban, wurban growth strictly refers to
the absolute number of people living in those areas (Tacoli, Cecilia, 2015).
Urbanization has resulted in reduced levels of per-capita calorie
consumption and hence per- capita food consumption (Huang and David,
1993).

Table 3: Changes in Armenian annual consumption expenditure shares for urban
and rural population, 2004 to 2018

Expenditure Urban population Rural population

Category AMD o AMD %
2004 2018 2004 2018 2004 2018 2004 2018
Food 11109 18134 531 385 10281 18793 62,5 43.8
Alcoholic beverages 173 306 0.8 0.7 146 350 0.9 0.8
Tobacco 894 1494 43 3.1 666 1916 4 4.5
Healthcare 1794 2966 8.6 6.2 1012 2448 6.1 5.7
Education 976 1477 4.7 3.1 265 889 1.6 2.1
Utilities 1382 8288 6.6 175 755 4774 4.6 11.1
Transportation 929 1625 4.4 34 303 1358 1.8 31
Telecommunication 421 2265 2 4.8 75 1546 0.5 3.6

Source: Statistical Committee of the Republic of Armenia (2019)

Table 3 shows how household spending has been changed for both rural
and urban population in RA. As we see, trends are the same as we have for
overall population but rural population has more budget share for food and
less budget share for services than urban population. This is likely due to
differences in the nature of work and sedentary lifestyles that results in
lower calorie demand among urban residents.
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Rising income inequality.

As economies develop, income inequality tends to widen. (Chotikapanich,
2012). Rising income inequality will result in more distinct consumption
baskets between the rich and the poor in the economy. While low income
households may prefer to spend to basic necessities, the basket of goods and
services consumed by the high income households is likely to be more
oriented towards luxury goods and services (Clements and Gao, 2012).

Table 4: Changes in Armenian annual consumption expenditure shares
for I-st and 10-th decile, 2004 to 2018

Expenditure 1-st decile 10-th decile
Category 2004 (%) 2018 (%) 2004 (%) 2018 (%)
Food 73.4 57.5 38 21.3
Aleoholic 0.4 0.4 11 11
beverages

Tobacco 5.1 3 2.9 2.6
Non-grocery 8.6 143 18.6 18.2
goods

Services 12.5 24.8 394 56.9

Source: Statistical Committee of the Republic of Armenia (2019)

Table 4 shows how household spending has been changed for 1-st and 10-
th decile in RA. Although the trends for both 1-st and 10-th decile is the
same but composition of spending is different. Households from the 1-st
decile are tend to spend more budget share on food and less budget share
for services than households from the 10-th decile.

Growing income differences within a population show that the
population’s total expanses will be dispersed across a wider range of goods
and services linked to segments of the hierarchy of demand. If all households
had the same income, spending would be more concentrated in the basket
of goods and services preferred by the given income level. In contrast,
growing income inequality could generate a reduction in the market’s scope
for any given good.

4. Conclusion.

As a summary, crucial changes in expenditure patterns that takes place
when household income rises may alter the industrial composition of the
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economy in RA. As households become richer and begin to diversify their
expanses beyond necessities, the growth rate of manufacturing goods and
services may rise. This opens up the possibility of a positive feedback loop
between the increase of the demand side and that of the supply side of the
economy.

Rising household income induces shifts in the composition of spending
such that the budget share of food spending decreases and spending on non-
food items grows. In terms of how precisely non-food spending grows, there
are a number of forces that affect to it.

Demographic and urbanization trends also appear to have a major
influence on how demand evolves and may in some cases accelerate the rate
of demand-driven structural change. The other factors such as rising income
inequality and ageing population also have a significant impact on the
composition of spending.

Growing income inequality could generate a reduction in the market’s
scope for any given good. Spending share on energy, health and body care,
holiday and travelling expenditures and furniture increases with ageing,
while expanses on clothing, transport and communication decrease
(Luhrmann, 2005).
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Udthnthmd: Suught mumtiunipniuutinh Yyipguwuu uyundwiu dSwiuubpp, nputiu juunu,
CUU-h Yhppuwuiu ogunuugnpddwu wdtiutwdtd pununphsu bu: Lhnbwpunp, nw ywhwu-
swnyh muntiuwfuu Yyhpnioniypjuu jupunpugnyu pununphsutinhg dkyu k:

Uju mumduwuhpnipiniat muh tpint tyunwy: Unwghut £ wwpgty, ph hugwtu £ thnthn-
fuymd muwyghu mumbumpyniuutph dwuutinh Juqup, tpp Cuywunwiuh Cwupww innipniu-
mu wonud bu muuyghut mumbiunipymuubph Bjudmwmubpn: Gpypnpy vyumwyu b putiwnyty,
pt huywtu tu uvyundwu dubpp Juwywd wpjuwphwgpujuu, dnnnyppugpujuu b
unghwjwlju th pwupp gnponuubiph htin, npnup Jupnn tu hwugbguly ££ uyundwu dnntijh
thnthnfunipjuup:

Pwumh puntp. muwhu muntunipimuubph dwluutp, wwhwuswnpyh hwgtigwonipinmu,
Junngwopwyhu thnthnfumpjniuutin:

MO/IEJIA PACXO[OB JIOMAIIHUX XO35VCTB PA
Kapanemsan O.P.

Annotanusi. Pacxonbl Ha HOTp€6H€HI/Ie JIIOMAIIHUX XO3SMCTB OOBIYHO SIBIISTFOTCS prHHeﬁH.II/IM
KOMITOHEHTOM KOHEYHOTo HcCroJib3oBaHus BBIL. CJ'IeI[OBaTeHbHO, 9TO BaXKHasl II€pEMEHHAs IJIS
SKOHOMHYECKOI'0 aHaJIn3a CIIpoca.

VIS¥e-uccrieoBaHye MpeciiefyeT IBe LeNy: IepBas - II0Ka3aTb, Kak MEHSeTCSl COCTaB KOHEYHOro
CIIpoca TI0 Mepe pocTa J0XOJ0B JIOMOX035i#cTB B Pecriybimike Apmenus. Bropoii - o6cyxieHue
TOrO, KaK MOJeNd IIOTPeONIeHNs] CBSI3aHbl C PSAOM reorpapuyeckux, JeMorpaduieckux U
COLMAIBHBIX (AKTOPOB, KOTOPble MOTYT OODBSCHUTh HabIIoflaeMble pasIuuus B MOMAEISX
notpe6nenus B PA.

KirouyeBbie cjioBa: pacxofibl JJOMOXO3SICTB, HACBILEHNE CIIPOCA, CTPYKTYPHbIE U3MEHEHNUSI.
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