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Abstract

The main purpose of this research is to apply the alternative theories of
consumption in Sudan, so as to test whether the Sudanese consumers
behave as life-cycle permanent-income theory predicts, and determine
the most representative model of consumption among the three
macroeconomics models of consumption: Random Walk Model, Error

Correction Model and Continuous Time Model, using the annual data for

the period 1956-2005.
The hypotheses of this study are:

- The Sudanese consumers behave as if life cycle permanent-income

theory predicts.

- Random Walk will not represent consumption pattern for the Sudan

cconomy.

- Continuous time model of consumption is the most representative model

of consumption for the Sudan economy.

- Error correction model is not the most representative model of

consumption for the Sudan economy.

Eviews Package has been used for the statistical analysis for the data of
study. The research based on secondary data obtained from Central
Bureau of Statistics. The testing of the Sudanese consumers behavior was
through (Random Walk Model), starting from the restricted model up to
four alternatives for this model. The research utilizes the co-integration
Theory and (Error Correction Model) to specify the dynamic formulation

of the Sudanese consumption.
[



The most important findings of the study illustrate that: Sudanese
consumers did not behave as the Life Cycle-Permanent Income predicts.
Random Walk Model is not the most representative for the Sudan
economy. Two consumption models have found according to the
empirical results for the Sudan economy: (Error Correction Model and
Continuous Time Model). (Error Correction Model) is the most the most
representative model of consumption for the Sudan economy. The
consumers do not plan to spend in each year the same as they spent in the
equivalent previous year. This behavior is accepted in a country with high

level of poverty.
The main recommendations of the research are:

- To increase the capital stock by increasing the net investment through
many facilities as incentives for additional investment and this will
encourage production and income generation, this directly increases

consumption.

- The application of the fiscal policies should take aggregate supply and
aggregate demand into consideration, and should be consistent with the
macroeconomic policies, that are to have synchronized policies,

especially for consumption.



I TN
O3] Lo jlastl g cOlogud) (3 SV gz abdl)) ol ol 5day oa ol 10b WY1 )
KR e L 5 S e L 5595 2y ) SN ok Ogblyy il g CpSdgrdd
Sakall 2 3 I3 gnd 3 S o e gl st St T Nzl il
—21956) 3l 25 SUL plisiaaly oradd ol 2398 5 lad) e 2346 ¢

—i o bl ods ol (22005

) ot 3L 303 Ay da e 3dlgn (il g Sgnd) sl Mg bd —
- Loyl L2 gzl bk fag ) Slpdall 2l 2308 —

gl SLaN S Z3LILST el al Zhgde

- 3ogel L2 i ST0sSG ) et T T

Sl slaxY) Ll (Bviews Package) awldl clislel)l do> o) pds)
Lbg &%Lﬁj{;&\ cla>yl e o can Lg\ el UL LA‘C GV N UC 7 - W PR
Satall 2l m3gen el (N a2 z3 I e il Sy
Bkl LolSl 2l n ol sl rdsad) 1 Sl Ayl ) BLEVL S3nad wal

@15l Mgz AT 2 2elaa)



395 Bk ae bl Y Claged) (Sdgnall (sl a1 Lad 10T e Bl il o
Pl W bedgé om ¥ Dt il g3 A el i
o) el 2358 1L (3139l LW Szl (o 35f 39my L) Ruhll) logs. 335
IR SR SN DU VN (€ KR S Y SOPN (0 s ¢ S
Gild) alal sl b e f @ g bbbz b G| g 0l glasnd)
A e Qe St 4 b3 (3 Jsade Sold) Vs
AU 3 ek el Bl Sl
By dl 25 @ Mgl g st pe 23y Jlezma¥I Blo ol W ) 83k—
Bl D) B3l QWL 5 ol 83l 5 W aomeis o fowd @) 5 colozal
. A B g STl L) 3 Y g U el s a3
Slaleed) (3 Gl 399 sm . IS 5LV Sl pr Wlyze Slalecd) s 0555 O

V) 3 Rolrislasy)

Vi



TABLE of CONTENTS

NO- I Ttem Page
Dedication i
Acknowledgement ii
Abstract (English) jii
Abstract (Arabic) \4
Table of Contents vii
List of Tables xii
List of Figures xiii
List of Appendices Xiv
List of Abbreviation XV

1. | 1.0 INTRODUCATION
1.1 Preface 1
1.2 Importance of the Study 2
1.3 Statement of the problem 2
1.4 Objectives of the Study 4
1.5 Hypotheses of the Study 4
1.6 Period of the Study 4
1.7 Source of the Data 5
1.8 Methodology of the Study 5
1.9 Previous Studies 5

Vil




1.9.1 International Relative Previous Studies of 5
Consumption
1.9.1.1 A Consumption Function for Saudi Arabia 5
1.9.1.2 The Long Run Consumption model for USA 6
1.9.1.3 Australian Consumption Function 7
7
1.9.1.4 Estimation of the European Union Consumption
under the Permanent Income Hypothesis
1.9.2 Local Relative Previous Studies of 9
Consumption
1.9.2.1 A Consumption Function For the Sudan 9
1.9.2.2 Consumption in Sudan: Estimation and Forecast | 11
1.9.2.3 An Estimation of A Consumption Function for |11
the Sudan
1.9.3 The Assessments of the Local Relevant Previous 12
Studies of Consumption
1.9.3.1 The Assessments of EI-Sheikh's Study 12
1.9.3.2 The Assessments of EI-Hag's Study 13
1.9.3.3 The Assessments of Hessein's study 13
1.10 Structure of the Study 13
2.0 Theoretical Framework
2.1 Preface 15
2.2 The Concept of Consumption and Consumption 16

Vil




Function

2.2.1 The Concept of Consumption 16
2.2.2 The Concept of the Consumption Function 16
2.2.2.1 Linear Consumption Function 17
2.2.2.2 Non Linear Consumption Function 19
2.2.2.3 The Properties of the Consumption Function 20
2.2.2.3.1 The Average Propensity to Consume 20
2.2.2.3.2 The Marginal Propensity to Consume 21
2.2.3 Factors Affecting Consumption 21
2.2.3.1 The Subjective Factors 21
2.2.3.1.1 Individual Motives 22
2.2.3.1.2 Business Motives 22
2.2.3.2 The Objective Factors 23
2.2.3.2.1 Change in the Wage Level 23
2.2.3.2.2 Changes in the Fiscal Policy 23
2.2.3.2.3 Attitude toward Savings 24
2.2.3.2.4 The Distribution of Income 24
2.3 Theories of Consumption 24
2.3.1 Keynesian Theory of Consumption 24
2.3.2 Relative Income Hypothesis 27
2.3.3 Permanent Income Hypothesis 33

IX




2.3.4 Life Cycle Hypothesis 37
2.4 The Macroeconomics Models of Consumption 41
2.4.1 Random Walk Model of Consumption 41
2.4.2 Error Correction Model of Consumption 45
2.4.3 Continuous Time Model of Consumption 50
3.0 Methodology and Model Specification
54
3.1 Interface
54
3.2 The Econometric Methodology
54
3.2.1 The Stationary Test
56
3.2.2 The Vector Auto Regression
. 57
3.2.3 Granger Causality Tests
57
3.2.3 Co-integration Tests
60
3.3 Models Specification
' 60
3.3.1 Random walk Model of Consumption
' 61
3.3.2 The Error Correction Model of Consumption
62
3.3.3 The Continuous Time Model of Consumption
4.0 Empirical
63

4.1 Interface




4.2 The Characteristics of the Sudan Economy

66
4.3 Histogram and Normality tests
' 69
4.4 The Stationary Test
71
4.5 The Estimation of the Consumption Models
' 71
4.5.1 The Random Walk Model of Consumption
_ 76
4.5.2 The Vector Auto regression Estimates
. 81
4.5.3 The Granger Causality Test
' 82
4.5.4 The Error Correction Model of Consumption and
Forecasting
. 85
4.5.5 The Continuous Time Model of Consumption
and Forecasting
87
4.6 The Results
5.0 Conclusion
92
5.1 Interface
92
5.2 Findings
94
5.3 Recommendations
95
5.3 Areas for Future Research
96
References
: 101
Appendices

Xl




LIST of TABLES

Items Page

Table (4.1) :Unit Root Test 70

Table (4.2): The Restricted RWM Estimation result 71

Table (4.3): The First Alternative Specification Estimation 72
Result

Table (4.3): The Second Alternative Specification Estimation 73
Result

Table (4.3): The Third Alternative Specification Estimation 74
Result

Table (4.3): The Fourth Alternative Specification Estimation 75
Result

Table (4.7): The VAR Estimates 77

Table (4.8): Pairwise Granger Causality Tests 81

Table (4.9): ECM Estimates 83

Table (4.10): TCM Estimates 85

Table (4.11): Statistical Indicates of the ECM&TCM models 87

X1




LIST of FIGURES

Items Page
Fig (1.1) El-sheikh's consumption function 10
Fig (2.1) Linear consumption function 18
Fig (2.2) Non linear consumption function 19
Fig (2.3) the Keynesian consumption function 26
Fig (2.4) the ratchet effect in consumption 31
Fig (2.5) Friedman" Consumption Function 36
Fig (2.6) Life Cycle Consumption 38
Fig (4.1) The Normality Test for RTC 67
Fig (4.2) The Normality Test for RGDP 68
Fig (4.3) The Normality Test for RCS 68
Fig (4.4) The Normality Test for INF 69
Fig (4.5) Impulse Response Function 80
Fig (4.6) Forecasting of the ECM 84
Fig (4.7) Forecasting of the TCM 86

X




LIST of APPENDICES

Items Page

Appendix (1): Variables of the Study (Thousand 101
Sudanese pound)
Appendix (2):Natural Logarithm of the Variables 102
Appendix (3): The GDP Growth Rate % 104
Appendix (4): The Performance, Structure and structural 105
Change in Sudan Economy

Appendix (5):Multiple Graphs Line 106
Appendix (6):Residuals Graphs 107

XV




LIST of ABBREVIATIONS

ADF Augmented Dickey Fuller
Adj.R adjusted R

AIC Akaike Information Criteria
APC Average Propensity to Consume
BP Bias Proportion

CP Covariance Proportion

CT™M Continuous Time Model

D.W. Durbin Watson

ECM Error Correction Model

EQU Equation

EU European Union

Fig. Figure

GDP Gross Domestic Product

1.1.d Independent and Identically Distributed
INF Inflation

LCH Life Cycle Hypothesis

LCPI Life-Cycle Permanent Income
LDCs Least Developed Countries

LN Natural Logarithm

bY




MAE Mean Absolute Error

ML Maximum likelithood

MPC Marginal Propensity to Consume
NO. Number

OLS Ordinary Least Squares

P. Page

P.P PHillip-Perrson

PIH Permanent Income Hypothesis
PP. Pages

RCS Real Capital Stock

RGDP Real Gross Domestic Product
RIH Relative Income Hypothesis
RMSE Root Mean Square Error

RTC Real Total Consumption

RWM Random Walk Model

SIC Schwarz Information Criteria
SPSS Statistical Packages for Social Sciences
VAR Vector autoregression

VP Variance Proportion

W B World Bank

XVI




