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Why China?

Modeling Strategy

*20% of the global population

*The largest economy according to PPP-based GDP®

*Opening to global trade>

‘Rapid urbanizations

Estimator: Full Information Maximum Likelihood procedure

Data : Household expenditure survey data aggregated to provincial-level (2003-2012) covering all 30 provinces/cities’
urban population (excluding Tibet); Source : National Bureau of Statistics of China (NBSC)
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Structural changes in diet?3:8

eg. Moving toward western diet, increased demand
for high-quality, food consumed away-from-home
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w,. _Budget share of the i commodity in year t

N, T, and R — Commodities, time and provinces respectively
D, .Dummy variable for province r

Issue?

p .Price of the j" commaodity in province r in year t

*Previous studies primarily focus on food guantity
demand and in aggregate geographical levelt’
*Food expenditure Is based on both quantity and
gualitative aspects of food*
*Food consumption varies geographically’

K - Highest order of polynomial in y, which is to be determined empirically

U, Residual

My O @y Py . Parameters
y<. - Real food expenditures in province r in year t
x; - Total expenditure in yeart
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A fixed-effects Linear-Approximated Exact Affine Stone Index demand model (LA-EASI)*

Engel Relationships for Income Elasticity of Food Quality*

Income elasticity of quality (IQ) = Income elasticity of expenditure (IE) — Income elasticity of quantity (I1D)

Results and Conclusions

Our Contribution

*Develop a structural framework to analyze guality

demand?»

*Analysis of demand for food quality in China

Accounting for:

unobserved provincial heterogeneity’
expenditure endogeneitys
arbitrary shapes for Engel curves®

References

1Gale, F., and Huang, K. (2007). Demand for food
guantity and quality in China. Economic Research
Report No. (ERR-32) 40.

2Guo, X., Mroz, T. A., Popkin, B. M., and Zhai, F. (2000).

Structural changes in the impact of income on food
consumption in China, 1989-93. Economic
Development and Cultural Change, 48, 737-760.
3Hovhannisyan, V. and Gould, B.W. (2011). Quantifying
the structure of food demand in China: An econometric
approach, Agricultural Economics, 94(1), 67-79.
“Lewbel, A., and Pendakur K. (2009). Tricks with hicks:
The EASI demand system. American Economic
Review, 99, 827-863.

SMorrison, W.M. (2014). China's economic rise: history,
trends, challenges, and implications for the United
States. Current Politics and Economics of Northern and
Western Asia, 23(4), 493-538.

http://www.sfu.ca/~pendakur/EASI%20made%20Easier.

pdf

®World Bank. (2016). GDP ranking, PPP based.
Retrieved March 30, 2017, from
http://data.worldbank.org/data-catalog/GDP-PPP-
based-table

’Xian, X., Zhou, Z., and Jiang, N. (2005). Consumption
of livestock products at the regional level in China,
Journal of Rural Development, 28(2), 211-233.

8Zhou, Z., Tian, W., Wang, J., Liu, H., and Cao, L.
(2012). Food consumption trends in China.

Income
Elasticity of
Quality
Maps:
The darker
the higher
elasticity
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L . . IE ID 1Q
Significant amount of food expenditure goes for food quality
- : . - Meats 0.4914 0.488% 0.0034
*More affluent provinces have higher appreciation of food quality Grains 05712 05583 0.0138
*Quantity demand for seafood and fruits increases with income Vegetables 0.62 42 O' 4903 0. 1954
*Quality demand for fats/olls is negative but increasing Egs 0 5602 0117
‘Unobserved provincial heterogeneity has a significant Eats/oils 0.5802 .0.2962
explanatory power of food expenditure Seafood 0 4742 0 23032
Fruits 0.4702 0.2202
a Significant at 0.01
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® Quality Elasticity ~ ® Quantity Elasticity =~ ® Expenditure Elasticity
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