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Abstract. According to or(hodox consulìlcr iheol')', tastes are usuaily considered ltxecl

or rlcpcndent cxogcnuusly on tirne. l{crrvcver, thc hypothesis that consullìer tastes

coLrl<i be obtained a.s thc resuit of an endogcnous process hr,ls bcen invcstigated in

soine heterodox nrorlels. After having summariz.ccl thc vuious mcaaings rvith which

tastr:s have becn used in ccononiics, a classiflcation oi the literaturc divicied in tw<.r

larts is given. Thc first pcl-t dcais with the modeis based on a sclí-centÚred approacli

acccrding io which lhe cgnsulÌter's cunent choiccs inlluence his own futurc choilìe3.

'l 'hc 
scccn{ palt is concerncd with the nlodels :isSuniing that con5umers' chotces are

inleri.li:penclenf. lt ltìrns Oilt that a unifying approach to lhc case does not exrst :rncj Can

be provicìcd orrly by intcrdi:;ciplirra4' ar'alysis.

Alessandro Inrlocenti ,  Dipart imento di Economia Poli t ica, univ*rsità di sienù.



I. TNT'IIOIjUCTION

Consunrcr theory has not jvet clearly deiincd what is the nrcaning of tastes and
\i'hat are îhe relalions betrveen tastes and prel-erences. A common meihod to avoid this
issue is to regard both concep'"s as eqLrivalcnt or, alternatively, to considef preferences
as the onlv wa), through rvhich tasres can be know', a fact inplying that any attempt
to distinguish between the two is bound to fail. On the contrary, the view taken jn tlis
paper is that thcre are a number of theoretical reasons fbr consideritg ta.stes as distinct
frorn preferences w'hich must be briefly mentioned befcre dealing with the models
foundecj on such a disiinction. But in order to avoid semantic conlusions, the first step
tc) t;ike is to surnnrarize the viuious meanings of the two cencepts as [hey have been
used in econ(lrl.ic literature.

The theory of consurner choice dcfines preferences as a binarl' reprc$entation
of rndividuai choice but emuloys this tool according to two differcnt theoretical
frlntcworks. Ttre fìrst considers preferences as given and takes the choìce behavior a-s
dcterrriineci b1' thc cunsumer's prcferencc ordering. The second starts frorn the
consunter's choices and derives preferenccs in tcrrns of them. Both approaches prcsent

sorne problcrn.s which the consumer thecrist has to face. ln thc llrst approach
prcl.ciences iu'c given independently fiour the siluation of choice. what tliis

assurdpliolt implics is tltat the only way to dcfine a cheice ir:; rational is ts assure its
intcrnal consistency by inrposing solnc abslract conditions on preference ordering. On
thc coritrary, il a context-dependent definition r:f rationality is acknorvledged, ii.
beconies necessary to account for o'.her elernents besieles those implied by the intern;rl

features of prel'erence ordering. Ta.stcs itrc oftcn invoked to play that roie perrnitting to

extcitci the nrodcl of consumer's Lrehavior beyonC what is strictly irnputable to his

isolated action and to include the intelactiorr between his choices and his social

environmerrt. For exampic, Rothenbelg (1962, p.28 l) writes that "The tastes cf an

individual - even if we depreciate the effect of advertising - are not neiuly scr

hei"oically his. Ttrcy, and he himself ,are only a lelatively stable stiucture of organized

interchanges *rith a social environnent".

In tlre sccond approach, preferences are'òJt ex-post conccpt, rvhich ;ue def,rned

only alicl choices are known. According to {his interpretation, observed behavior is

fhe only source of information to ínfer tho consumer's Lrue prefelences. But if one

assumes that the mere obscrvation of the eficctive choices is insufficient to understand

the real prefercncc ordering of the consumer, it is then necessary Lo ernploy a different

concept th;,rt has to be more subjective and introspective than revealed preferences.

This role ef an cx-tutte conccpt is often playcd b1' lastes which econonrists and

decision theorists refler to in order to indicate the lelevant sct of values to better



undcrstand lhe rvay the consumer cleterrnines his own choices. Sucli a role becomes

clear in a dynlrnic setting whenever tastes are employed to describe the way in which

past consurnption influences the actual preferencc ordering. ln a classical contribution,

Gorman states that "it is cornmonplace that choiccs depend on ta-stes and tastes on

past choices" (Gorn,an 1967,p.218), implying that tastes iurd not preferenccs are the

basis fbr the. consumer's intertemporal choice

In ori icr to unily these clifferent meanings of tastes, Gorman (1967) introduces

the fo l lowing ut i l i ty  f t rnct ion.  
/  \

u  =  u \ x . , a ' 1 ,

w|ere -x represents the goods (or commodities) available for chgice and u the

generic "taste pararncters". According to this defìnition, tastes represent any element

clifferent from the objccts of choice that influences the consumer's preferences'

Following a classification given by Pollak (1978),1 this paper intends to survey

how r.ccent cconomic literature has specified the taste parameters making their change

enclogenous ro the rnodels of consumer's behavior. Section III deais with the models

that xdopt a seif-centercd approach to the ploblem by rnaking consumer's tilstes

cnclogenous through their dcpendence en his own past choices. Section IV considers

rnoclels assuming consumers' choices as interdependent by maliing taste pffameters

endogenous through thcir depencisncc on other consttmers' choices. But bclbre

cliscussing these ditfcrent iipproaches, it is necessil'y to briefly ciescribe in section lI

hcrv consrrmer theory genererliy deals with tirstes, that is by assuming thern fìxed or

dependclt exogcnouslv on tirne.

II. EXOGENOUS TASTES OR I}I' GUSTIBUS NON BST DISPUTANDUM

Usually, rhere are two ways for practically ignoring tastes. The first is to

assume that tastcs change exogenously rvith tirne, the sccond ìs to a"rsume fixed tastes.

I]oth assurnpticns allorv one to avoid the problems discussed in the introductiou ;ulti

to desigrr an abstract fiamework that is more convenient analytically but also scarceiy

reievant Íol an empirical analysis.

The assugiption ol exogenolrs lastes has the r:ffcct of keeping ihe validity of

the rcsuits olrtaincd wirhout consirjcrrug horv consumcr's preferenccs change for cffeqt

t:,f his or othef cotlsunìefs' past choices and of csls;enrially avr:iding any reaì ;Jynamic

complication in consumcr theory. Some cxantplcs rlrawn l 'rom the i iteraîure can

r:xpiain this judgcment l:ettcr.

1 Pol lak (197t ì ,  p.  375) i ì is t inguishr:s twci  pr incipal  speci f ìcat ions ofendogenous lastcs,  îhat

arc habit lbrrnation and interdependent proferences, ard nvo orhcr typc,s, that are tho,.e influenceJ b;'

arJvert is ing or  by p.r ices.



' l-his usl o'i lhe conc*pl of tastes js cleal in Harnmond (1!i76) and (1977). Lî
bofh papers, flanrmcnci iìssumes that tlie oniy u'ay to know consumer's tastes is

Lhr{r,-ish his chcticcs and lhroLrgh this simplificaiion, hc is able to tackie the problern ol-

t lynaniic inconsistl:ncy. In i lammcnd (19?6, p. 163) the char:ge of îastcs is defined
rlrrough a pureiy rcvsslgd appr,-rach. Any plan is indeed reve;rled in the sense that ai

evcry choice nodc the cùnsurner rcveais it by the choice of an imrneCiate successor of

lhe node itseìi ' . f)n this rccount, the necessify of both connectlng tl ie successive

chorces in a sinele plan ancl intclpreting suctr ii plan according io tastes disappeais,

u'hile tastes are only invaked rviren it is necess;rry to explai.n an inconsistent chcice.

This also explains why l-lammond docs not rccognize any difference berween an

exoge nolls and an endogenolls changc of tastcs. Bcing preferences the only mea,r to

knorv tlte "tnre" tastes ol u consumer, both types of chalrges are essentially preferences

getting reversed ovcr time.2 ln another papcr, Hammond (1977, p.338) indeecl

assuires that a consumer triìs constant tastes ."'rhen his preferences are "harrnonious"

according to Strotz's (1955-5ú) classical detlnit ion and introduces a rl i tferent term to

expl:rín his approach, namely consequcntia.lism that ba-sically concsponds to the belief

tliat a trchavior is raticnal ii and only íf it can be explained b,v its consequences.

Sin'ri larly, Johnsen and Donaldson (i985) define the act of planning through a

siniple fì'amervork, in which a choice node is followed by a -set of chance nodes,

corresponding to thc set cf possible states of Natlll€. lnci then by another choice node"

l{aving l'uled out an'y' forni ol uncertaintl/ or "surl'trise" frorn the model, Joh,nsen and

Donaltlson state thrìt if ;rn agent deviates fiorn thc originaliy chosen plan after the

chancc nodes, this is evidence of changing tastes. On such a basis, they anaiyze the

condìtions to impose on the rclation among the successive preference orderiags to

allorv consistent planning. that.is a behavior implomcnting the original plan whatever

state olltains. Therefbrc. tficir fonnal apparatus essentiaily confinns the resuits

obtained by assumirrg rntertcmporal separability, according to which the agent's future

preferenccs are shaped bv considerations îhat abstr-act fron, and thus are separable

fronr, the backgrcund of cariier protèrences.

If these cxamples show how exogerrousiy changing tastes allow to ignore the

efttct of the parameters tastcs, the option of considering tastes as fixed is comtnon to

most cconermic literature. As weLl known, the standard way of rnodeiling the

consur.ncr is througli given prcf'erences and this method prevents any explicit an:rlysis

of t.astcs.

The nost quotcd fclerencìl on this issue is probably a passagc taken fronr

ìv{ilton Fricclinan's Price tlrcory {196?), where the author acknowledges a ciear-cut

2 "'fh" es,sential problem with changing tastes, be they exogenously or endogenously

chtngrng, is that strict preferences get reversed over time, and that, had ihe reversal been anticipated,

i lu i te a i l i f f 'crcnt  opt ion ( . . . ) ;n ight  have been chosen" ( l lamrnond 1976. p.  162).



division of labor betrveen economjcs and psychology, accorciing to which economists

qive up antrlyzing tastes ancl ieave to psychologists titc task of studying the process of

fbrmation ancl change of tastes.S .According to Stigler's authoritative review aficle,

Slutsky rvas ihe fìrst autiior to put utihry theorl- on suclt a basis clarming that "we

must takc it courpletely indcpendent of ps-vchological assuniptions anci philosophical

hynotheses" (Slutsky i915, p. 1), and as i l consequence "with Slutsky's dc:velopment,

intlospection no longel plays a significant roie in uti l i ty theory" (Stigler i9-50, p. 3E2).

Frour thcn on, this stress on quantitative variables rather than on subjective and

psychological concepls has ch:iractcrized consumcr theory more and more. Savage's

Fowtdutions of Statistic:s was the most influential contributiotl to overcoming any

distinction bctween tastes aníi prefcrcnces and to abandoning a subjective view of

prefèrcnces and utility. In this work, preferences ltavc to be interpreted in telms of

choices without using introspcction as a sourcc of information (Savage i954, p. l7)

and thereibre prefercnces are lìot distinguishable from tastes. This position has been

recentiy rcvised by Stigler and Bccker's paper entitled "De Gustibus N<-rn Esl

I)isputarrdum". Their initial assumption is that "tastes are the unchallengeabic axioms

of a man's behavior: he may properly (usefuliy) be criticized for inelTiciency in

satisfying his desirc:;, but the desires themseives arc datu" (Stigier and tsecker 1977,

p.'16).Therelbre, cconomjc analysis has to consiclsr tastes as data and assume that

they ncithel change caprìciously nor diffel basicall;r ùmong people. In this coniext,

app:rently irrational behavior such as addictioii, habit or fashion, that conunon sensc

attribrutes to changing tastes, can be cxpiained without any reference to tast$s. ln

particuiar, f,he consuniption of a bene.ilciai addictive good like music is the effect of

ihe accumulation i-rf the "consumption capita.!", which sumntarizes a process of

learning by' doing. 
'fhe growth of this capitai increases the productivity of thc tirne

spent listening to urusic and, consccuently, the marginai utility of timc allocated tcr

nrusic. On the contrary, if the good is harmful, the inversion of the same effect

expiains the dscrcase of its consumption over tiurc. In order to soive the contradiction

reprcsentcd by thc addictive and harrnfui goods like heroin, Stigler and Becker

irltroduce an atl hoc hypothcsis explaining their addictive elfect, namely the rigidity of

thc demmd for thcse goods with respect to their shadow priccs^ The conscqucnces of

this approach for thc econonric mearting of tasies are clear in the iast {.wo sections of

Stigler and Becker's paper. Hcre, advertising iniluences ccnsumer's ciemand not

through a changc of tastcs but lhrough a r:hence of the stradovr prices of the goods,

while the dcmanrJ for fashion is lbrrnalized by introducing a nelv'rarial. lc in thc

J "Ectuonric theory proceeds largely to txkr wants as fixed. This is primarily a case of
divrsion of labcur. lhc econornist has littlc tc say abDut thc forrnation of wanis; ttris is tlie provincc of
the psychologist. 'lhe 

economrst's tiLsli is to trace the consequcnces of any given set of wants"
(Fr iedrnan 19i i2,  p.  l3) .



It i : ' irsehoJ,-.1 ori lLiiìctian function. ndlreiv tire inrJrvidu;tl 's soeiai ri istinction isee also

Rccker i974; .

i 'his contribution has criginaled a vast l i tei:alure rvhich ha.s extended and tested

the,:ri.gin:i l iheory. but has also caused othcr works full of harsh crit icirm againsr it.
' l ' 'he r'"rih1lrs slipporijn!- Stigiel and Rccker's view are princinaily invoived with thre

iltt.rrnpt t i: dciciop a theùnr of rationa! aiJii icl. ion, that is required bv the great

ger;erali lv cf riuch ;r phr:nomerron: ' 'Pctrple get addictecl not only to alcohoi, cocaine,

arii l  cigaret(es but aiso to rvork, eating, music, television, their slandard of ì ir ing, other

pec'pli,, rcligicn, iurcl nrany othcr activit ies" (Becker and h{urphy 1988, pp. 675-6). l iut

in this plper, as in the r:tirers discusscd in the next secticn, addictive behavror is

explained by choosing a irroxy for tastes on a priori grounds, that seern.s arbitrary or at

least empirically inadequate l ike Stigler and Becker's rigid demand cun'c.

These consirlerations point out fhe basic misunderstanding r,vhich characterizes

ther dcbaie foilorving "De Gustibus". The real problem in the denial r:f the economjc

importancc of changing tastcs is that such ir ncgation docs not matter. Actually, the

whole of ncoclassical corlsunlcr thcory rdopts indirect means of rcprcsenting a change

in tastcs. In static rnodels this role is irsually played by the change of clasticity of Lhe

consulr-lcr'':; ciemand as in Stigler iind Becker's model. In metaslatic moclels, as

Hamniond (1977) delìnes the neociassical techniques of choice over tinrr'., the chirnges

of ta:;tcs are oftcn rcpresenled by tlie changes iri the rate of time prel-erence.4 Bur in a

real iJyr,anric conlext, that is one involving decisions made after the resolutisn of

solne uiìccìrtiìinty, this set of toois appears insufficicnt to fuily capture the cvolution of

lhc c()n:,rrmer's brhar ior.

Although this point has nct vet been stressed sufficiently, most critieal

coiîments on Bccker and Stigler's p;rpcr share this view. Marschak {1978), Pollak

(1918), Winston (i980), Hirschman (1985), Cowen (1989) crit icize Becker and

Stiglcr's api:roach because it avoids deaiing with tastes through nothing but a semantic

change that is nct rcally useful to explain the r:onsumer's behavior. 
'Ihese authors

basiciilly underline how consumption capital or shaclow prices have no greater

explanatcry power than changing tasl.es and how the whole household technology

approach, which consiciers the coirsunler as a producer, canttot repiace psychological

inquiry.

In conclusion, the vìeu,, taken here is thal tirstcs are implicitìy present in a large

put o{ orthodox consurneí t}reory, whilc Bcckcr and Stigler's theory is subject. to tire

sarne critique made try Sen (197i) to tlie revealed preference approach, namely it is

not fbunded on tlìe absence of any psychological hypothesis but on ad hoc

psyclrological assumptions. Then tirc bcst wa1, to assess its usefìrlness is mearuring its

4 F,r ,  an histor ìcal  overv iew. see l ,ocwenstein (1992)



capacity to theoretically represent a corlmon empirical phenomenon as tlie change of

tastes. In this light, the assunlption of a rigid demand curve lor drugs or otiler hifmful

addictive goods is nothing but a rough method to describe a more compiex

psychological process that may be explained better by explicitly considering tastes as

cndogenous, as in the models discu-sscd in the ncxt sectìons'

III. ENDOGENOUS TT\STES: THE SELF'CENTERED REPRESENTATION

Gorman (1967) statcs lhat past and actual chcices are connected by tastes, But

wiriie in his pathbreaking papcr Gorman studied only the conditions assuring the

cxistcnce of a generic choice indicator. the utility function he proposed can be used to

classily the nio,Jels where tastes are madc cndogenous through the introduction of

6abit formation processes. In this light, three cli.fferent specifications of the t&tte

pafameters can be recognized. The first approach can be defined as the itciie

approach, because it assumes that the consunler fails to recognize the iull impact of

thc habit fonning effcct on his fulure preferenccs. In tiiis ca^se, thc taste parameters are

r"rsually reprcsented by the consunìption veclor of the past period, xt-1, and the

consumer's preferences are describe<i by a short-run utiliiy function. The seconC and

tiie thirel approach can bc ilefinedas rational because the consumer is supposed to be

tìliy aware anil to take full accor,rnt of the manner in rvhich his consumption at any

ntoment al-fects his luture prcfcrences. This implies that both approaches assume the

interLemporal utility function as tho object of anaiysis but they adopt different methods

!o maximizc it. One class of modcls maxinlizes utilily on the rvhole lclevant horizon

arìopting either the backrvard induction mcíhoci proposed by Strotz's classical paper

(1955-56) or a solution concept cxpiicitly designed for strategic modeis, a.s Nastr

cqLlilibriuni. In this case, the tastc parameters correspond tD the sct of all the short run

utility iunctions in all thc periods relevant lbr the colìslltner's choice. The other

ratícnal approach starts from a long-run utility function referred to a single period but

iutrqguces a state variable that sunrmarizes the past eff'ect of the habit formation

process. Then it usually employs standard optimal control thcory to obtain a solution.

[rr thls framcwork. t lrc taslc parrmeLcrs are iust rcpicscttred by the statc variubie antl

t l ie consumcr rnaxirnizes tlìe expccted discounte<i uti l i ty as a function of past history.

Tl'he natlt,e approach, according io the standard version (Peston 1967, Poilak

1970, .ron Weizsàcker 19?1, Itelle 1973, Gaeriner 19'14,\, specifies the process of

habit folmation rhrough a uti l i ty function, inclrrding the consumption vector of the last

pe riod,
u = ,(.t, , r, -t)



I i l  another ver:;ion'(Fnìlak 1970 ancj McCaiihy 197-1), .r,_1 is substituteci

geometrically weighted aver;lge of consumption in all past periods,

r ' \ ( . . : ^ , 1u\^ i , t ,  y i , t * t )=  u )  * i , , (  t -6 ,  )  Eó f  , r ; , r_ ,_ ,  1 ,
\ j = 0 )

witìr tllc

vhcrr 0<-6 ;<i is a memory cccificient.

Poilak {1970) studlcs lhe speciai casc in which tìre shori-nrn uti l i ty function is

a<irlitivc anr--l elepends linearl-v on -11-1 (or 1,1-i). Thrnugh a siniple nraximizaticn, he

obtains a localiy slable system of strort-nrn demand firnctions that are locally iinear in

incoinc5 and derives the long run demand function as the stead-v staie solution of the

sllcìil-run demand functions. This mcthod raiscs iiie problen.r of the existence sf the

ìong-run demand function. Pollak (1976) s;hows that existence ciepends on the

chaiacteristics of ihe utiiity function. [f the short run demand function is indeed

dctcrrineei by maxirniz.ing {i@nx,-1,\ subject to the budget constraint, the iong-run

demand function, that is, the steady staîe (,t,=xr-,=x) of thc short-ruri dcmand

functicrns, is not given by the rnaximization of U(xX) but of U(Ì), rvhich takes fuil

írccouut of the effect of the habit formaticrn process on present and futui'e preferences.

Vou Weizslcker (197 1) does nof acknowledge tlt is problern anc reslricts his

nttention lo the casc of' Lwo goods , i=|,2. Fie stalts directly from the implicit short run

demanrJ eqr.rations.

.ri,, = r;(y,1,,, 112,î, /- t. xt,t-t, r l,t -t)

wherc 7; and } i66i.',,e prlces and incorne. lle clairns - irnproperly in the case with

more fhan twr: goods {Poliak 19?6, F:l-Saliy 1916, HainrnunC l9"l6a) - thet

integrabiiity conditions iue fuifillecl and thercfore he considers smooth and convex

short-rurr indifference curves as the ncìcessary iurcl sufficient condìtions for having

weli behavcd long i-un indiffcrence curves as rvell. Then von Weizsàcker analyzes îhe

propc:rties of the stearly sîate demand functions so obtained and shclws that, ciepcnding

on the diinension crf the adriictivc cffccis (òx/î)x,-), it is possibie tliat a change

evaluatcd as inferior in the short-run may be consideied superior in the light of the

steady state indìffercncc function, a fact tlìat has relevant implications in terrns of

srrcial weltare irnd pubìic choice.. Apart from lhese conscquences that do not

gcncralize beyond {he two-good case, it is interesting to i.inderline a different

ir:terpretation given to the modcl. According to von Weizs;icker hjmself {197 I, pp.

358-ó0), ihe short run utility function may correspond to a singÌe trial performed in

orcler to reach a "satisl-rcing" (à ia Simon I95'i) utiiity level, while the iong nrn utility

function corrcsponds to thc intrinsic levei to which the consumer is interested"

-5 Irolluk'r mo<iel adopts the Klein-Rubin iinear expenditure systcm implying demand

f i rnct ic 'ns wi t i r  l inear Engel  curves (see Klein ani j  Rubin 1947, Stone 1954).



'I6e introduction of the level of aspiration or satisfaction as a tool to describe

the consumer's choice appears, among others, in Krellc (1973) and, more recently, in

Gilboa ancl Schmcidler (1993). Fisher and Sheil (1968)' Houthakker and Tayior

(1970), Phlips (1972) :ui<t El-Salty (1976a) int|oduce similar processes of leaming by

<ioing loilowed by the consumcr thai are represented by the evolution of a state

variable. fn El-Safty's version, the tasÎe pararleters afe represented by the magnitude

si the habi,. strength, à, rvhich fallows ll pfocess given by the difference equation

à,  = ( l  -  6) i r r - l  * . r r - i ,

where 6 represents a úleil^surc of memory loss. ll the consumer does not anticipate

the fiture changes in tastes ancl follows rhe ncù,-e behavior, tire model's solution is

very similar to that of Poilak's discrcte time lbnnulation. But in his paper, El-Safty

cllscusses two other results, namely that the dcmand vector converges if and oniy if the

arhptation process, captured by the irabit strength coefhcient, converges axd that

conditions assuring the existence of the long-run demand fìinction have io be adapted

to ihe functional form of the short-run utility ftrnction'

The retional approach excludes the possibility that the consumer may be

limite6ly rationi:il ancl assumes perfect intbrmation and fuliy optimizing behavior-

Thesc hypotheses mlke this approach trt for a normative iheory and allo$' us to reduce

the chiinging tasres case under the same anaiytical framework used for fixed tastes, but

weakeri enormously its plausibil iry as a descriptive modci'

A {rrst variation of this approach assumes that an optimal consumption pian

can bc c;rìculated irpder changing tastes by giving the problem a recursive structure

and then solving it through standard dynamic progfalnming methods. According to the

criginal intuitiorr of Strotz ( 195-s-56) developed try Pollak (1968) and Peleg and Yaari

(1973), this method of solution is defined as sophisticated in orcJer to distinguish it

from a rnyopic one. The principal problern with this appfoach is that analytical

convenience requires us to adopt intertemporal separability in order to apply recursive

methcrds. An cnlightening discussion is cclnlained in Yaari (1977)' lvho propose$ a

<tiffcrcnt solution. He introcluces a i-rabit formation process by making the hypothesis

rlxrt a deterministic process governs the changes in the utility function and then by

employing the rnoclcl so obtained to solve the dynamic inconsistency problem. Very

simply, the optimal consumption path is given by the standard recursive programmlng

pr.ocedure with finite horizon I, in which the last lth choice function i.s derive<i first

ancl the first choice function is derived last' if x, is the consumption vcctor to be

ccnsunred in period t, and thele is perfcct knowledge of all prices and incomes, the

optimai consumption plan (x1+,....xrd') is thc solution of the following system,



+ [ *
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irhere /r, j ' ;  thc iunction that n'raximizes ihe quantity Ur, that is the uti l i ty function

defiired at t imc I f i:r eveiy fcasiblc consumption plan (-r;,..."t1).
'Ihr-: 

existence problems connected with this solui.ion. generated by the non-

cclnvcx fi:asible scts {Bhckcrby, Nissen. Prirnont and Russell 1973), and the fact thaî

it may be Pareto-dominated have suggested adopting other solutions. An altemaîive

rurethod is to rcpresent the intertemporal'decision through the f;ction of morc selves.

This l ine crf research (Phelps and Poilak 1968, Ainslie 1975"Yaari l9l7,Elster 1979,

Winston i980, Schcll ing 1984) assumes that dynamically incoherent hehavior

or'ig.inatcs because ;rn individual behaves as if he is composed of two or more selves

lhat alf.ernatively deterrninc intertenrporal decisions. ln this analytical framework, the

process of individual choicc can be analyzed cmploying game-theoretical solution

cclncepts and the solution to thc Cynarnic incoirercnce problcm can corcspond to

diffe.rent critcria for ordering the successive selvcs of the same inclividual. Hovrever,

thìs methoci, as the other one irrcposcd for dealing witli clynamic inconsistent behavior

that is precommifrncnt, seenls inappropriate for model.i wiih endogenous tastes thai

are founder,l on thc aLlancionment of l.he intertemporal separability a-ssurr,plion.

lntieed, a inLìre common alternative is îo incorporate the etÎect of past anil

future prefcrcnces into current demands by reiaxing the assumption of intertemporal

seLìarability. In general tenns, these rnoclels introciuce in the utility funclion a staie

variable reprcsclrting the stock of habits. This 'rariable changes continuousiy

according to ii law cie-scribed by a differenti:rl cquation that breaks time separability by

aCding in lags to the arguments of direct utility. Thre result is that the classical model

of lifc-cycle utilitv i,''itl.out habit lbrmation can be employed to solve intertemporal

mr-rciels rvirh hzibit forrnation. Such an expcdicnt is t'unctional to safeguard the validity

of íhe standarci methods of intertcmporal maximization but has serious shortcornings

botir as a dcscriptive urot1el atrd ris a refèrence for empirical research,

The correspondence between models with and wilhout habit formation is

e;iplicitly clairncd by Lluch (19?4), who proposcs to lrraxil'tìize the follorving

in l r r  tcnrporul  ut i l i tv  funct ion,

u (x( t ), s( t i l  = I; e-Pî u(x( t ), s( t )\1t

In this model. the vector of the stock of habits, s, changes according to

s(r) = ;t1t';- 6''1t,

whcr,: ò is the constant rate of the depreciation of the stock of habits.



I f anop t i n ra lp rog ran rex i s t sand thep rob lemsa t i s f i essu f f ì c i en t i ys t rong

smoo{hness conclitrons, the solution is given by optirnal control methods' Lluch's

discussicn points out how the optimal solution cliffers frorn thc solution without habit

l b rma t i onon l yby the in | roc luc t i ono fsomeadd i t i ona l cons t ra in t scap tu r i ng the

prc-scntandfutureut i l i tycf f 'ectof t l . rcchangesinthestockofhabi ts 'Forexanrple, the

marginal uriliry of habits has to be equal to the tull price oÍ'the addictive goods given

by its discountecl moncy price plus lhe tliscounted luture utiiity ctlsts of the addictive

stocks. Moreover, l-lrich confirrns ihe corrcsponclence with standard lifle-cycie model

adopting log-lineiir ancl quacratic utìlity functions to make the solution explicit and

cliscusscs sornc empiricaliy relevant consequenc.es, namcly that a high rate of time

prefercnce makes habiis clisappear more slowiy (see also Phlips 1974, p' 258) afid that

theant ic ipat ionofafuturcpr icegrowthlowcrsaddictedconsut t - rpt ion '
. A s*bsrantial irnprovemcnt of the model is obtained by Spinnewyn (1981) who

makes motlels r.vith habit tbrmation equivalent to the models without haitit tormatton

tltrouglr thc rmpututiorr of thc consumption costs induccd by habit lornìation process

to the prlst clecisions. ln such a way, tlie cost of the consumption ot'a commodity is the

sumol* ìecul rentprrceanr lo l ihcfutureconsumpt ioninducedbythecurrentchoice.

Thcp r i nc ipa lou tco rne i s tha t theconsumpt iono [ themoreS t rong l yhab i t f o rm ing

corru'otlities is rlr-ccouragccì in the short run ìn favour oi thc less habit fbrming ones'

Such a tendency could be reverscd in the long run but its effect depends on the

specific tì;rm of ihe utility function adopted'

^*\nalogous solutions are obtained by the autliors following Beckcr and Stigler's

suggesuotl ro represeilt the cl'range of tastes as a change in thc household production

possibil i t ics given constani tastes. These morlcls (lìoyer 1983, ianna-ccone 198ó,

Beckcr aitd. ivlurphy 1988, Chaloupka 1991, Beckcr' Crossman anct Murphy 1992)

adopt Lluch,s tîamcwork, defining first what conclitions allow to rationally cxplain

;ickiistion bei.ravior anci then cleriving solutions ttuough thc rnaximizatinn of an

Flamiltonian. A partial cieparture from Lluch's niodel is represcnted by the fact tlÌat

these rnodels <iiscnnur.iarc bctween bencficial habits haviirg positive marginal utility

an,J the harmful ones ancl explicitly treat the effect of this distinction on the optimal

pians. For exantple, Ianrraccone ,tn*Î, t:}."t: the foilowing problem:

{J \x( t t '  s( t 1) = ln c-pt u\x( t I '  s( t ))

.r, r. s(t) = f {x( t i, sl t ,})- Et

A = r A - p Y

The soiution of the l{amiltonian gives thc conditions tor hairit formatiun,

which <icpencl on adiacent intertempolal cornplerneniarity' that is a measure of the

inreftemporal elasticity of comrnodity substitution which has the same roie tlf the

ilcnrand elasticity in Stigler and Becker's model' Bccker and ìvlurphy (1988) discuss

tt)



the possibilit,v that adjacent compiementaritv can irnply unstable anC multiple steady

stales. a result explaining sorne empirically relevant facts conceming addictive
behavior.

The principal problem posed by this approach, as Winsron (J980) or

I{errnstein and Prclec (1992) argue, is that rational addíction is a contrerdiction in

terms, in the sense that "for a behavior to be cailed an addiction, rather than just a

personaì bent or appetite, it must be unwanîed' (Herrnstcin and Prelec L992, p. 335).

According to this view, addiction cannot be treatcd within a rational ciroice approach

and it is rather necessaty to appeal either to behavioral models or to the already

mentioned more selves approach.

A radical departure from thc previous models is proposeC by Browning (1991),

who develcps an intertemporal non-separable modeJ. He empioys a dual

reprcsentation for preferences givcn by the follGwing profrt function,
t \ t [ l

l i | 1 ; r , . . . ,  p r , ^ ; '  )  =  ̂  l  [ ' u ( x1 , . . . , 12 . ] - I p , r ,  I ,
L t J

that is l inear hornogenous and decreasingin p,,,...,p, and f, 11. I l this expressicn, l, ,
is thc Lagrange mLrltipiier - or the marginal utiliry of expenditure - sf the

intertcmporal utility rnaxirnizing problem. Since optirnal allocation requires that the

cliscounted value of.L be kept constant over ihe whole horizon, we can employ it to

represent the cvolution of future wealth. Tire functional forrn adopted by Browning for

the prolìt function is callcd simpìe non additivc preferences (SÌ.JAP) and depends on

onc-period lagged, onc-pcriod lead and current prices,

- l  r \  r - l  r  ^ - r \n t p r , . ,  t , r , L ; ,  ) =  _ _  I  o , \ n , ,  n t _ 1 , ) 1 '  ) .
/ = i

Fron: this llnctioii, Browning derives the 1, -ccnstant (or Frisctr) demand function

har.ing the following form:

x, = à<D,-1 ( p,-,, r,,.\ ') fan, t 'òa,(p,, p,r r,Lì') lèp, .

This moiicl, which defines current demand as the sum of a cornponent based only on

past dernand and a component taking account of its effbct on titure preferences,

alioivs us to clearly reject time separability ancl to obtain csfirnates on aggregate data.

Dcspite the progress achievcd by this paper, a reconciliation between theoretical

riynamic rnodeìling and the availablc ernpirical evidence remains the principal

problem to solve in this research arca. Sonrc attempts a.re contained in Chaloupka

(1991), Becker, Grossman and Murphy (1994) and Loewenstein and Prelec (1992),

but this recent woi:k does not prescnl an analysis based on micro-data, which are

essentiaily to produce the interplay between theoreticai and empiricai considerations

that characterize standard consumer theory (for a survcy, see Biundell i988).
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IV. EI{DOGENOUS TASTES: THE INTERDEPENDENCE AIVIONG

CONSUMERS

. As the previous section has shown, economists have paid great attention,

cspecially in the last two dccadcs, to the seli-centercd approach to consumer theory.

On the contrary, thc5' have hitherto wideiy neglccted the importance of the

interdependence bet*"veen consumers. This fact is particularly surprising if we consider

the actual stress on game-thcorctical concepts and techniques in economics. However,

the use of interdependent preferences as a way tc make ta.stes endogenous has

characterized in the past the work of some borderline economists. Veblen's classicLrl

Ciscussion, Leibcnstein's 1950 papcr on bandwagon and snob effect. some wc;rks

published in thc sevcnties and the recent rnodcls pertaining to infonnation econonlics

represeni research awaiting a filore thorough study and extensive dcvclopment.

In order to classìfy these contributions, it is useful to recognize three differcrit

means of representirig the interdependence among consurners:

a) connecting thc consunrers' choices through a medium of influence that is not
directly controlied by themselves,

i)) introclucìng biiateral direct reiations among the demand functions of idcnticai
cotisiJrners.

c) torrnallzing a socìaÌ crrdcr tbunded on unilatcral reiations among cliff,erent
consuiììers,

St.;uting from the finst class, the introducîion of priccs in the utility function is
tlio most crrntmon 

"';ay 
of rcpresenting interdependent pret'crences through a variable

diff'erent liorn the dcrnand function" T'here may be two dift-erent reasons for this
inclusilin. The flrst - thrti is tlre interesting one here - corresponds to the well-known
Vcblen cffect associateC r.vith tlie expression con.spir:Ltous consurnpîion. The sccond
consists in judging quality by price and can be vierved as a direct ccnsequence of the
diff iculties in coilecting infornration about the real quality of goods. Economic
analysis has usuaily ignored this distinction claimìng, for cxan:ple. that "when a
socicty begins io appraise the value of goods ú;r iheir price, it may encl by valuing
theiny'r," tticir price" (Scitovsky 1944-45, p. i04). Bui it is irnportant to nore ihat thc
thcoreticai e quivalence ol lhcse two pattems of behavior is <.ioubtful bccause they have
quiie Lirrfereirr chliucteristics i ind purposes.ó E., 'en i i both pattems.iinpl,v a dircct
rcìation bct ,..vccn utiiity anri pricc, only ìn the casc al snttb appt:el price is a vlriable,

{ )  . r . lcaly lnC Klevor i r :k  (1970) takes accouni  of  th is r l is i inr : i ìun and appl ies i t  t r )  Lancasier 's
co'rsurncr tlrcrrrv. Snob cffcr:t is repl.esentcd by a specific price attribute ìn<lependent from Ùthcr
characteristics, rviriie, rf lhe ctnsunrct judges quaiity b1, piice, therc mly bc complcrnentalt], ir",***n
p;- ice changes ant i  the v l r iat ìon: ;  o l ' rhe speci l ìc  chrractcr is t ic  judged by pncc.
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expiaininq choice pcr sc and. thereforc, a medium of influence among consumcrs. On
the contraia, when the consunler judges quaiity by price, prices are inclurted in the
urility function as a proxy for sone features of the goods that are imperfcctly known
or complctely ignored. within this fiamework, the most appropriate way to consider
priccs as reliable jndicators of the nussing information is to consider them as a result
ol thc interdcpendence betrveen produccrs and custorners rather than arnong
consumers. This interpretation is cleifly pointed out by Neison's work on the
economic consequenccs cf advertising (Nelson 1974, 1915) and by Milgrom and
Robcrts'signall ing nlodcl (1986), which wil l be discussed belor.r,.

ln his book on lhe leisure class, Veblen describes conspicuous consumption as
"a rneans of reputability to the gentieman of ieisure" (Veblen 1899, p. 75) through

rvhich the leisure class {irnily cstablishes its upper position in the social iúerarchy. But

such a bchavior spreads beyond the higher class because emulation and enry- make
this phcnomenon pclvasivc. Therctbre, the purchasc of higher price gclods"

independently from their capacity to provide satisfaction, iras to be considered, in
Veblen's approach, not a waste but a norrnal consequence of ihe principle of

consumcr'^s soverergnty.

A model that formalizes Vcblen's sociological approach is contained in Follak

{1977). Poliak starts by claiming the independence bctween norrnal prices ptt, which

influence preferences and depcn<i on both current and past prices, and market prices

7:'n, which enter the budget constraint. l'hen he defines a nomral price dependeni

plcference ordcring and tlclives an utility function u(x, ptt) to bc na;iimized, subject eo
the budget constraint l.tp,r-y.In the demand function so obtained,

,, = ,,(.pl ,Y,, pi).

the following rssumptions

api fap,>-o perogn i  ^cS î

deseribe rhe Vebten 
":':.1u" 

"

Within this mp<lel, a changc in the niarket prices affects both budget constraint

and utility function and makes tire demand function non-homogenous. in order to

restore hornogencity,T Pollak assumes that prefcrences change only wìth variations in

relative rathel than absolute normal prices, implying that demand functions are

homogenous of deglee zero in current priccs and income. A^side fiom the clear

destructivc conscquences for iiny welfare judgement, Pollak himself pornts oui thai

/ Before Pollak's paper, Kalman (1968) studies conditions guaranteeing the homogeneity of
a demand lunction clerived by price dependent preferences but he does not distinguish between normal
and rnarkei price. An annoying consequence is that infiation increases utility. In Allingham and
Morisi,ima (1973). tlie rirtio between prices and general price level is substituted tbr monetaw prices.



price dependcnt pretèrences càuse another problem. If one assumes that in steady

state, market prices are cquirl to nonnal prices, the demand luncLion can be

rationalized by more than one price dependent preference ordering and this causes a

revealed preference approach to fail.

In a quite different inierpretation. Gilboa and Schqreidler (i993, 1994) have

t'ccently suggested considering priccs as a tool employed by consumers for selecting a

"satisficing" behavior based cln aspiration levels. They adopt the follorving utility

function.
b  =  u i \ v i , W i ) x,ith òu;f Av; > 0

òrr'/A(upr)< o

where v; is the "intrinsic" utility of the good i, conesponding to the consumer's tastes,

1.r; is its pricc and c ìs a "salicnce of money" coefficient measuring the importance

attachcd Lry the consurner to prices. According to a behavioral approach, o increases

(decreases) if thc consumer's choices, determined by his actual a.spiration ievel, imply

an expenditure highcr (lou,cr) than income and this changes ttre degree of dependcnce

between prices and prefcrcnces. But according to this scheme, thc interdependencc

among consumers, if it erists, is only indirect, 
'L.ecause 

it is an indirect eflect of the

markct activity.

The same rernark is appropriate for desr:ribing the w:ry in whictr ccorrornists

irave empìoyed other mediums of influence to describe the interdependencc among

consLrrnel:s. tJsually these models are too closcly related to psychological and

sociological arguments to be exhaustively treated within ccononiìcs. A simple rnethod

to distinguish ecoiromic rnodcls from those bcìonging to other social scierrces is Lo

refer f ircrn to th,; subjects involved in these relations. According to this convention,

advertising bclongs to thc realrn of economics because it concerns the relations

betrvcen firms and custonjers. The residual class of rnodels employs a llumtoer of

factors as pcrsonality corc, social roie identifications, moral and political sua-sion,

audicncc efl'ccts, educatir:n aud cuslttm, fads and fash.ion so far as they are not directly

created and controlled bv producers. Even if such factors ha-r'e aiso been studiecl by

economists,b their ciirect anaivsis sccnls tc,o demanding for a quantitative science like

economics.

The judgemerìt about the ttreoretical nalure of advertising is even more

cr-rntroversia,l. As rnentitrned beforc, most literature on the subject tri€s to analyze why

firms may choose to advertisc rather than study how advertising ii1'Íbc[s consumers'

choices. even if considering the latter aspect involves necessarily extia-econonric

qucstions. In order to :;olve the. problem, a distinction betvieen int-armative and

Ó Trvo exantples, iiiat try to ovcrconre this perhaps t()o strict divisron ol labor, are Cintis
( i974) on educat ion and Cosgel  (1994) on thc aur l ience el lect .
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persltr:; ive irJverl.rsii ig lrrs bcerr rnatle rn l itcrrrture.9 [:r ihe l lrst case, the effcct uf

adverrising is to "correcr tasres" (Rothenberg 1962, p.279) ralher than io change

them, rvhile in the second ciise, consunler tastcs zue "moulded" by the Droducers.

Thc approach usually ascribed to Richard Nelson clearly belongs ro the fi.rsr

class. ln his v"'ork, advertising is descrìbed as a signai of a high qualiry product. Ia

order to nbtain this result in the case of experience qualities which are qualities of the

brands not determined prior to purchase, it is sufficient thaî the consumers' repeaied

purchases revcal the real quaÌity of the product because it is advantageous for high

qu:rlity producers to adverlise nrore than low quaiity producers, But as Milgrorn and

Roberts (1986) and Wolinsky (1980) point out, the same result can be obtained by

employing priccs and so the theorist must explain why effort should be wasted itr

advertising" Apart fiom this problem, not t:asily solvabie in a puiely economic

approach,l0 thsre are clcar reasons to exclude this line of research from consurner

thsory $ilh endogenous tastes. The simpler reason is that these modeis, in line with

thc classical approach of Schmalensee (1972), consider tastes as entirely exogenous

and cxplicitly exclude the faci that consumer's tastes may be ciranged by advertising.l I

They are built over a strict asymmefrical relation between produceis and consumers,

where producers detcrrnine quantitie:. prices and advertising to maxiinizc prolits and

collsl;mers deterrninc the only rcal quality of goods. Once they do this, their fixed

tastes permii them to maximìzc utility according to the standard approach.

Turning now to pcrsuasive advcrtising, the best known approach is Lhe one

described by KennethJ. Gaibraith (1958, 1970), who repeatedly underlines the great

impact of producers' persuasiorr on consumefs' tastes. His position is founded on a

vast part of psychological and sociological literature which points out. the risks of

mass rrredia inlluence on individuals. But if economists accept the actual growing

incidence ofthc attempted persuasion through adverlising as self-evident, they have to

treai it directly :ìs a determinant of the taste pararìeters.

A proposal to adopt some intermediate models between these twg extrenre

pcsiticns iras bccn made by Boyer, Kihlstrom and Laffont (1979) and Luinj (1994).

These rnociels try to ciistinguish formaliy bctween informative anci persuasi'/e (or

frawlulcnt\ advertising, that is the advcrtising leaving unchanged or rnaking to

decrease the customer's intbrmation, by comparing the differences between the quality

v 'l 'his 
classification hrs a clrssical antecedcnt in lvlarshall's (1919) distinction between

"constructivc" and "corrbrtirc'' advertising, that is however refened to thc pioducers' side.
10 1;o1 un attcnlpt, see Milgrorn and Roberts (19E6).
rl "Tliere is another possible function of advertising v,'hich I have not analyzed because I do

not know how: advertising's impact on a consurncr's utility function, holding information constant. The

charrge-in-taste idea cannot be cffectiveiy tested bccause no real theory about raste changes has been

developed. Fonunately, one does need such an idea to explain the major fèatwes of advertising

behavinr"  (Nelson l9 '11,  p. i52).
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assessments of customcrs that have or have not received thc advertising message. The

fundamcntal hypothesis is that the consuÍrer changes his probability distribuúon about

the quality of a good by cmploying advertising according to Bayes' rule. In this

framework, to receive fraudulent advertising c,orresponds to adopting an ìncorrect

corelation between the information provided by advertising and rhe real quality of tire

goods. Therefore, even non-informaiive advertising will have effect on the consumer's

choices. The modei's results are thal even frar.rdulent advertising increases demand in a

rneasure depending on the riifferencc betrveen the lcvels of quaiity of the goods

presents in the markct and on the reliabiliry of the different sources of information.

The secontl class of rnodcls with interdependent prefercrices is founded on thc

expiicit acknowlecigemeni of the social nature of the prcference formation process.

This approach is characterized by the presence of a set of identical consunrers whose

consumption behavjor is influenccd by external effects that are conìmcn to all of

them, bilaterai and symmetric and is discusscd for thc first time by Iribenstein (1950)

urd Duesenbcrry ( 1949).

Leibenstein (i950) proposes a detailed classification of the factors explaining

consumer stalic demand. Aside fiom the qualities inherent in goods anci the Veblen

effect, he considcrs the bandwagon and the snob effects. Eoth efTects are represented

bll a functional reiation between consumcr demand and market demand with a

positive derivaiive for the bandwagon el'fect and a negative derivative for the snob

effèct^ I-eibenstein's tinal aim tù oirtain aggregate demand curves, is achieved through

ihe introduction of a fictirious diminishing marginal externai consumption eflèct,

which undoes thc effccts of the non-additivìty implied by such externalities.

Duesenberry (1949) starts from the idea that the consumer's choices are
connected o'rer lime tfrlough habits and learning processes. Habit causes the weil

known Duesenlrerrv eflcct, represented by in asymmetry bctween changes of ttre

con.sumption icvel and of the budget constraint. It is only atter having oriercome this
rigidity thai consumers are able to learn which consumption pattern is successful. But
the cnsuing learning process is basically a social phenomenon because it depends on
the "demonstration et'fect" and, therefore, on the comparison with the other
consumers'consumption patterns. This process can be described as a sequence starting
with an incrcasc in the other consumers' expenditure rvhich raises the fiequency
through rvhich the consumer comes in contaci with goods different from those
habitudly consunred. Thi-q ccmparison may reveai thai nerw goods are supcrior for
fulf i l l ing the consumer's needs. Finally, thc consumcr changcs his consumption
pattern and probably increases his expenditure. Duesenberry empioys the foiloiving
utility function to express the interdependence among consumer,
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U, = , r , { * r , r :  , ,  j ) ,

where ,r; and x;e respectivc:ly represent the actual and expecterJ demand of thc
consurner I and 1 is a weighted average of the consumption expenditures oi thc other
consumer.s, with weights proportional to the frequency of sccial contacts ainong
ccnsumcr i and the othcr consumers.

Recent work whjch fbllows the saine approach formally develops thcse two
Lefelcnces. Pollak (1976a) lries to rvork out I-eibenstein's insights in terms of a formal
urodel. Iie assirmes tlrat c:onsuurnr i's prcÍbrenccs clcpenil on consumer /'s pasr
consumption and vice versa, that isi2

f i , r  = r i , r  ( î .1*1,,-r  l  r ) w i t h  i , 7 s { t , . . . , , 1 , )

The rnodel's logic clearly points out the similariqr to Pollak's habit fonnation mg6el
discussed plevior'rsly. Botir rnodels adopt a systcm of dcmanrl functions locllly linear
in expcndiiLrre and obtain similar results 1br short-r'un an,J long-i.un demurd. pollaks

original ccntributian is the substitution of Leibenstein's simultaneous interdcpendence
with lagged interdependence. To unCerstand the weli knr-rwn problems caused by this
vafiation, we can refer to garne theory. [n an extcnsive form ganlc, thc i.empora.l
sequence can be rcpresenied bv the rules of the game inducing asyruletry anong the
playcrs anci the destruction of any possible equilibrium as in the case of the
Stackelberg duopoly. On thc conlrary, the bilatelal reactiuns typicai rn the Cournot-
Nash duopoly pelrnii us to ignolc conjectural variatìons, by simply avoitling to cleai
with a d;'nan.ric pr6blen-r.

'I'he importance of (he relative frequency of contacts among consumers is
stressed by Krelle (i973) and Gacrrncr (1974). Iìoth papers rlescribes social
intelaction thraugh a me;rsure of "syrnpathy" between the consumers. while Krelle
does not exactly spccify how this measure is defincd, Gaerfner assumes that the
consuner i is rnore influcnced by thc other consumcrs having a con.sumption patiem
not "too rnr.rch" dilferent fron'ì his pattern. Formalli,,

with ,t, (.) t O,

rvhe|c d,r'.r is a clistance^pararnetcr between consumers r e7 i lhich is positive for two
consumcrs that ai'e synÌpathetic and negative in the opposite case. The inl.uition behind
this is that the similarity of the consumption plans makes lire individual "reassured
and prompteri to stick lo his recenr. consumption pattern", while iarge differences in

ré Pol lak ( l97r ia]  proposcs even a var iat ion in which thc inf luence does not  regar<i : ,s  past
consurnprron.  Forrra l iy ,

D,1 ( I ,D;1-  1,{ )  wi th i , j  e ( t , . . . , I )  an<l  j  *  i .
Thìs var iatron dces t iot  inrply srgnrr icant  chrnge:.  in Éol lak 's rcsul t ,  except  wi th vaÌues oí I  too srnal l .  A
; imt la i  rn 'del  of  inrcr i lcpcndcn.e is  i :onraìned in prais ant l  Hourhakl :sr  (19. j5,  p.  lg) .

t /

,,,,(,.,,,,rt,. i) = .ri,t(, d,, r?*=, j



consurnption Pattern "lead to alienarion and antipathy" (Gaertner 
"914' 

p' 332)'

More;over. the model includes a cumulative píocess that is similar to Duesenberry's

demonstrarion e.ff-ect, accorcling to which the consumer lmitatcs more consumers

having a higher clemand than hinrself' than those having a lower demand'

A d if f eren t v er s i o n o f the s anre ":i:::'1,- ," ;:]'#Tt"t:H,il:"",'l,l: ii:

::fi : : ìTil: :H: : 

"",:'i 

i""'T'""TT'll v e n i eri s (tsi 1 )' w ho' s tartin g rro m

L,ancastcr's f f9:fl consumption theory' intloduce' in a limited rationalitY model' a

psychoiogic'al concepr' namely teferonce grouFs' These groups are composed of other

ronsurnels considcrccl ;;: tn; consumer as the "significant others" and he tries to

enrulatethcnrby"on.un, ,n, , inLancaster .s terrns, thesamebundleofcharacter is t ics.

Give n a;erìes of ,,*o;;;"; assumprions, Llakayawa anci venieris derive a traditional

m a i : r o f l n d i t l e r e n c e ' o n " n o " o t " ' u ' t o ' " i * t t ; r r o p t i m a l s o l r r t i r : n ' T h e s e c o n d

suggestìon is rePrcsented by the threshll-::t" of Granovstter and Soong (1986)'

wlicre any consumer chrnges his consumption pat'rern according to the proportion of

soi r rcre levantgroupo,o."n* ,const tmerst i ia tarec- ,harrg ingthei rpat tern inthesame

r,vay. liach cc)llsumer U 'nO""O sr:pposerl to clecirle rvhether to purchase one unit of a

givencomtnodrtyaccorc l ìngtotv"odi f lerent levels 'a lowc' randahigherthreshold '

assulnedbyth isproport ion 'Onceth 'J lorvar t fueshoki issurpassed' thcconsunx:r is

incluceci to buy thc commodity' The bandwagon ctÍect ccases and is'substitute'd by a

snobbehaviorrvhenthehigherthresholdisrcaclreoandsurpa^ssed'Theotlrerfelevant

assunrption is thar an increase of marker prices p makes the lower threshold higher

a inc i t heh ig l re r th rcsho ld lo rvc r ,wh i l eadec reaseo fphas theoppos i t ee f fec to f

dccreasingthelorvcr threshol< iandincreasingthehig i rer ' * : : t : i : i f theproport ion

o f c o n s u n t e r s w l r o h a v e o u r c h a s e d a c e r t a i n c o n m o d i t y a t t i m e r i s p , a n d t h c

consumerscun ru la t i ved i s t r i bu t i o r r f unc t i onso f l oweranduppe r th resho lda re

rcspectivery o, ,,0 o,, ,*J,J:,]:::'.iiil:;ilHir::;í*""u 
trv the rolrowing path'

r-/Îr 
rlb resPect to P r'

Bcing a difference betwc:cn F1 and F'' not necessal'iìy monotone wt

t l temocle lmiryproduceamul t ip l ic i tyofequi l ibr iaandthepresenceofchaot icand

*,, " n ",i,*lnili:il'*"* ";i" o"''op "o 1,- n': -t :':,::::, :: ", :":::: ffi ;:
unstable market outcomss'l 3

;-:JJ::::il.:t the rast modeì is u'" 1:u::':::::''"':ilil::: T

;;;;H:::T}'::j:":il"ffi ';^'*;;::'::":'::::;":ffiffi''^Jll:*:
il:"J'ffi ;.Jf ffil:::'"".*;;;':-:::::::i::HH:?"if:ff'"::
::::J::::::::::: JJ .i" ;'ffi*"" in" crass or moders can be in'[erpre'ied

- ^-r q'\^ro'c model showing that chaotic resul$ can

f, ,on n"""o n" ( I e8e ) extcnds !'iY":Y,:*"t::1í:frH;ili, J""*"0 moving averagel3 lonn"""on" (1989ì extcnds Cranovetter ** 
""i';;;;;;ntìally weighted moving average

be oartially avoidcd if ton'un'""'expectations 
are given tl

of ihe Past consun)Ptron
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as aIì outgrow{h of information econornics. The starting point is the idea rhat the
process of beìief formation ltas a vety limited role in determining the economic agents'
trehavior because thcìr decisions are basicaily the result of a very compiex market
interaction. A way to dcfine the rationalily of the economic agents is then to describe
it in terms of mirnetic or imitative pattcrns of behavicr, as argued by orléan (1999).
Ilis rnodel of generalized rmitation, that is founded on the scciologicai approach to
opinion transmission within grcups, seems particuiarly appropriate to explain
speculative behavior in financial markets, but in order to apply it tc consumption
theory, it is usefui to introduce an asymmel-ry between Lhe consumer in order tc model
uniiatera-l reiations.

Some authors adopt an ordered array of corìsumers lhat ;rllows them to
establish a sequential criteria of decision so that each consurner is only concerneel wittr
the ccnsumption of the consumer placed above hirn. C)ther authors assume the
prc-sence of an r,rpper class or a distìnguished agent that lower classes or anonymous
agents try to emulate. Poliak (1976a) discusses both assumptions pointing out their
implications for aggregate demand. Fonnally, he adopts the follorving demand
funci ions,

/  . )- f ; r  = . 1 ; , [ - l ; , _ , ,
. , '  J r '  ' .

and

^ t . l  - ,,,,{2.,,,,-,p)

with i < j itt an ordering 1,2,... , t\i

n , i th  i  €(  1, . . . ,  L  )  lower c lass

i  e(1, . " . ,U )  upper c lass

The fii'st func.tion is based on a hiera'chy brrt it impiies resulfs that ;ue siinilar to the
rnodel rvith sytnmetric agents and habìt fbrmation processes. The only ciifference is
the relevance of the distribution of piist cori$unptiou thilt influences the individual
cc;nsumption pattern. ii'he same is rrot lrue fbr per capita demand funclions. In the two-
c.iass nlodcÌ:;. the disiributiitn of expenditure belween classes is thc mo-ct signific;rnt
but i.hc dcir;aucl of the lower class depcnds on the average p&st consumption oi the
upper class. If thc behavior of the upper class is determined by a liabit fomration
proccss. we can easily see that results are sin:iiar lo thc hierarchy model.

P':llitk's first modc.l can be ncwly interpreied employing a new concept drawn
lionl iniormrtlion cconomics. According to BikhchiLndani, Hilshleifer and Welch
(1992), imitatìr'c prc)cesses c-'an bc'represente<i through a sequence of actions called
informaiional cascade, wherc at sorne stage it is optin:al fcir an indiviclual to.ignore his
olvn private iniormartion ancl to takc dccisions r:;nlv ori the basis of the pasl decisions
c'f ail thcse individirais placed before hiin i l  the sequeuce. The cruciai con4ition is
ihat errch individual observes a conditionaily independent signal conceming ti-re vaiue
tc i i-rÍ 'cr. Lrr the corrsunìDtion pattern to imitate. In this context, if a .sutficienily long
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seeuence of individuals makes the sams decision, the other individuals conforni to it

regardless ofthe signal received and begin an informational cascade.

The trvo-class model has been developcd by Karni and Schmeidler (1990) in a

game theoretical framework. 
'Ihey introciuce a utility function implying that the

preferences of thc agents o1'rhe uppcr class for a cenain consurnption pattem increase

(decreasO) with the number of agents of upper (lower) ciass that adopt the pattern,

whiie thc prcfercnces of the agents of the lower class increase with the number of

agents of both classcs that adopt the same pattern. It is ilossibie to show that these

assumprions can imply a cyciical equilibritrm play as those usually associated with

fashior.r but also othcr patterns of ciemand vaiiation. f)espite this indeterminacy, Kami

and Schmeidlel.'s modsl allows us to confirm both PolÌak's idea that in the rnodels

with two classes thc distribution of expenditures is relevant and Granovetter and

Soong's suggestion that îhe introduction of externalities in consumption theory makes

any conclusion abor-rt equil ibrium indefinite'

But there are at lc4sr other two problems in these asymuretric models. The first

ìs to detìne who influences whon anrj to make the social order dynamic through a

tr.ansition rule fr.om a class or a posltion to another. As regard the choice of a

liierarchy and the linúts of classes. whrtever criteria may be chosen, the ensuing

analysis would be, to a large extsnt. arbitrary because the results greatly depend on

soc:iologìcal and psychological argurnents. The second problem is discussed by

Scitovsky (1986) vrho points out how rhe upper ciass - or tire Cistinguished agent - has

no superior exanrirle to emulatc. To prcviCe a solution to this flaw,l4 Scitovsky argues

the lbliowing point: "To secure status thercfore, the rlch must not only have thc

nloney to outspcnri others, thcy must also manage tc spend it well: in ways that others

rcgard as superior and clesirable, anci set an example worth foilowing. To resolve that

problem requires tirat cruciai ingredient of many, perhaps most enjoyable activities:

the right clegrec of novelty" (scitovsky i986, p. 201). But this suggeslion raises the

question as io hovr the degree of novelty can be meaningfulÌ1'det'ined. Poilak (i976a)

adopts an oppositc view assuming that the upper ciass or l.he distinguished agent

follows a habit formaticn plocess. Howevcr, it seems ihet any definite answer has to

rcly on some principle or theory drawn fronl thc sociai ;ciences in generai' This

irnpression has to be extended to '.he whoie literature discussed here' It is clear indeed

that, notwithstancling the many problems - especìally the presence of chaotic and weak

equilibria - caused by the appcarance clf asymmetry among consumers' these models

14 A soluúon may bc given by Schurnpetcr's 'ersion cl the consumer innovator niming the

enrrepreneur innovator und u, ihis lrsi fin,ling a better solution not only for himseif: "But he also

triurnphed for others, blaz-ecl thc trail and oreated a rnotlel fcr them which they can copy- They can and

will follou,hiÙr, lirst ind!vrduals an<i then rvhoie orowds" (schurnpeter 1934, p. 133 quoted by Jonsson

1994).
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show that ìn orcrer to gain insigrrt into moders with interriependent preferences, it isnece'ssillJ to 'introducc in ecottonúcs stx'e explicit assirr.rptions about socraì structure.

V. COÌVCLUDING RETÍARKS

Evcn if it is not lrre intention of this paper to co'er a]l theo.es of c.nsumerbehavior incruding endogencus tastes but rather to suney a part of theoretic;ilccononúcs where thi.s irJca has been dcveJoped and discussed, a strik.ing impre.ssionrccerved from this stud;v ìs that there is not a srructrired approach to the case but onJyaìternative appr.achrls. not gathered in an unified systcm yet. In the crosing sentenceof the lbregoing section, this fragnientariness seems attributable to the lack of a morelntense and rigorous interdisciplinary approach to the problern.
A suppo't io this idea is contained in the work of sonre authors (for exanrple,sclrcrvsky 1976 and yaari r977) that cxpricitrv consi<ier tastes as ,,prefsrence 

systems,,which the consumer'.s behavior can be refei-red to in order to appraise its motivationsand "cnds" (Erzioni l9gg, p. 13g). Rarher a lot of u,ork has been done recently,starting with Frankfurt (1971) and Sen (1g74),on recasting rhis meaning of tastes in*ays ihat enabre us to use the conce't of ,.metapreferc.nces,,, 
which reries heavily ontnoriri arguncnts. For exampÌe, sen (ig77, p. 337) defines rnetaprefbrences as"rankings of preference rankings io express our m'rar jLrrJgemcnts,,, crearly showingthiit his purpose is to make rhc nrodcl of incrividu:ri choice richer tiran what ispermrtted by thc onl1, economic discourse. sucir an interpretation is conlirrnerl by'tlirschrnan in an articrc 'signi'cantly entitrecr "Agai.r;t pzu-sirnony,,. In lús worirs, ,.the

ecclll.nllc approach presents us rvith foo simprc;nindecr an acco.rnt of even surclifuudameltaì economic pt.ocesscs as corrsuniption anil proclucîion,, (Ijirschman iggj,
rr' 7). ln order tr: makc econoinics rnore cornplicatcd, Flírschrnan has recourse tometapreferences' He claims first that a "tiìste ìs a.lmost defìne.l as a preference aboutwhich you do not argue - de gustirtus non es! disputandunt.A. taste about which youirrgrrc, with other-s or yourserf. ceases ipso facto bei'g a tasie _ it iurns lnto a varue,,(llirschrnan i985' p' 9), thcn he argues fhat r*ctzrpreièrences are thc usef.ui conccpt to'Jescrìbe r changc in values. rn this way, rnetapref.erences become the tooi throughwhich ecoltornic behavior turn.s to cepcncl o' inoial and extra-economic variables int ' t r n r r r - t l

i-icwevei, in rnany r:rorlels disr:u.ssed in this oapcr sur:h an intcrdiscipiinarylippi.:-tch m'iy' be be obtaincd withr_rtrt ernproying rnora! argunre'ts. concerrirng thesell'-centerr:d represenrilriori, it js nr:t satisiactor-v_ fbr example to cleliberarely ignore arii ')rc parhoiogical vi*v of the acdict bcrhavrcr. accoiding to which addiciion
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necessarily inroivcs pelsonal confl ict ancl inconsistent behavior. A pcssible way to

iackle these issues is to employ the iìction of morc sclves and then to apply a strategic

conception of ratir:nality. Generally, a more realistic view of economic addiction

seen1s to require the knowlecige of a set of psychological ancl socioìogica.l concepts

largeiy ignorcii in economics. 
'I'hese tools become even more necessÍuy if one

considers that the processes through rvhich an economic agent determines his levels of

aspiration, as those rccently considered by thc limited rationality modeis, are usllally

asymmetric habit l 'orntation proccl:scs.

Devising interdisciplinar-y methods lbr correcting thc strong assumptions that

uuderlie consumer thecry scems appropnate to the modeis assuming interdependencc

arncng consumers as well. For example, a topic to dcvelop further is the updating of

prir:e dependent prefelences model in the sense of the Veblen effect. Recent research

indeeri deals with priccs as quality signajs. on the contra-ry, it has been argued (Alcaly

and Klevorick 1970) that a clear tjistinction among tire phenornent-:n of snob appeal

and jutlging qualiry by price is necessary. For this purpose, Loibenstein's paper may be

useful again: "The conspicuous price lthat is PoÌlak's normal price] is tire price other

people think thc consumer paid for'.hc cornmodity and which therefore delermines its

conspicuous consufrtptlon ulility" (l-eibenstcin i9-50, p. 203). The close connection of

tliis ctefinition with gamc theoreiicai reasoning requile us to employ more

psychological than purely econonric tQols. A la^rt example rnay concern the

explanation of tire per"suasive ellcct oi advertising. In this regud' Akerlol:urd Dickens

(1982) havc recently proposed to recur to the theory of cognitive dissonance, a

concept widely employecl in psychology. 
'l'he corollary is again to adopt into

econonric rnodcJs an approíìch more operì to Îhs contribution of other social and

human sciencgs.

A final remark is about the elements of consunler theory with endogenous

tastes omittecl in this sun'e.V. The most important is probabiy the interaction between

theorctical and ernpirical work, 
'fhe incrcasing availability of individual level data

allorvs real improverrtents in tho testing of consumef theory with endogenous tastes'

But actually tiìe nost interesting area of current research is represented by

cxperìmental economics. The laboratory simulation of iDdividual decision making has

rccently origìnatecl an impressivc quantity of rvork.l-s that may represent an important

source of new ideas :rud conccpts to inclease oul' undelstanding of consumer'S

bchavior,

l5  Fnr n survev,  see Camerer (1995),
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