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1. Introduction

Since the publication of Keynes’ General Theory, a great amount of literatures was published to develop the idea of Keynes on the consumption function. As it stands, the accurate estimation of the consumption function is of vital importance to the government and policy makers because it can gauge the effectiveness of the fiscal policies and hence significantly influence any further adoptions as well amendments of different policies.   
Out of the practical consideration, this study implements the latest micro-scope cross sectional confidential dataset from a survey conducted by the Hong Kong government and a consumption function is estimated using the standard life-cycle model exclude the personal wealth variable, which is not available in the micro-scope. Due to the limitation of the availability of time series as well as pooled, the objective of the study is to try to get some break-through findings on the consumption behavior of the Hong Kong residents but not consider the recent trend.
Besides, a literature review is included in order to compare the recent estimates of the marginal propensity to consume with that of the Hong Kong estimated from this study.

2. Literature Review
The review of the recent related literature is divided to two groups, namely, theoretical oriented and empirical oriented.
The Theoretical Literatures

The recent breakthroughs in the underlying theoretical underpinning of the consumption are represented by a series of papers written by Carroll, Christopher D. (1992, 1997, 2001), who initiated the so called “Buffer-stock” saving model. Carroll (1997) argued in one of his article that the traditional Life Cycle or Permanent Income Hypothesis model is not convincing to explain the findings in the Federal Reserve Board’s 1983 Survey of Consumer Finances. The detail of that literature is not discussed here because this study is mainly focused on the empirical findings.
The Empirical Literature
The summary of the empirical findings are summarized in the table on the next page (Table1). In general, there are very limited literatures implementing the micro scope dataset. It is highly possible that it is because the micro-scope dataset is not available for most academicians with regard to personal privacy. As a result, most existing empirical findings are from the macro data as summarized below. It can be seen from the findings that, ceteris paribus, the marginal propensity to consume in the developing countries are lower than that in the developed countries. This result may be explained by the wealthy effect as well as the precautionary savings effect. 
Another noticeable empirical finding in the recent literatures is the declining MPC in most developed countries, especially U.S., during the last one or two decades (Bishop and Park 2004) as a result of a worldwide popularity of credit cards. 
	Table 1 Summary of recent empirical findings on MPC

	Authors
	Data Description
	Time span
	Model Implemented
	Findings
	Country

	Luengo-Prado & Sorensen (2005)
	State-level annual disposable income data from the Bureau of Economic Analysis;      state-level consumption data from the Survey of Buying Power, in Sales Management
	1964-1998
	Buffer-Stock Model & PIH (permanent income hypothesis)
	0.97(Buffer-Stock);       0.9159(PIH)*
	U.S.

	Pagano (2003)
	Aggregate Japanese data from the reports of OECD
	1970Q2-1999Q1
	PIH
	0.25
	Japan

	Song, Romilly and Liu(1998)
	CSO Economic Trend, Annual Supplement 1993
	1963Q1-1991Q4
	TVP Consumption Model
	0.6 **
	U.K.

	Cutler (2004)
	Constructed by author since no apprehensive data set available in Hong Kong for household sector income and wealth holdings
	1985Q2-2000Q4
	Life-Cycle Model
	0.87***
	Hong Kong SAR

	Richard H. Adams Jr.(2002)
	Interviews conducted by the author
	1986-87 to 1990-91
	N/A
	Approximately 0.3
	Parkistan

	Anita Ghatak(1998)
	Dataset published by the Government India
	1919-86
	Dynamic linear regression
	0.9071(short-run)
	India

	
	
	
	
	
	

	* Arithmetic average of the outcomes
	
	
	
	

	** In the 1990s
	
	
	
	
	

	***MPC out of disposable income
	
	
	
	


3. Data

The dataset implemented in this study is cross sectional with an apprehensible coverage of individuals with different age, education backgrounds and family status. There are 999 observations in all. The original dataset only provides information on income and saving, hence, consumption is defined as the difference between the income and the savings. Moreover, several dummy variables are defined, namely, None, Prim, Sec, Ter, Married, Househol, Ag1, Ag2 and Ag3. The detailed descriptions of them are provided in the summary of the descriptive statistics (Table 2).
Among all the age groups, the average income of middle age group is the highest, say HK$8985.61. Also, the average income is increasing with the education level, while, the gap between the secondary and the primary is HK$5324.79, which is quite significant.
Also, the average income and consumption of the subgroups are presented in Table 3.
	Table 2. Summary of  the Descriptive Statistics for the Variables

	　
	Mean
	Standard Deviation

	Age
	38.35 
	10.84 

	Income
	15621.06 
	13247.37 

	Consumption
	12398.55 
	10291.78 

	Savings
	3222.51 
	6563.43 

	Married (1=married, 0= otherwise)
	0.63 
	0.48 

	Household Head (1=head of the household, 0=otherwise)
	0.45 
	0.50 

	None (1=no education, 0=otherwise)
	0.01 
	0.11 

	Prim (1=primary, 0=otherwise)
	0.15 
	0.35 

	Sec (1=Secondary, 0=otherwise)
	0.55 
	0.50 

	Ter (1=Tertiary, 0=otherwise)
	0.29 
	0.45 

	Ag1 (1= Age <30, 0=otherwise)
	0.24 
	0.43 

	Ag2 (1= 30<=Age < 46, 0=otherwise)
	0.49 
	0.50 

	Ag3 (1= Age >= 46, 0=otherwise)
	0.27 
	0.44 


	Table 3 Summary of the average value

	　
	Income
	Consumption

	Married
	17060.40 
	13676.48 

	Not Married
	13153.06 
	10207.32 

	Household Head 
	17682.44 
	14338.31 

	Non-Household Head
	13917.69 
	10795.68 

	No education
	5508.75 
	4983.50 

	Primary education
	9298.22 
	8296.52 

	Secondary education
	12052.36 
	10280.25 

	Tertiary education
	26149.09 
	18884.31 

	Ages younger than 30
	11326.36 
	8725.13 

	Ages between 30 and 46
	18470.41 
	14646.33 

	Ages older than 46
	14357.46 
	11658.61 


From the average statistics from the above table we can see a clear trend that both income and consumption are increasing with the education level. Also, the income and consumption reach their peak during the middle age. Moreover, on average, married people earn more and consume more. Lastly, household heads on average are superior on income as well as consumption. These results are quite convincing intuitively.
4. Empirical Findings
This Study estimates the standard consumption function, namely,
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，where dummies stands for a series of dummy variables under control, including Prim, Sec, Ter, Married as well as Household Head.
More specifically, five models are estimated in order to reveal the consumption behavior, more specifically, the marginal propensity to consume of different controlled sub groups as presented below. All the regression implemented the heteroskedasticity-robust standard errors.
Model 1

The most basic consumption function without the wealth variable.

	Variable
	Coefficient
	s.e.
	t-value
	p-value

	Income
	0.679
	0.0347
	19.567
	<0.00001

	  Unadjusted R-squared = 0.763968
	　

	  Adjusted R-squared = 0.763731
	　


As the result shows that, the estimated MPC is around 0.68 and result is quite significant.

Model 2
Educational dummies are included in order to reveal the influence of education on the consumption behavior.

	Variable
	Coefficient
	s.e.
	t-value
	p-value

	Income
	0.6875
	0.0713
	3.088
	<0.00001

	Inc_Prim
	0.0736
	0.0482
	1.526
	0.1273

	Inc_Sec
	0.0613
	0.0434
	1.411
	0.1585

	Inc_Ter
	-0.0109
	0.0499
	-0.218
	0.8271

	Unadjusted R-squared = 0.767414

	  Adjusted R-squared = 0.766478

	 F-statistic (4, 994) = 343.934 (p-value < 0.00001)


As the estimation result shows that the differences of MPC among different education groups are neither considerable nor significant.
Model 3

Marriage dummy is included to show the effect of marriage on people’s consumption behavior.

	Variable
	Coefficient
	s.e.
	t-value
	p-value

	const
	1929.18
	432.691
	4.459
	0.00001

	Income
	0.632
	0.0492
	12.834
	<0.00001

	Inc_Mar
	0.0554
	0.0424
	1.304
	0.1925

	Unadjusted R-squared = 0.766132

	Adjusted R-squared = 0.765663

	F-statistic (2, 996) = 190.103 (p-value < 0.00001)


Model 4
Age dummies are included in order to reveal the consumption behavior among different age groups.

	Variable
	Coefficient
	s.e.
	t-value
	p-value

	const
	2093.69
	406.397
	5.512
	<0.00001

	Income
	0.5747
	0.0352
	16.339
	<0.00001

	Inc_Ag2
	0.1011
	0.0274
	3.696
	0.000231

	Inc_Ag3
	0.108
	0.0447
	2.416
	0.015858

	Unadjusted R-squared = 0.767354

	Adjusted R-squared = 0.766653

	F-statistic (3, 995) = 136.296 (p-value < 0.00001)


It is quite interesting that the result shows that differences among different group are statistically significant otherwise not that noticeable. 
Model 5

Household dummy is included to show whether the status in a family would have any influence on the consumption behavior

	Variable
	Coefficient
	s.e.
	t-value
	p-value

	const
	1982.27
	397.696
	4.984
	<0.00001

	Income
	0.6256
	0.0371
	16.845
	<0.00001

	Inc_Hous
	0.0805
	0.0369
	2.183
	0.0293

	  Unadjusted R-squared = 0.770099

	  Adjusted R-squared = 0.769637

	  F-statistic (2, 996) = 204.258 (p-value < 0.00001)


The estimation result shows that whether the individual is the head of the household would affect his or her consumption, however not noticeable. 

5. Analysis
The estimated MPC, 0.68, in the basic model is relatively lower than that, 0.87, estimated by Bishop and Park (2004), who implemented macro dataset as well as proxy variables for wealth. The difference here are highly possible ascribe to the wealth effect. However, it is not possible to consolidate this without any further wealth data. 
The most impressive result from these regressions is the obvious shift of consumption behavior across different ages. It may be the precautionary savings during the early ages that contribute to a lower MPC. Also, it may be that fact that the younger generation is now facing a more loosened and relaxed borrowing restraints causes a lower MPC as suggested by Carroll and Kimball (1996). Moreover, there are a lot of other explanations on the ground of the sociology as well as psychology’s points of view. To name a few, there may be a fundamental change of the attitude towards consumption in the younger generation who are enjoying the most peace as well as prosperous period in the human history or that the young people are not that psychological mature to save for the future. 
While it is puzzled that education seems impose no influence on Hong Kong people’s MPC, it need further qualification for this discovery.

Moreover, it is noticeable that the MPC for the household head is higher than non-head. It is possible that the higher authority of heads would contribute to this discovery.
6. Conclusion
As Hong Kong’s currency is pegged to the U.S. dollar, the Hong Kong’s government can not implement independent monetary policies. Thus, a good fiscal policy would be of vital importance for the macro regulation purpose. As a result, an accurate estimation of the consumption function of the Hong Kong residents is indispensable for directing as well as assessing the government’s policies. In this study, the regression of an apprehensible cross-sectional dataset shows a consistent and statistically significant marginal propensity to consume, say, around 0.68. As the literature review shows that this estimation is lower than other developing industrial countries whose MPCs are around 0.8. The focus of this study is to uncover some micro consumption attributes of different sub-groups in the Hong Kong residents. There are some valuable findings and also some questions unsolved.
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Note: All the regressions in this study are conduced using the software gretl, which is a open-source software designed especially for the econometrics analysis. More information about the software can be found from http://gretl.sourceforge.net/ 
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