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Motivation and aims
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Motivation and aims

Taylor (2014), The Internal Structure of US Consumption Expenditures

• An “almost entirely statistical and mathematical” approach

• May be consistent with a variety of preference structures: neoclassical, 
lexicographical, hierarchical, etc. 

• Direct and indirect interrelationships between all consumer expenditures

• “Sufficient stability exists in expenditure interrelationships that intra-
budget coefficients can be taken as stable characteristics of household 
consumption behaviour” (Taylor, 2014, p. 165)
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Taylor’s consumer expenditure model

Run OLS regressions:

Evaluate at the 
mean values of
the variables:

Structural form:

Reduced-form:

Consumption expenditure multiplier matrix, or the Taylor inverse: 
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Internal structure of EU consumption 
expenditures

• Data: EU HBS 2010 and 2015 waves, plus Austrian microdata for 2009-2010 and 
2014-2015

• Instead of single constant, we use country dummies

• The corresponding reduced form, with country relative size/weights w:

• Expenditures and net income are expressed per adult equivalent
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IS of EU consumption expenditures
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IS of EU consumption expenditures

The capacity of endogenous
generation of consumption 
expenditures generally decreases
with consumer’s income level.

Mirrors the decreasing MPC as 
income rises (Keynes, 1936)
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IS of EU consumption expenditures

On average, from 26% to 29% of 
total household spending is 
accounted for by exogenous 
expenditures, while the
corresponding range of total 
endogenous expenditure 
contribution is 45%-49%. 

A counterpart of 50% subsistence 
share ‘rule of thumb’ in LES maybe 
a 30% exogenous expenditure share 
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Integrating the macro-micro twins to assess 
the effects of price changes

• A “partial equilibrium” analysis:

• To account for the demand-driven multiplier process, we interlink the “macro-micro twins”:
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Empirical application of the integrated macro-
micro twins

• Consider price changes from the MIX scenario in Weitzel et al. (2023)

• Reaching a 55% reduction in EU GHG emissions by 2030 compared to 1990 levels

• Effects of both regulatory measures and price-based policies: 

• implementation of standards for e.g. vehicles and buildings

• Increased stringency in the EU ETS and carbon pricing for the buildings sector and transport 
under a second EU ETS

• We use the average EU prices, obtained from the JRC-GEM-E3 model

• Use 11 COICOP consumption categories in the micro-model

• Apply these prices identically to each EU country

• MRIO data from FIGARO (2015): 63 products, 28 regions (27 EU + RoW) 
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The micro-based impacts of (energy) price 
increases

Relatively more basic 
or necessity nature of 
HousWtrElc compared 
to Transport (captured 
by T and z)
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Accounting for income-induced impacts
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Accounting for income-induced impacts

Generally, the greater 
portion of consumption 
losses comes from the direct 
price-induced impacts

Country heterogeneity due 
to different consumer 
responses (micro-model), 
and the structure and size of 
global production 
interdependencies and 
private consumption 
demand (macro-model)
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Concluding remarks

• First application of the Taylor model for the case of the EU 

• Internal structure of EU consumption expenditures

• Extensive comparisons of the estimated model’s components over time

• Integration with the IO quantity model and its application to assess the 
consumption and income impacts of energy price increases

• The Taylor micro-model can be used for a better or further 
understanding of the household-level consumption, income, and 
distributional impacts of policies
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Thank you
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