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Estimating the Demand Elasticities of Consumption Goods and Services for Rural and Urban
Households in Iran: an Application of Almost Ideal demand System (AIDS)

Abstract

This paper estimated the income and price elasticities of five commodity groups as foods and
drinks, clothing, housing, health and recreation and educational based on almost ideal demand system
in Iran. Data of this research included rural and urban household expenditure during period 1984- 2009.
Results showed that income elasticities were positive for all groups of goods and services, whether in
urban or rural sectors. Income elasticity findings implied that health is luxury item among rural
households. In the urban sector, income elasticity is equal unit to all goods except clothing and housing.
Furthermore, all own-price elasticities were negative and theoretically consistent. Food and housing
have the highest price elasticity with value -1.71 and -1.42 respectively. Results of Cross price
elasticities indicated that health and educational services are substitutes for foods but housing and
clothing are complement for it in rural sector.

JEL: E21-R21-R22

Key words: Household Consumption Expenditures, Almost Ideal Demand System (AIDS), Demand
Elasticity
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