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CHAPTER XZ
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The classicel thsories of mmﬁ:&m behaviour
séek to explain the individual consmor's hehaviour in
tems of utility maximtzation, Although many of the
resits derived apply to time series data, synchronous
cross-sectionsl enpirical anslyeis also needs to be vaxiéataa
by a aimilar plausille theorstical framevork, Methodologieal
problemg which arise in applied work often involve
theoretical considerstions =nd it is the object of the
f.cnéwinq paragrsph to diecuss certain issues clogely
asporiated with our study,

The Conespt of the Typicel Consmer

Damand analynls originstes vwith the individusl conemer
and assumes N4s set of preferencas as given, In fanily
budget studies however the households' expenditurs on
commodities and services are aggtegated for asch item and
averaged in some sittsble msnner to derive per caplta



expenditures, which are sipposed to reflect the hehaviour
of a single consmer. “hen mﬁuemids are clasaified into
incoma classes and the mean per capita wapenditurss are
worked out on the verious items a further supposition is
nede that thase figures reflect the behavicur of a asingls
' conmmer as his incoms moves to higher levels,!

Phitnas states that spplied econometricisns gonerslly
ionore the agoregation fpm‘ﬁlm eiting Houthskker mnd Taylor
that ',.. of sl the errors Mkew o be made in demand .
malyd.s, the sgoremation error is the least troublesome, o2
it u, hiowevar, more immrt:&xt ¢ considor how fmr the
concent of a typleal consuer opsrating at al£feyent income
levela, as derived from study of budgets, f{s tenable, One
bagle assunption of 211 consmption studies {= the
rationslity of conmmer behaviour with implications such
as that a consumer will consistently try to maximize Wa
satlisfection ate, 2 second aasumption iz thet conmmers
in genual veact in substantially the swme manner m;d any
r}iﬂamzces are due to the mmt of differencen :ln

1an sxcellent traatment of ths thesretical mimmts

for cross section udget study ie found in L,Fhldips, Applied
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Congmption snalysis, smsterdan @ Novth alland mm.f:m.mu,

sapecially Chapter IV, pp,91-115,

% 1, Houthakker and L,D, Taylor : Consumer Demand in the
Unfted States, 1920.70, cilted in L.Phlipe, ibid,, ».100.
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circumstances, Hence 4f all cdicumstances { household size,
composi tion, geographical region, occupstion ste, ) except
income are kept asmue then any Giffsrences noticed in the
 consumption behaviour can be attriluted to the offects of
income, The concept of a tyndcsl consmer is thus, esen o
\m quite plausible, As cross-ssction studies ave generolly
done at a single mx.m-, of time only the shove pmcaﬁuu sesns
‘ﬂ to be the most ideal, Thi s however mises the fscus of the
el revmstances which mﬁﬁm the preferences of s conmmer,
vwhich of thea are to ba taken into account, how they are
to be controlled and vhich could de submm undar the
BrYOT tenm, /

The Ceteris Parilus Condition

For a long tims only income and price ware dsemed
vorthy of study in the fiald of conswption hehaviour, The
ignozing of other economic sd noneeconomie varinhles under
tha ceteris pariige clause mioght have besn justified in
Marshallian ers, whan wants wers relatively limited, but in
the modemn age it ig necessasy to be more ricorous in resorting
to this condition,

Household emyoaitm'ana size are ma;'!éa:‘ detorminants
of t:hu variat&om m the @mmﬂm mttgm of mmmwa,

34e8 5.7.07aL5 anc Hw.i«oaﬁhak‘ker, The Analysts m‘? rmm
au&m:, Cambr:.dge ¢ University Press, 1955, P.8. -
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fouthakker has cautiched against ignoring housshold slae
arguing strongly, that ‘in sost samples of Housshold
axpendituresthat are svaileble there 15 a positive correlation
1 between honsshold income and household sizs, &0 that blased
estimates will result if housshold size is not explicitly
trested, Socondly, varistions in hotisehold size have
comparatively large effaects on mnmtien, a0 that in most
samples of household expenditures the :gagnit.g&p of"tha,
vaﬂatiém in conmmption due to householdaslze. vaﬂé,tima :
is, mr sone commodities, groater than that due to income |
variations, o A nolnted out by Phiipe variables uvhich have
syetamatic influence on conaumtion ond vhich are ohaervable
canbot bhe mibsmed undex the error tem,g ‘

The problen of developing o suitabie conmmer eguivelent
seale { dlsgcrete or continuous, snd qmo&;ttyeﬁim3 has been
ths sabject matter of numercus studies since the time Prais
and Houthakker reactivated interept in this tople,S For our
patpose a unifom scale for all items hased on age was sdopted,
{viden, 711,

Choice of Exnlanatory Varialles

The prafersnces of a conomer are the rosult of numerous

and variod economic, social and pa’gclbkameal fmmﬁ. scme

‘S.J Prais snd ¥,5,Houthakker, t’tﬁ.é.. p.ae,

%.Ph‘l.hal. G?iﬁt.apggﬁ-
7, Olokland, Contdnuous Consmer Sguivalence 8&&1‘» nmfnu
34 jhofe, 19?6. {9 Bimmgmahy there for sdditional mfameas)




of these preforences havs heccme stable through habit
formation, some are potential, that is will manifest
themeslves at a future date due to the offect of lags,

somis may he of o trangltory hature th§ praferences nay

slao be to some extmt intexdepmdent with thoss of other
housetiolds due to demonstration effect. This may be true

of especinlly conmpicuous items of expanditure, Paced with ~
this situation ths researcher {s temptsd o involve many
varishles, Qn the other hand this may nocessitate partitioning
the sawple into numercus hamogenecus sub-gigeples thereby
reducing the samplo size conslderstly so that 16 mioht

' not be posdhle to draw any meaningful conclusions, The
reoearchar bas therefore to Iinit his study to a mmﬁa

number of explanatory mrhh;ub.’

Bngel Curves

 an engel curve dascrilies the functional relationship
betveen sxpenditure m a commodity or service and totsl
income { or sny suitedble proxy ). The following forms ha*h
bee tried Ly Prais and Houthakkaw »

?Tjha belief that only a multidisciplinary ﬁg‘m&h can
provide greater insight ints the complex behaviorxl pattems
of conmmer behaviocur is reflected in recent works such as
that of G, H.5ellon Jr,., A tfmt-ﬁiénm& aapmacig to the Theory

of Consanar Hehavioy, Ph,D, Theats, University of Michigan, 1974,
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1) dogwv;, = ¢+ pleg v, (Log linear or double log |
(2) logv, = o - Py {Log inverse)

{3) v, = “4plogy, (Seilog)
- {4) vy = A+py, {(tinear)
(s) v, = oe Py, (Byperioiic)

where v; is ewpenditure on ith commodity and v
roprepents tHtal :.‘.nmﬁ.

-+ .Varicus other foma have besen tried by other rescarchers,
‘for insgtance ¢

()] v = A % BYy * b v:/ fParainiic)

N oy e  de M, (Hyperrolic)
() nw - %+ plog ¥, + 7,’% (Semfuloy Inverse)
{9) logv, = o + ?fvg : {(Log.inverse)

(10} 1log ,v’. - ot v, (Ma’xﬁ,al)

v{u) 'zgng vy = ol 4 )wa + yvg (Qagmparebolic) 2

The theory b;ehinﬁ the Engel curve formlstiohs has heen
sxtonsivaly deslt with by Stone, Allen end Sowley, Prals,
Bouthakker, Altchison an? Brout, Chaspermowns, Sremnivass
Iyengar, Salviz Zingh, and others, A bried caposition has
beon given in the rewiew of litersture {pp, 28.60), Here we

Siodals (1) to {5) ere repmduced from Prats and Fouthakker,
Q?'Oeitig Pga?.‘ ' .

%8alvir Singh, *The Role of Occupationsl Factors in Honsshold
Consumption tattems, ' Indlan Econcmic Review, Vol.3 (Dew Series),




ahall touch upol only s few points,
ngel Curve mﬁﬁmg;ng of Comnodities

To keep csloaistions within managsehle proportions it is
customary to group goods ints Lread Mur groups, The
need for grouping is twpliisd in Prals and Houthakkoer's
argunent: that for any specific iten of sypenditure 1t seans
unlikely that Incel curve uill have n positive slope at »

‘vory high leval of income,'0 Interesting remite are ttus
unlikxely unlass thare 1a some conmodity gmauaping, It s
interssting to note how Chaspernowne arrives at the smee
conclusion from x foimal and entizely differwnt mgle.
Denoting by !ﬂt,} s preferches function of commodity u,, tha

O | tundle of {0y o Uy 4 ees §,) DEF wedk is proferrad to the
‘\\hméuaf { %)+ ¥ 2 sis ¥y F whenover

£l > | AU an

The sbove inexelity mesnhs ebaia‘ e’ s prefermmoes betvem
two goote g, end gy mey b conpared indepmdent of the
~ scele of ons's oshsption of other woods g, and g,. This
Wil b realistic only Lf commoditics and serviees ave
grouped fats ' goods ' in mh‘ a way that mzamt goods

N A DO o -

105 1ui s and Hsuthaxker, opscit., p.16.
i £,G,Chagpparniowne, *Uncartainty snd Estimation in
Eoonamics, ' Vol,2; Bdinbung s Oliver and Doyd, 1069,.p.204,



matisfy differsnt wants, =.g. the wants for nourisiment,
lodging, wamth, clothing ete, *° T guch oases the preferesces
can be oxapared independently as suggested alwve, with g
saparate prefersice £xmeﬁoiz for sech ¢ good *,

Engel Curve and Elasticity T

The deternination of total expenditure elasticities
for estimating the influence of income on consmmption level
is one of the primary gosls of empirical analysie.}? Ignortng |
income redistribution effects, the choice of the form of
the tngel curve hag automatieslly implications for the

‘matginal propensity to consmeé and the income elasticity,
Phlips han criticixzed the linéarity aswamption since Iunaury
goods { intercept nagative } have then an income elasticity
that declines with indressing incame ( marginel prspensity
baing posdtive . One would an the otlar hand intuitively
expect that incoue elasticity increases with increasing
income for luxury goods.}> If 1% 1 assmed that slasticity
iz a linear function of total éxpenditure 1,6,

n = a + 'H!’a
then the copresponding Shgel form is sson to be { through
intagration ) 3 '

log vy = aaog»vﬁ-kh 7044:

12/ temm *total ewpenditure elusticity' immediately makes
it clent that total expenditure has hes usad as proay for
income, The income elasticity might be ten percent iess. See
Prais and louthaikar, op.cit.,p.:103. )

13, rHiips, op.cit,, p.1G9.
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the avefficients of vhich can be easily celculated using
standard leasgt smaresg method, I€ may bha gesn howvever thet
tha additivity ariterion will not be satdsfied in this

can®, It i8 thus clear that if some desirable propertios
are empected of t§3§ Engel fom then there is s corresconding
! smorifice in some other propezty,

L serious question valsed by our empiricsl study
relates to the fundamental dssué @ ghould there be one ngel
form for the entirs income range or §s 1t justi€fiablo to
segnent the income range intn thice smalle ranges ond derive
the Engel foxms separately ? Incone i3 = indicator of social
rank, Thus a household with an income of Rs, 2000 g,:ﬁ.
congidera itself to de guperior to a houselhdld whose income
19 only Re. 1000 per month, ivrespective of houechold =ize.
When per caplis flgurea are taken then 4t might turn out
thge; the two householda mpy be enjoving only the sme level
of consumption dus to the fsok that thae hidhey income
houschinld has 2 larger nunbser of househnld nembers. I it is
argued that sooisl rank has influence on consumpiion level
over snd above that af ner capites di sposable income then
some homogenous grouping of housshelds actording to socizl
rank seamg called for, Thus vhen houssholds are divided
into low, niddle and high income classes on tha hasls of
total tousehold esnonditure, and then the Engel curves ara
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fitted on the haslae of per capita values, the tﬁwlang
forms may be M&QQM to have taken into account sn
important factor. The gart of our investigations hased

e on thess nssumptions vielded remlts which appear to b
move roalistie, Thuz two conmmers purchasing certein
eﬁankttuc of a commodity at a particular conmmption level

q \ will yeact differently when their consomption lewel coes

up, depending upsn which Engel curve they axe on.

i) %

The foregoing are sms of tha theoretics:l considerations
whé:éh have had Sirect pelevance for tha ﬁmmh applied
work. In the following c@ba;attz: acme earllier empirical
studies on consumpticn re reviewed, with the ohject of
indicating the methods smployed, the natare of relevant
£indings and the trend of ressarch in this area in the
recent past, vhich -~ 1t is hopsd « will render ademuate
saprort to our mrvey. degicoh and sunlysis.



