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ABSTRACT

Our paper aims to estimate a household consumption function in the presence of liquidity constraints as
well as household characteristics. Empirical findings from a Korean cross-sectional data (National Survey of
Household Income and Expenditure) reveal that several family characteristics, such as household size, number
of working members, children in school, and educational level and age of the household head, turn out to be
critical determinants of household consumption. Especially, the influence of household size on consumption
decision is shown to be highly significant, not only indirectly through its impact on household income, but also
directly by affecting the household's preference for consumption itself. While, the other family characteristics
primarily influences household income.

Our paper distinguishes itself from existing literature in that it greatly improves the explanatory power of
the estimated household consumption function by measuring the degree of the liquidity constraint rather than
simply identifying its presence. Based on the assumption that the present value of human capital is a function
of household characteristics, the degree of the liquidity constraint is represented by the underestimated portion
of the human capital. Such a method of implementing the liquidity constraint is useful in treating various types
of assets according to their liquidity.

Finally, our estimated household consumption function is applied to decompose cross-sectional variances
of consumption inequality. The analysis confirms that the overall alleviation in liquidity constraints in Korea
after the 1997 currency crisis reduced consumption inequality despite the worsening of income inequality and
changes in the demographic composition of family characteristics during the same period.
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= * p-value<0.05, ** p-value<0.01
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212 2y | LRI my3 = 4 7y 5
5 0.405261%* 0.396853%* 0.40475 1% 0.394199%* 0.379139%*
A=
2% AT (94.62) (91.2) (36.33) (45.55) (62.48)
P 0.161387%* 0.160796** 0.168133%* 0.167934%* 0.153673%*
=T (70.75) (70.03) (33.57) (37.46) (43.65)
el g1 o -0.1309%* -0.12508%* -0.1585%* -0.16024%* -0.08467%*
7 A A=) (-14.93) (-1434) (-8.72) (-8.89) (-6.58)
el 4l o -0.14576** -0.13847%+ -0.13318** -0.14585%* -0.12634%*
7 W A A= (-14.94) (-14.24) (-5.94) (-7.29) (-9.14)
o1l -0.24587%* -0.23976%* -0.21639%* -0.24929%* 0.22016%*
7 W A A3 (-17.8) (-17.43) (-5.69) (-7.99) (-12.13)
el glso -0.30474%* -0.29336%* -0.17426 0.28%* -0.28023%*
7h W A A=4”) (-12.21) (-11.82) (-191) (-4.96) (-9.03)
ol g1t o -0.41006** -0.38563%* -0.38179 0.052409 -0.44456%*
7 W A A5 (-5.65) (-5.34) ¢121) (0.33) (-4.78)
et gl 04311 -0.44224 -0.42996
bW AdA=69) (-1.73) (-1.79) (dropped) (dropped) (-1.71)
[ 0.017195 0.012025 0.104687%* 0.03479 -0.0204
ST (1.54) (1.08) (3.42) (1.14) (-1.49)
A stolE0] -0.11853** -0.11859%* -0.14864%* -0.11947 -0.12482%+
SreTA (-5.15) (-5.18) (-342) (-1.92) (-3.89)
s -0.04133 -0.04474 0.06938 -0.25091 -0.09191
=] =_120
Fereke=39l (-:0.54) (-0.59) (0.49) (-1.02) (0.9)
el 4o -0.24746 027717 0.081621 0.96074%*
280} 549 (122) (-138) 037) (dropped) (-2.71)
0.013595* 0.015339* 0.052355%* 0.029237* -0.02359*
= a9y
ek (2.04) (2.32) (4.2) (2.34) (-2.22)
= e == 0.092745%* 0.088806** 0.073488** 0.085353%* 0.089723%*
P =TS (10.14) 9.77) (3.62) (4.14) (7.22)
— e e 0.161939%* 0.158725%* 0.101345%* 0.158868%* 0.171914%*
7HPE =S (19.02) (18.77) (5.28) (8.33) (14.84)
= —o_amn 0.22709%* 0.228166** 0.128835%* 0.236822%* 0.255244%*
e (18.7) (18.92) (4.52) (9.92) (14.32)
— o s 0.258835%* 0.262437%* 0.195612%* 0.269224%* 0.283465%*
b ag=dieta (26.05) (26.59) (8.05) (12.67) (20.8)
. 0.345198%* 0.352917%* 0.186313%* 0.419271%* 0.367435%*
= go-_fee
7bE w&=tishd (22.28) (22.93) (3.68) (13.44) (17.26)
0.031757%* 0.030296** 0.023167** 0.03355%* 0.046816**
Zo&
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