Changing Consumption Basket

With food still occupying a larger share of rural consumer’s spends, she is 13-14 years behind her urban peer
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It is well known that consumer
preferences have evolved con-
siderably over the last two dec-
ades, However, the divide bet-
ween the rural and urban con-
sumers is striking. Similarly,
linkages between the urban
and the rural consumer and the
former’'s impact on shaping
preferences of the latter has be
accounted for. The preferences
of those who migrate from vil-
lage to town change.

This begs the question: how
is urbanisation changing the
household consumption pat-
tern? Urbanisation may alter
food consumption and, conse-
quently, impact food demand. It
may also lead to a change in the
lifestyle choice made by house-
holds. However, there is little
documentation and, thus, little
is known about the various re-
gional drivers present in the In-
dian subcontinent.

Consumption behaviour is
typically determined by two
sets of factors: one, of intrinsic
factors comprising values, atti-
tudes, culture, education, ete,
which determine consumer
preferences; and two, aset of ex-

trinsic factors such as disposa-
ble income, time availability
and family composition, which
determine the individual’s ca-
pacity to fulfil his preferences.
Despite our rich statistical
history in survey and data col-
lection, the Indian statistical
system is struggling to adapi to
the fast-evolving economic and
social environment. Although,
in the recent past, many com-
mittees and much debate have
focused on improving the sta-
tistical system, not much prog-
ress has been made. However,
despite their flaws, NSS sur-
veysremain important, as they
provide a wealth of informa-
tion. There is hugescope for im-
provement, particularly on
analytical and insightful ex-
traction using unit-level data.
According to established re-
search, as the level of income
increases, the share of food
items in total household expen-
diture declines for households
in’ both urban and rural sec-
tors. Thisfinding is incomplete
conformity with Engel's law
Going through the tables that
are in the public domain, some

-striking facts do come out. If

one looks at the distribution of
food and non-food in the con-
sumption basket separately for
rural and urban areas, what is
revealed is quite interesting,
The portion of consumption
expenditure allocated to non-
food items in urban areascross-
ed that of food items sometime
between 1993-94 and 1999-2000.
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In other words, urban house-
holds started spending a larger
portionof their income onnon-
food items a little more than a
decade ago.

On the other hand, househol-
ds in rural areas are yet to achi-
eve that milestone. Although
expendifure on food has fallen
over the decades, it is still a lar-
ger component of total expend-
iture than non-food expenditu-
re. With the gapnarrowingover
the years, expenditure on non-
food items might surpass that
on food in the coming decade. It
needs to be clarified that altho-
ugh absolute expenditure has
gone up, what we are referring
to is the distribution of expen-

diture among various catego-
ries expressed as a percentage
of total expenditure.

Looking at the distribution of
expenditure on various catego-
ries within the broad food and
non-food categorisation, what
isevident, and this hold truefor
both rural and urban areas, is
that the proportion of expendi-
ture on cereals has gone down
sharply. In rural areas, the per-
centage expendifure on cereals
has gone down by roughly 11
percentage points, from 26% in
1987-88 to about 16% in 2009-10.

Similarly, in urban areas, it
hasfallen from15% in1987-88to
9% in 2009-10, a fall of 6 percent-
age points. Interestingly, the
percentage of expendifure on
beverages in rural areas has
gone up from 4% in 1987-88 to
about 6% in 2009-10.

The sharpest rise over the de-
cades in the non-food category
is observed in education, medi-
cal expenditure, consumer ser-
vices, minor durable goods,
conveyance and toilet articles.
These items are characterised
asmiscellaneousgoods and ser-
vices category This category,
comprising primarily of exp-
enditure incurred, accounts
for a significant share of total
consumption basket in bothru-
ral (24% in 2009-10) and urban
households (38% in 2009-10). A
closer look reveals that in rural
areas, the fall in the share of ce-
reals is made up almost exactly
by therise in the miscellaneous
goods and services category.

The other categories in which
the portion of expenditure has
risen are durable goods and
fuel and light. Expenditure on
fuel and light, in rural areas,
now accounts for roughly 10%
of the total consumption bas-
ket, while the durable goods
category now accounts for al-
most 5%. Interestingly, house-
holds in rural areas are spend-
ing a higher percentage of
their consumption basket .on
fuel and light than households
in urban areas, with the latter
spending 8% in 2009-10, up from
about 7% in 1987-88.

These changes make it imper-
ative to understand how con-
sumer perception is evolving,
especially inregard tofood hab-
its and lifestyle choice. This in-
formation will assist business-
es engaged in these areas fo
adaptthemselvesbetter tomeet
the ever-changing demands of
the consumer. As for business-
es, priorities and investments
are based on demand forecasts,
amongother things, reliable es-
timates of incomeand expendi-
ture elasticities of different
commodities are a prerequi-
site. Thus, to depict consumpti-
on patterns accurately, income-
specific estimates are likely to
provide a better understanding
of the distinctive sub-groups
within the broad rural-urban
split. This will only help to
know about the multi-headed
Indian consumer better.
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