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CHAPTER Xt

***** ***** •rmmjsncm mm^mm

Tim classical theories of consumption behaviour 
seek to explain the individual consumer* s iMdiaviour in 
terns of utility ma:?dtnizBtio«. Although many of the 
cosuit* decivddi apply to time sects* data# synchronous 
cross-sectional empirical analysis also needs to he validated 
hy a similar plausible theoretical franeMxafc* Methodological t 
problems vhich arise in applied vosSt often involve 
throrot&eal considerations and it is the object of the 
following paragraph to discuss certain issues closely 
associated with our study.

The Concept of the Topical Consumer

£>amand analysis originates with the Individual consumer 
and assumes his set of preferences as given* In family 
budget studies hoscnrer the households’ expenditure on 
commodities and services are aggregated for each item and 
averaged in rose suitable manner to derive per capita



19

eag>endituses, td&Ch am supposed to reflect btm behaviour
!

of 8 single consumer* tfhso households ate elaailflad into 
Income dftisos and the mesit per capita append! tuxes are 
worked out on the Various items a further supposition la 
made that these figures reflect the behaviour of a single 
consumer as Ms income moves to higher leads*1

Phlipa states that applied econometricians generally 
ignore tha aggregation problem citing ifeuthakker and Taylor 
that of ell the errors likely to he made in demand . 
analysis, the aggregation error is the least troublesome* *“
It la* however, more iirpsrtant to consider hoe far" the 

concept of a typical consumer operating at different income 
levels, ea derived from study of budgets, is tenable, ©a# 
basic asmimptlce of all consumption studies fa, the 
rationality of eon earner behaviour vith implications such 
aa that a consumer *111 consistently try to mtximiw* his

satisfaction etc, a. second assumption la that consumers
\

in general react In substantially the sate manner and any 
differences are due to the result of differences in'

%ai excellent treatment of the theoretical requirements 
for cross section budget study la found in L.ehiips, applied 
Consumption Analysis, Amsterdam s North Holland s?ubl<,Co#,i974, 
especially chapter IV, op»91-US,

2H,HoutbaXJcer gad Taylor $ Consumer demand in the 
united states,' 1929U.70, cited in h, Philos, Ibid,, p.100.
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cixcunetances*3 time* if all circumstances i household state, 

composition, geographical region, occupation ate* ) eseeapt 
income are leapt some than any differences notices in the 

consumption behaviour ean be attributed to the effects of

\ income* The concept of a typical consumer is time* seen to 

toe quite plausible, as cross-section studies are generally 
done at a single point of time only the above procedure seen#

1\ to lie the moat ideal* This however raises the issue of the 

circumstances which influence the preferences of a consumer, 
VhiCh of them ere to toe taken Into account, how they are 

to toe controlled and which could toe sutomrsed under the 

error tern*

the Ceteris Postbag Condition

flsr a long■ time only income end price were deemed 
worthy of. study in the field of consumption behaviour* The 

ignoring of other economic and fuss^eosnomie varinhles under 
the ceteris paritous clause might have been justified in 

Hartfiallian ere, when wants were relatively limited, tout in 

the modem age it is necessary to be more rigorous in resorting 

to this condition*

household composition and sire ere major determinants 
of the variations in the consumption pattern of households.

*

See s.j.Prais and H^s#ifcuth&kkeir, The analysts off Family 
Budgets, Cambridge s University Press, 195$, p.'s.’ t”trr-",n,,J,,1u''“',"”*"?



JSouthakker haa cautioned against ignoring household atm 
arguing strongly* * that *in most samples of housOhold 

erpondituresthat ara available thera is a positive correlation 
between household incase s«d household else* 09 that biased
estimates will result if household sits is not explicitly

\

treated. Secondly, variations isi household size have

comparatively large offsets or consumption* go that in most
samples of household expenditures the magnitude of the

variations in consumption due to hourahold-.otsBe .. vari ation» . -

is* for gome commodities* grantor than that due to income
variations* * as pointed oat by Phlipe variables tddcfh have

systematic influence on eon sorption i-Meh air© observable
scannot b© subsumed under the error ten*.

lha problem of developing a suitable consumer equivalent 

scale < discrete or continuous* and coenmodity«-id.se) has been 

tbs subject matter of numerous studies since the time Praia 

and Bouthalcker reactivated Interest in this topic* for our 

purpose a uniform scale for all items based on age mis adopted.
< vide p. 7i|,

Choice of Explanatory Variables

The preferences of a consumer are the result of numerous
and varied economic* social and psychological factors. Seme

4s.J„Prais and H^s.HouthafcJcer, ibid.* p*69.
*t,Phlip«. op.oit..p.96. .
^j.aiokiaRd, Continuous Consumer Equivalence Seales* /Martinas 

Sijhoff* WGm (See ’i^SEftioiSrai^bgr''thara'for 'sdditi«5nti' raf er*s»ees}
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of these preferences h»v« beccma stable through habit
formation, aoia« see potential# that ic,«iU manifest

♦

themselves at a future date due to the effect of lags, 
same way he of a transitory nature t the preferences may 
eln he to sane extent interdependent with those off other 
households due to demonstration effect. This may be true 
of sepectally conspicuous items of expenditure* faced with 
this aituation the researcher ti tempted to involve many 
variables* o» the other hand this nay necessitate partitioning 
the sample into numerous homogeneous sub*samples thereby 
reducing the sample alee considerably so that it might 
not he possible to draw any meaningful conclusions* The

l

researcher has therefore to limit Me study to a reasonable 
number of explanatory variables.7

Sngcl Curves

An angel curve describes the functional relationship 
between expenditure on a commodity or service and total 
income ( or any suitable proxy ). the following forme have 
been tried by Praia and ^puthaKkar }

7The belief that only a raultidieciplinery approach am 
provide greater insight into the complex behavioral patterns 
of consumer behaviour is reflected in recent softs such as 
that of o*H#sailo» <7r*, a waat»Msrareby Approach to the Theory 
of Consumsr Behavior. Ph.», Thesis* university of KlcMgan, 1974.
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(IS log *p 01 + |«O0 *0 Chog linear or double log)

(2) log V|, (Log inverses

(3) *i <9 " * plod Ve (SesdUlog)

(4S vi *» <**l% (Linear?

CSS *4

where Vj

«s o # P/v^ (fJypertolic)
„ ' / v

i# ex&eoditiii* on ith eossaodlty and v0
repreaant# total incooe.8

■ ■ Various other fossa have been tried by other researcher##

for Instance *

(6S vi m. <* 4 j3 V0 4 V v* (Parabolic)

CIS vi m 01 ♦ FA-e, (nyoerisollcS

(8) se ot 4 pog v0 + ^ (Serai-log inverses

(9) lot v4
m » O'* H (log-inver##)

Cios log m «* (exponentials

Cits log Vj m c* 4 jSV0 4 (log~parebolic) 8

The theory behind the angel curve formulations has been 
extensively dealt with fey Sterne# Alien end Bowley, Praia, 

Boufchakker, Alte&iaoo and Ssosti, Cheeipettiewne* Sreenivas*
Iyengar# Balvir sin$h, and other#* A brie# exposition ha# 

been given in the review of literature fpp» 29-60)„ Bare we
Models Cl) to CSS are reproduced free ^nis and %uthafckarv 

op.cit*, p«87.
%alwtr Singh, *lhe sole of occupational Factor# in %as#hoia 

Consumption Pattern#, * Indian Sconomic Eerlor* Vol, 3 (Star Series) # 
i960, pp.95-110.
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shall touch «$>on only » fair points*

ElageX Cams and Grouping of CgMBiedttios
t

To hoc? efilodfittoai within iR8BaQ«^ls proportion* it is 
eastcoHiiy to group goods into hroad ocoraoaity groups* Tfeo 
nssft for growing is ioplioa in MAo and MouthaWter* ■ 
nrgoBM#t that for any spsoifi© it** of eitpettAifcure it£ ***** 
unUfcely that sngsl earns til! have n position slops at « 
wiy hi#* !«?*& of inoo****0 interesting msotts art than 

unlikely amass thorn is sans ©ceerodity grouping* ft is 
intorasting to not* tow ctoai8petrio**»# arrives at the soso 
eonclusteo from « foaasl and entirely different «»gle* 
&«noting hy a pmferoisee function of ©oomodifey i*^ tfc*

^ I bundle of *- ». ta^) per wade is preform® to the
' \ handle ©f C Vj * tig * • #* vB f whatever

%(%> > >i^i> ill)

The eibov* inequality oeens that one's proferonoe* hetman
too goods t may 'ho compared independent of the
seal# of one's o-*mirapfcion of other goods and g^« This 
tail! ho realistic ©my if ©owrodifciea and services am 
grouped into * goods * in such a mt that different goods

^xsii* and finuthaVker, ©p.eit., p,l6*
11 »*G»Cha*psiBc»s*e* •oncortainty and Estimation in 

Socaorsics, * Voi»2* Edinburg * Oliver m& <3oydr J9&g*p#26«*
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satisfy different wants, e.g. the wants for noarldbmmt, 
legging, wamtih, clothing etc,4 In mesh eases the preferences 
can he compared independently ae suggested above, with « 
separate preference function for each * good *,

shgdl Curse and Rlnetlclty

ifce^ fistsurination of total expenditure elastic!ties 
for estimating the influence of ineoms on consumption level 
is on® of the primary goals Of empirical analysis.12 ignoring 

income redi at ribution effects, the choice of the form of 
the Sngsl curve has automatically implication® for the 
marginal propensity to consume and the income elasticity,
Phlipo has criticised the linearity assumption since luxury 
goods C intercept negative I have then an income elasticity 
that declines with increasing income C marginal propensity 
being positive ). one voalfi on the other hand intuitively 
expect that income elasticity increases with increasing 
Income for luxury goods.13 If it is asstmed that elasticity 

is a linear function of total expenditure i.e.

n ** e * bv,o
than the corresponding Ehgai form is seen to be < through 
integration ) *

log » a log v^ + b vQ * e

12fhe term * total expenditure elasticity1 immediately maikes 
it cleer that total expenditure has bean used as proxy for 
income. She income elasticity might be ten percent less. See 
Praia and %uthatker, op.cit»,p«103.

13L.Phlips, op.cit,, p, 109.
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tfc© eoefficieofes of which can ho easily calculated using 
standard least squares method. St may be seen. however that 
the additivity criterion td.ll not be satisfied in this 
earn. It is thus dear that if acme desirable properties 
ere ©speetad of the Sfcgel form then there is a coiaresponding 
sacrifice in some other property*

a serious question raises by our empirical study 
relates to the fundamental issue # should there be one Bagel 
form for the entire income rang© or is it justifiable to 
segment the income range into three smalle* ranges and derive 
the Sage! forms separately ? Income is an indicator of social 
rank* Thus a household tdfh a*v income of R©« 2000 p.ra* 
consider© itself to be superior to a household Whose income 
is only Rs* 1009 per month, irrespective of household site. 
'When per capita figures ere taken then it might team out 
that the two households may be ©aJoying only the ®*fa© level 
of consumption due to the fact that tha higher income 
household has a larger number of household members. If it is 
argued that social rank has influence on consumption level 
over and ©hove that of per capita disposable income then 
9338 homogenous grouping of households according to social 
rank seams called for. Thus when households are divided 
into low, middle and high income classes on the basis of 
total household esspenditure, and then the mgdl curves ore



fitted m the basis of per capita values* the cssttlting 
forms may be considered to have taken into aooount m 
important factor. Vhm part of our investigations based 
on these assumptions yielded results niisieh appear to be 
mote *eall stic. Thus tuo eoitaucsers purchasing certain 
quantities of a oomsodit? at a particular con sumption level 
dU react differently when their consumption level goes 
up# depending upon tMch Engel curve they are on,

^h© foregoing are asm© of the theoretical considerations 
which have had direct relevance for the present applied 
serfs. In the following chapter soma earlier empirical 
studies on consumption are reviewed# with the object of 
indicating the method* employed# the nature of relevant 
findings and the trend of research in this area in the 
recent past# which ~ it is hoped - will render adequate 
support to our survey desi^i and analysis#


