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ABSTRACT

Using Korean household data, this paper examines how consumption of durable
goods is determined. Previous studies report that the standard Permanent Income
Hypothesis (PIH), while being broadly consistent with non-durable goods consumption,
provides little explanation for durable goods consumption. In this paper, we consider
the (S, s) model as an alternative to the standard PIH. The (S, s) model predicts that,
because of fixed adjustment costs, consumers make no adjustment to the durable goods
stock until deviation from the optimal level becomes large. When the adjustments are
made, the durable goods stock attains the optimal level. In order to test this prediction,
we examine the intra-temporal relationship between non-durable goods and durable
goods consumption and intertemporal changes in durable goods consumption, using data
from the Korean Household Panel Study. The results show that, while the standard PIH
is rejected by the data, the (S, s) model is not.
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CE 1> U 2H9] =

LAY AH[9l =8 BT

AA 74A WA A& #AFA 5 =0

HY A A& #SFA] >0 4,792 651
HI 2] A& #5A] F >1 3,754 417
HY A A& #ZFX] 7>2 3,225 304
HY A A& #S5A] 73 2,819 245
HIW A A& #FX] 74 2,602 225
B A X&E B=X 5 2,052 174
(S, s) #etel =

s z2733 st gt
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LHARH A9t (S, o) 28: 7IAERE &

CE 2> U8 AH[F IR AH[9] 2

S5HT 10g K, FEYH: OLS
(M () ©) ) 5)
. At 71 24 (A 7] 24 F
[e]
A A Xl‘dﬂi@wl]%ﬂi@%&%ﬂi@%&%71 x4 7
log C, 0.834 0.690 0.831 0.634 0.752
(0.028) (0.033) (0.045) (0.043) (0.053)
dlog Y, -0.058 -0.029 -0.060 -0.061 -0.133
(0.024) (0.028) (0.038) (0.037) (0.047)
#HEA 5 9,739 5,504 4235 2,761 2,709
R’ 0.134 0.131 0.155 0.117 0.172
S5 gk, FIYH: OLS
(6) @) ®) ) (10)
. At 71 2 (A 7 24 F
A A 7(]"]1_'715—]3%;‘]%7]5—@—?‘&%7]5@%&%7]i;§$
log C, 0.806 0.602 0.827 0.563 0.709
(0.033) (0.041) (0.046) (0.055) (0.055)
dlogY,_, -0.009 -0.007 -0.076 -0.027 -0.144
(0.029) (0.037) (0.041) (0.049) (0.051)
AEA] 7187 3399 3788 1582 2486
R’ 0.139 0.086 0.153 0.078 0.153
EEHT log K,— log K,_, FT3YH: OLS
(11) (12) (13) (14) (15)
} At 7] 24 7| A 7 24 F
Z At ZA o 2% ZA B
! Xﬂ ]1_ 7] 76 T ] 7] ;% T & %7] }_;g_ﬂ_ & %7] }_}g l:"—
Jox ¥ -0.013 -0.017 -0.078 -0.039 -0.147
08 Li-1 (0.029) (0.037) (0.041) (0.049) (0.051)
#EA & 7187 3399 3788 1582 2486
R’ 0.029 0.013 0.035 0.016 0.041
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CH 3> LA AH[Q 7|ZF 7+ Ha}
S5 dlogk, FEGH: Erds
1 @ 3) “) ®
. A 7 23 F| A 7 2 F
2 A 7] 24 S| At 7] 24 =
A Al It 7] 24 7| A 7 =4 F & 27 24 & & 27 24 =
Sow v -0.094 -0.045 -0.140 -0.014 -0.332
o8 L (0.039) (0.051) (0.057) (0.086) (0.128)
w3 5 4,528 2,084 2,444 943 757
R? 0.012 0.002 0.017 0.008 0.004
T ETHTE dlogY, % dlogY,_, %
S5 glogk, FEYH: OLS
(6) ™ ®) ©) (10)
A 71 2 F| A 7l 24 F
2 it ZA L 15s ZA X
Al 7\1] ;q\_ 7] S T Z] 7] S T & %7] i;g % & %7] }.7@ ko1
o 0.028 0.015 0.039 0.001 0.076
08 L1 (0.012) (0.015) (0.018) (0.032) (0.044)
AZx) 4 8,374 3,864 4,510 1,582 1278
R’ 0.139 0.086 0.153 0.078 0.026
S5 gk, FIYH: OLS
(11 (12) (13) (14) (15)
] A 7] 23 F | A ) 24§
2] it ZA L 15s ZA X
Al 7\1] ;q\_ 7] S T Z] 7] S T & %7] i;g % & %7] }.7@ k1
logK,_, 0.934 0.909 0.942 0.755 0.658
(0.005) (0.007) (0.007) (0.014) (0.018)
dlog Y,_; 0.027 0.014 0.034 -0.003 0.067
0.012) (0.015) (0.017) (0.029) (0.039)
AZx 5 8,374 3,864 4510 1,582 1,278
R’ 0.838 0.818 0.814 0.670 0.529
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