CGHTES COMMISSION DISCUSSION PAPERS, STATISTICS 321
(EcomOMICS 231)

November 23, 1948
Camnents on Demand Anelysis £or Individual Commodities

by T. C. Kaoprmane

The following are brief statememts that may help in the disoussion of Prest's
pepor on dowend snelysis (Cowles Comission Discussiom Pap_ér_. Economics 230).

1. The papor spoaks of & bies in losst squares estimates 1f obgervations are
gubjeet to error. There ls en additionel bilas .: present slzo in the cese of exect
chgervetiong whore the scattor .:la due to disturbanoces in aonsumers® behavior, Arising
from the fact that the behavior equetion for total conswmers' expenditure is pert of
a conrlets systen of relationohips. The latter biss,in porosntage terms, in the estl-
mated rosponse coefficlent of expenditure to price cannot on the avaraé;e be appreci-
gbly smailer for items absorbing only a small pert of total expenditure, bacause lesst
sguares sctinotes ere sdditive and cheeritimetical biag i1 the totel must be the sum
of the eitetical biesss in all its parts. However, this blas in an individual
rUgpONea coaffieiem"k will be aaplier théﬂ average if the disturbances affecting this
particuley exg&émd%m‘a item aro apecifiec to it re.ther. than being correleted with the
disburbances in total expenditure. Sea O, Co 1.8 (can‘ba found in mimeographed

meterizls for our firgt C. C. omférencg, in our library). |

£, The birs disciseed ehove is o instance of the genoral phontelenon of
“gpecification bias,” which can be reduced, but never altogether avoided, by refine-
ments of the model, Other such inghances moy arise from: |

errors in o‘baeﬁmticms

serisl correletion ln digturbances

distributed lsgs in response

miesim of veriables having sscondary influence, ete.
With a limited number of Obﬁeﬂg'&ims, there is « point :ln. the sequence of possidle

refinements ut which the inersese in aampling va.ri.a.!ioss of estimated parame’tors". '

* or even the loss of identifiabllity of some paremeters.




#
uzsn

arising from the intreduction of the next refinemewrt, 8 worss thsn the specifi-
cation bies reauﬁ%'m its suppression. It is, -&éﬁfom, important to sbudy
specification biaa with relation to the most lmpnrhnt pnssi.‘ble refinements.
3. The firat parnguph of‘ page 8 nentions tha'b i:he ‘mee of first differences

Aingtead of orig,inal obwal‘Mima seems to mensure o ﬁifhmt ‘pare.meter 1P this
- 15 not due to some ﬂﬁlﬁhﬁi&l 'bias. theore is = good cm i‘or giving the phoeo
nomenon explicit rpoogu&t&mn_ 'by mfinmt of the mod#l (legged response of demend).

_- 4. To the lisﬁ.df'mdiﬁuc thet 40 not "anmw’” {p- 13) we may from
Dubch experience sdd 'bu. |




