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ABSTRACT

In this essay, time series data and cross-section data are combined. Urban
Residents’ marginal propensity to consume in Jilin Province is calculated
by adopting Extended Linear Expenditure System (ELES). According to
the calculated result, the changes of urban residents’ household

consumption structure are analyzed.
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INTRODUCTION

Inthe operation of macro-economy, residents’ con-
sumption demand, whichistheultimatedemand, isthe
fundamental power of economic growth. Marshdl, Brit-
ishfamouseconomist, oncesaid, “The final moderator
of al thedemandsistheconsumers’ demands.”™ The
market space, whichisprovided by consumer demand,
can fuel economic growth greatly from two aspects,
oneisdemand, and the other issupply. Consumptionis
the premise. Production must be subordinatetoit al
the time. Supply must be subordinate to demand.
During analysing the operation of macro-economy and
economic growth, consumption structureisavery im-
portant factor, which cannot be neglected. Reasonable
consumption pattern can drivetheupgradeof industria
structure and employment structurein abetter way.

The GDPof Jilin Provincein 2012is1193, 782
billionYuan. GDPper capitahasincreased remarkably.
It reaches43.4 thousand Yuan, thed eventh of thewhole
country, and thefirstinthemiddleregions. Inthemiddle
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and western provinces, Jilin economic and social de-
velopment increased rapidly. Thisindicatesthat Jilin
Province has comeinto abrand new stage: peopleare
richand the provinceispowerful. Urbanresidentsare
about to begin anew round of consumption upgrade.
The new consumption upgrade placesmoreemphasis
on devel opment and enjoyment. Thismakesthe high
growth industry group becomethemajor driveinin-
dustry upgrade and economic growth. Thisisthemost
reliable support in continuous and rapid economic
growth at present and evenin future. Therefore, itis
necessary to study and analyze variation tendency of
urban res dents’ consumption structure further, and guide
residents’ consumption idea and behavior better.

BASIC CONCEPTS

Consumption

Consumptionisaprocessinwhich peopl€e’s vari-
ousdemandsare satisfied by making useof socia prod-
ucts. Consumption can bedivided into productive con-
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sumption andindividua consumption. Productive con-
sumption refersto the use and consumption of produc-
tion goods and labor forcein the process of material
goodsproduction. Individua consumptionreferstothe
behavior and processinwhich produced materia goods
andintellectual productsare used to satisfy individua
living needs. In this essay, the consumption refersto
individud consumption.

Consumption Sructure

Residents’ consumption structure refers to the pro-
portiond relation of variouskindsof consumption goods
(including labor force) which are consumed in the pro-
cessof residents’ consumption in a certain social and
economic condition. Many factorscan affect residents’
consumption structure. The main factorsamong them
are: resdents’ disposable income, consumption habit,
consumption environment, public palicy, etc. Resdents’
disposableincomeisthe most important among them.
Thedisposableincomeleve decidesnot only the con-
sumption level and degree of reasonable consumption
structure, but the tendency of consumption income,
whichisclosely related to disposableincomelevd, is
asoavitd factor which restrictsthe pulling function of
consumption to economic growth.

Residents’ disposableincome

Resdents’ disposable income is an important index
which canreflect resdents’ living standards. It refers to
thetotal sum of residents’ final consumption expendi-
ture, non-obligatory expenditureand savings. That is
theincomewhich can befredy dlocated by urban house-
holds. The specific components of disposableincome
are: thetotal income of househol dsdeduced individua
incometax, socid security feespaid by individua. The
total incomeof householdsincludesthesdaries, netin-
comefrom operations, funded income, and transfer in-
comeof dl themembersin thehousehold duringinves-
tigation. It doesn’t include the income for selling prop-
erty and credit.

Marginal propensity to consume (M PC)

Margina Propendty to Consume: theratio between
consumption changesand incomechanges. That isthe
changes of consumption caused by oneunit changes of
income. Marginal Propensity to Consumeistheslope
of consumption curve. Itsvaueisusudly apositivenum-
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ber whichislarger than O andlessthan 1. Thisindicates
that consumptionisincreased with theincrease of in-
come. But theextent of consumption growthislessthan
theextent of incomegrowth. Thatis, Margina Propen-
sity to Consumeisdecreased with theincrease of in-
come.

Consumption elasticity

Theedadticity in economicsreferstothesenstivity
of certain ratio of changesof onevariableto another.
The concept can beused among dl variablesaslong as
they havethe causal relation. Thecausevariableisof-
ten caledindependent variable. And thevariable caused
by independent variableand produced changesiscalled
induced variable. Inthisessay, consumption elagticity
referstothesenstivity of resdents’ consumption changes
caused by the changes of disposableincome.

THEINTRODUCTION TO EXTENDED
LINEAR EXPENDITURE SYSTEM

Inanalyzing residents’ MPC, LES and ELES are
often used in analyzing variation tendency of urban
householdsto different kinds of consumable’s MPC.
And ELESisamore advanced econometric technique
inanalyzing and predicting consumption structure at
present.

ELESincludesthe effects of incomeand pricesto
residents’ consumption structure. It regards the resi-
dents’ consumption expenditure as related and restricted.
Hence, it cantotally reflect theindexes of residents’
consumption structure®. Let’s introduce ELES in the
following part.

In 1954, in order to study the quantitativerelations
between residents’ consumption structure, R. Stone,
whoisthe British famous economist, Nobel Econom-
ics PrizeWinner, proposed thelinear expenditure sys-
tem of demand function onthebaseof utility function®.
Itsbasicformis:

Vi=PiXi+bi(V-ZPkXK) (i=1, 2, 3......) )

Informula(), Vi istheconsumption expenditure
tothei kind of goods. V isthetotal consumption ex-
penditure. Itisthesum of Vi. Xi isthebasic demand to
thei kind of goods. Pi Xi isthebas c demand expendi-
turetothei kind of goods. bi isthe percentagewhichis
used to purchasethei kind of goodsbeyond thebasic
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demand expenditure. Itiscaled marginal budget ratio.
In 1973, without changing the basic principle of the
modd, CsLluch, British economist, modified model (1)
intwo aspects: (1) disposableincomeY isused to sub-
stitutefor total consumption expenditureV, (2) MPC
Biisusedto subgtitutefor margind budget ratiobi. Thus
Extended Linear Expenditure Systemisformed. The
modd is.

Vi=PiXi+pi(y-EPkXk) =1, 2, 3...n )
Conflate PiXi and Bi”PkXk in model (2), make

ai= PiXi-BiZPkXk €)
Thenformula(2) becomes

Vizai+piY )
ni=piYNi )

By using ordinary least squarestoformula(4), the
estimated value of . 10Bi can becal culated. According
modd (5), thedasticity of al kindsof consumer goods
can becalculated..

THEAPPLICATIONOFELESIN
THEANALYSISOFURBAN
RESIDENTS CONSUMPTION
STRUCTURE INJILIN PROVINCE

Collection and analysisof thedata

The main data are: the table of the mean of per
capitaconsumption expenditurein Jilin urban house-
holds, and disposableincomeof urbanresidentd*® from
2006 to 2011. Because of thelimited space, thetable
of themean of per capitaconsumption expenditureand
disposableincomein Jilin urban householdsisnot listed
below.

Theuseof themodd and calculated result

Apply the cross-section datafrom 2006 to 2011
to Model (4), Undergo regression analysis by using
SPSS. TheMPC of different consumption expenditure
(TABLE 1) and the consumptionelasticity (TABLE 2)
can becalculated.

RESULT ANALYSIS

i) Traditional food MPC isgreat. Thetendency is
fdlingafter risng. But residents’ consumption lacks elas-
ticty.

From 2006 to 2008, the M PC of food expenditure

TABLE 1: theMPC of Jilin Urban Residentsfrom 2006 to
2011

MPC 2006 | 2007 | 2008 | 2009 | 2010 | 2011

food 013 [ 0.13 | 0.15 | 0.14 | 0.13 | 0.11

0.08
0.03
0.06
0.11
0.08
0.06

0.08
0.04
0.08
0.07
0.06
0.06

0.09
0.05
0.06
0.08
0.07
0.07

0.09
0.04 [ 0.04 | 0.05
0.09 | 0.06 | 0.04
0.15 [ 0.01 | 0.1
0.05 | 0.06 | 0.05
0.06 | 0.05 | 0.06

TABLE 2 : the Consumption Elasticity of Jilin Urban
Residentsfrom 2006 to 2011

dress 0.10 | 0.10

acilities and services

medical care

transportation and communication

education, culture and entertainment

habitation

consumption elasticity 2006 | 2007 | 2008 | 2009 | 2010 | 2011

food 047 | 053 |1 057 | 054 | 054 | 047

dress 1.02 | 0.82 | 0.95 | 0.86 | 1.01 | 1.02

facilities and services 1.10 | 112 | 1.14 | 1.09 | 0.89 | 110
medical care 066 | 1.12 | 0.87 | 1.07 | 0.79 | 0.66
transportation and communication | 1.13 | 1.01 | 1.10 | 1.56 | 1.15 | 1.13
education, culture and entertainment | 0.65 | 0.66 | 0.82 | 0.68 | 0.74 | 0.65
habitation 076 | 067 | 068 | 064 | 0.62 | 0.76

inJilinincreased gradud|ly. Theincreasereached 12.7%
from 2006 to 2007. Themain reasonsare: on one hand
thepriceof farmand sideline productsincreased gredtly;
on the other hand in 2008, Jilin per capita GDP was
3920 dollarswhich showed thetransitionfrom smply
having adequatefood and clothing to fairly well-off.
Residents’ food consumption structure entered an up-
graded stage. Accordingto el asticity theory, whenin-
comeincreasesto acertain amount, the M PC of food
expenditure decreases gradually. From 2008 to 2011,
theMPC of Jilinfood expenditure decreased continu-
ously. The demand of food expenditure waited for a
new round of upgrade. Jlinisthetraditiona agricultura
province. It’s necessary to develop traditional competi-
tive industries. Deepen food processing industries.
Optimizethelayout of industrid structure. Spur thebe-
nign devel opment of the province economy.

i) Theconsumption dasticity of dress, facilitiesand
sarvices, trangportation and communicationisgrest. But
the MPC of dressislarge, the MPC of facilitiesand
services, trangportation and communicationisless.

According to thegroup standard of World Bank to
variouscountries’ income level in 2010, Jilin per capita
GDPhasrisento 38, 460 Yuan in 2011 from 15, 720
Yuan in 2006, which indicatesthe devel opment from
the lower side of medium level to the upper side of
medium level. Therefore, inthe processof thetransi-
tion from adequatefood and clothingtofairly well-off,
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or eventowedlthy life, with the accel eration of techni-
cal renovation and the changes of consumptionidea,
with materid consumption demand met, residentsseek
for morespiritual consumption. Therangeof consump-
tion isbroadened day after day. Hence, the devel op-
ment space of thethreeitems’ consumption expendi-
tureisgreat. With theinformation technical renovation
and thewidespread of internet, e ectronic productsand
services, and transportation and communication have
met unprecedented opportunities. Deve oping consump-
tionintheseaspectsisnot limited by resources, such as
land, energy, etc. It can optimize consumption struc-
ture. Soresidentsshould beguided to transit from ma-
teria consumptionto spiritual consumption.®

i) Urbanresdents’ consumption of entertainment,
education, culture, and servicestendsto be more per-
sond. Thevariation of theMPC isnot stable.

The MPC and consumption dasticity of Jilinurban
resdents’ consumption of entertainment, education, cul-
ture, and servicesareless. With the better living stan-
dard, in the process of transition to wealthy life, the
demand for spiritual consumption will be moreand
more. The development space of consumption expen-
diturein entertainment, education, culture, and services
will begreat. Devel oping expenditureinthisfieldisn’t
limited by material resources. So entertainment, edu-
cation, culture, and services should be enriched con-
tinuoudy inorder to meet resdents’ constantly improv-
ing demand inspiritua consumption products.

iv) TheMPC of Jilin expenditurein transportation
and communi cation tendsto decrease year after year.
But theincomedasticity occupiesthemaost inthewhole
consumption structure. Thereasonis:. inthe period of
adequatefood and d othing consumption, the consump-
tion expenditurein transportation and communication
occupied smal part. It’s the last in various consumption
proportion. So thed asticity of consumption expendi-
tureintransportation and communicationisvery gredt.
Withtheincreaseinincome, the changesof consump-
tion structurefrom adequatefood and clothing tofairly
wdll-off, the stateinvested alarge sum of money inin-
frastructure of trangportation and communication. This
makesthe cost of transportation and communication
decrease greatly. The M PC of trangportation and com-
muni cation expenditure decreases. The reduction of
transportation and communication cost provides con-

veniencefor urban res dentsto expend transportation
and communication consumption and advance con-
sumption level. Theincreaseinincomemust spur the
upgradein trangportation and communi cation consump-
tion, andtheincomedadticity of consumption mustin-
creasefurther. Thesetwo factorsinfluence each other.
Thismakesurban residents’ transportation and com-
muni cation consumption becomenew consumption hot
Spot.

v) JlinhabitationMPC tendstofal after rise. Habi-
tation consumptionlackseagticity.

From 2006 to 2008, urban residents’ habitation
M PC tended to rise. With theimproving living stan-
dard, residentstend to improvetheir housing condition
naturally. But after 2008, the priceof housingincreased
greatly. Theincrease of residents’ disposable income
cannot matchwith theincrease of housing price. Hence,
urbanresdents’ habitation MPC tends to decrease. On
thewhole, urbanresidents’ habitation income elasticity
of consumptionisbetween 0.6 and 0.8in recent years.

CONCLUSIONS

Jlinurbanresdents’ consumption in transportation
and communi cation hasbecome anew consumption
hot spot. Theelasticity of consumptionin transporta-
tionand communicationisthelargest inthewholecon-
sumption structure. So we should invest morein order
tomeet resdents’ growing consumption demand. Food
and clothing aretraditiona competitiveindustries. The
MPC of consumption expenditureisgreat. Weshould
devel op deep processing in food industriesand build
up brandsin clothing industriesin order to upgrade
them. Thevariation of MPC inurbanresidents’ enter-
tainment, education, cultureand servicesisn’t stable.
But infuture, thedeveloping spaceisgresat. Therefore,
themoment weincreaseres dents’ income, through op-
timi zation and upgradingin consumption structure, we
should improvethe optimization and upgrading of in-
dustrial structure. And spur the rapid increase in
€conomy.
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