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1. Introduction

• Increase in food prices

• Compensation for social welfare recipients

• CPI good measure of cost-of-living changes?

• Quantifying the substitution bias

• Focus on the food commodity group
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2. COLI approximation

(1)

• Parametric approach

• Estimation of an Almost Ideal Demand System 

(AIDS): 

(2)

(3)
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2. COLI approximation

• Price elasticities:

(4)

• Expenditure elasticities:

(5)
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2. COLI approximation

• why AIDS?

→ flexible functional form, as the AIDS expenditure 

function is a second order approximation to any 

expenditure function

→ easy derivation of the expenditure function by 

applying duality theory

→ Slutsky symmetry, homogeneity of degree zero in 

prices and expenditure and adding-up condition 

imposed by parameter restrictions:
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3. Data

• German income and expenditure survey

→ every five years (1988, 1993, 1998, 2003)

→ 0.2% households in Germany covered (75,000)

→ stratified quota samples 

→ “detailed log book” for food-, beverage- and 
tobacco-commodities

• Nine staple foods chosen

→ high data availability

→ no quality change
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3. Data

• only couples with children under eighteen to 

ensure homogeneity of the sample

• for 1988 we have 2581 observations

• price data from the official German consumer 

price statistic
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4. Results
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4. Results

Table 1: Laspeyres type CPI and COLI, base year 1988.
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4. Results

Table 2: Uncompensated price elasticity matrix, 1988.
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4. Results

Table 3: Expenditure elasticities, 1988.
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5. Conclusion

• Reasons for the unusual result of negative 
substitution biases:
→ by assumption homothetic utility functions, 

otherwise dependency from the reference utility 
level

→ no substitution behaviour

→ no utility maximizing behaviour

• Data availability for COLI calculation week
→ no superlative index number calculation possible

→ possible solution: yearly expenditure survey on 
staple food goods
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6. Work in Progress

• Non-parametric approach

• Blundell, Browning, Crawford (2003)

• Using revealed preference and non-parametric 

Engel curves to tighten the bounds around the 

COLI

– no assumptions about specific form of the 

underlying utility function necessary

– testing data for consistency with utility maximizing 
behaviour  


