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Outline

* Goal:
Estimate MPC out of Permanent Income using household micro-data
e Approach:

Consumption function based on PIH, Koyck Transformation, MPC as a
function of social characteristics, GMM-IV

e Key results
We obtained MPC levels for different social groups



Literature review

* According to PIH (Friedman, 1957; Hall, 1978) a household consumes
a fixed share of its Permanent Income (Marginal Propensity to
Consume)

* MPC depends on social characteristics (Tullio Jappelli and Luigi
Pistaferri, 2014)

* MPC is a crucial determinant of an efficient social policy (Ampudia et
al., 2018)



Model

e Consumption function:
Cie = MPCy Y exp(&f )

log(Ci,t) log(MPClt) + log( pt) +&
* Pl change is based on adaptive expectations:
Alog(v},) = A (log(Y,.) — log (Y}, 1))
log(Y, pt) Mog (Vi) + (1 — A)log( e )



Model

» After the Koyck transformation the model becomes as follows:
log(Ci,t) = Alog(MPCi,t) + Alog(Yi,t) +(1-—-4 )log(Ci,t_l) + ;¢
Wit = flct — (1 - A)fic,t—l

e After terms rearranging:

Alog(Ci,t) = Alog(MPCi,t) + A (log(Yi,t) — log(Ci’t_l)) + w; ¢



Marginal propensity to consume

* MPC depends on income level, number of people and children, education
level(Tullio Jappelli and Luigi Pistaferri, 2014; Ampudia et al., 2018; Dimitris
Christelis et al., 2019).

» Mlog(MPC; ;) = BPDecile;; + BFPeople;; + BCChild;, +
B>School;; + B"HighEduc;; + B*Year,

* The final model:

» Alog(C; ;) = BPDecile;; + BPPeople;, + BCChild;, + B5School;; +
B"HighEduc;, + BYYear; + 2 (log(Yi,t) — log(Ci,t_l)) +&i —
(1 —=2)& 11



Endogeneity problem

* Possible inconsistency problem due to endogeneity:

« cov(log(¥ie) — 10g(Cier), €6, — (1= M)EF,_,) # 0
* Endogenous variable log(Yi,t) — log(Ci’t_l) is instrumented by
log(Yi,t) — log(Yi’t_l) (Abowd and Card, 1989; Blundell, 2008)



GMM estimation o

Coefficient 5D

log(Yi) —log(Cicq) NURTid 0,01

Income deciles Yes
Number of people Yes
Number of children Yes
Yes
Years dummies Yes

Yes
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MPC estimations for different social groups

» Mlog(MPC;) =3B/
* We take households from the year 2016, in the 5th

income decile, consisting of 3 people, with one child, whose heads have
higher education
) 6]
¢ MPCl,t —_ eT
«j ={D,P,C,S, H}—index of belonging to one of the dummy variables
group {Decile; ., People;,, Child; ¢, School; ¢, HighEduc;,, Year;}.

* [—index of the element from group j. For instance, for the group Decile; ,
it is a decile number, which a household belongs to.



Number of | people | people | people | people | people | people | people Number of child1

people 1 p 3 4 5 6 7 children

033 038 041 044 045 046 048 038 045 047 050 052
Decile | decile decile decile | decile | decile | decile | decile
number | 1 4 6 7 8 9 10
0,73 057 052 047 045 044 041 039 035 03

Observation period year2001
MPC 0,8

year2002 year2003 year2004 year2005 year2006

0,75 0,68 0,64 0,63 0,57

Observation period year2007 year2008 year2009 year2010 year2011 year2012
MPC 0,55 0,51 0,48 0,51 0,49 0,49

Observation period year2013 year2014 year2015 year2016
MPC 0,48 0,46 0,44 0,45
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Conclusion

 MPC levels are a crucial parameter of a targeted social policy
* MPC level decreases with income growth

* MPC level increases as numbers of people and children increase

* Households spend a smaller share of the Pl on current consumption
as times goes by



.
. . O
L . L .
. H
. .
. . T
-
. - -
.
lo . * . . .
. - L]
. .
. . . *
. LI
. . " . .* *
. . . . . .
. . .
- . Ly . .
. . - . . *
. 3 .o
. - ¢ o =
. * -t ., 4 . O ® e . *
. -o L) - -
. of ~LC00 | ¢ ] .
- * - .
.
- ¢ e, -u‘ o s . " ., A
o . * -- -* .
~ . . . .
ot e, do e . " ¢ = .
. - I ] L 1= O . . .
- L . l.' e * g5 L
. . * & . * T 1
o-u S .o . PP " * T .
. . . . . .. - 5 -
“ . ® . R \o . .* . . .
.. .
’ . .8 oo- o.- -“n -oo-o l” * * . ao u.-- i ol u -u r L] e
. Cq o 8 * M. . o . ﬁo- . * un-o e .
. e v e ocl A - --u- LT -oo 1 L
* ¢ e ._e -"M. " S-l-o ”o.l . oon. *
e eyt oy - .. L . .
“ .S- l-l . .y W-P \o ou-o- o.--c ce® r e
-o - - o .. o.- . u-mlu\ o, Ho . " . -
§ . e L, *r e .. LA lﬂ-.no 2. . * - - - *e
. - -o-. o‘oo P-.Mo.-\u-@-n--o\--o L --ono.n .
= R ' -M- Ho”nn“ lo-ao-uo- . nocul ‘-on- et ooo
o "me o.lo”o._-hP.-“ --a- bo-\‘u-ﬂ -n...-.'..n-no .
.. Ber e f.°} *eo uo--uu—olc . lnroo . -" =
i . .loo -.’ i, : M oo*n s N A .0 * R =l ¢
. “ s P-.ﬁ . ..Jc n—ur.-\ﬂu. e 08 ey . .
o e’ : m
.

.
L
.,
-
.
-
.

.
. -

&
¢ e o
.
)
%'
« u*
L]
'..

P

'
(=4

C

25000-

100000 -

-
»l

i
/

Obnako pacceaHma ana 2016 roaa

anHaugadLol

100000

[Noxeon

50000

25000



[ McTorpamma 4oxXoaa

300-

[

(=]

o
'

Konuyectso

100~

0 25000 50000 75000 100000
Hoxopn

Koval Pavel. Estimation of the consumption function of Russian
households using RLMS microdata



KonuyecTtBo

[ncTorpamma noTpebaeHmns

300-
200-

100-

et bl i bbb s

0 25000 50000 75000 100000

Koval Pavel. Estimél%%e%?etwg consumption function of Russian
households using RLMS microdata



