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In macroeconomics, aggregate consumption assumes a pivotal role as a
fundamental component of total demand. It directly influences production and
employment while indirectly contributing to overall economic growth through
savings and investment. Insights gleaned from consumption function estimations
and the study of the marginal propensity to consume (MPC) inform economic
policy decisions. Economists have diligently explored the intricate relationship
between consumption behavior and influential factors.

The primary objective of the research you mentioned is to examine the nexus
between consumption, income, and wealth during the period spanning from the
first quarter of 1369 to the third quarter of 1401, utilizing quantile regression
techniques. By analyzing a diverse set of comprehensive models grounded in
macroeconomic principles, the study aims to identify an optimal model for Iran's
economy. The empirical results reveal that income and wealth have a positive and
statistically significant impact on consumption, with consistent effects observed
across different quantiles. Furthermore, the Brownian habit persistence model
aligns well with Iran's economic dynamics, implying that government
interventions related to pricing and taxation can effectively shape community
consumption patterns and contribute to overall economic growth.
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Introduction

This study investigates the impact of income and wealth on consumption in Iran. As one of the most important
factors in macroeconomic analysis and government policy-making, consumption significantly affects the
economy in the short and long term. In the short term, consumption affects total demand, employment, interest
rates, and income, while in the long term, it influences economic growth.

For the first time, Keynes (1937) introduced the consumption function in his book "The General Theory of
Employment, Interest, and Money," considering income as a major factor affecting consumption. Following him,
other theories were proposed by economists like Duesenberry (1949), Modigliani (1966), Friedman (1957), and
others, examining the impact of economic, cultural, and personal factors such as income, savings, interest rates,
age, gender, and household size on consumption.

This study uses the quantile regression method to compare consumption behaviors across different quantiles and
utilize the findings for policy-making. This approach provides a comprehensive picture of consumption
distribution. The period under review is from the first quarter of 1990 to the third quarter of 2022. Various
models based on macroeconomic theories are used to help select the optimal model suitable for Iran's conditions.

Methodology

This study employs seven models based on macroeconomic frameworks, which are comprehensively evaluated
across different quantiles. Each model is thoroughly examined, and the optimal model suitable for Iran's
conditions is selected. To investigate the impact of wealth on consumption, liquidity is used as a proxy for
wealth, also done by Li and Zhang (2021).

Quantile regression offers a more complete picture of the conditional distribution by constructing Quantile
functions in different regions. This method is also robust against outliers and is suitable for examining
asymmetric error distributions (Chaudhuri, 2018).

Results and Discussion

The Quantile regression model estimates show that income has a greater impact on consumption on the left side
of the distribution, whereas wealth has a greater effect on the right. Among the models examined, the Brown
model is valid for Iran's economy, indicating the persistence of habitual consumption behavior. According to this
model, consumption depends on current income and the highest past consumption levels. This finding aligns
with the results of Manjadzab (1996).

Regarding the relationship between income and consumption, the study's results are consistent with those of
Gholizadeh et al. (2022) and Jowadi and Sousa (2014), indicating that the influence of income on consumption is
stronger than that of wealth. Based on the continuity of habit, the Brown model suggests that households
measure their consumption by periods with the highest consumption.

The current income variable, estimated in all models except the seventh model (Friedman), which uses
permanent income, has positive and significant coefficients. Therefore, increasing income and reducing income
taxes can be beneficial in boosting consumption and, consequently, economic growth. The impact of the wealth
variable on consumption is examined in the sixth (Modigliani) and seventh (Friedman) models and this variable
is also positive and significant. In this study, liquidity is used as a proxy for wealth. Hence, controlling liquidity
levels and reducing prices positively affect consumption growth. The impact of previous periods' income on
consumption was examined in the second and third models (Duesenberry), and this impact was positive and
significant. Although the effect of previous consumption was greater, the Brown model had higher explanatory
power for Iran's economy.

The government can use direct cash subsidies to increase or decrease household income, affecting consumption.
As liquidity is considered a form of wealth, the government indirectly influences it. For instance, income
redistribution policies like wealth taxes can increase or decrease household consumption. Therefore, if the
government aims to influence household consumption, it should implement policies that directly target
household income, such as cash subsidies and a consumption regulator, whereas wealth has a lesser effect on
consumption.

This research shows that income and wealth positively and significantly impact consumption. However, the
symmetry between quantiles indicates that these effects are equal across different quantiles. Therefore, the
government can use income and wealth for policy-making purposes without considering different economic
quantiles and influence household consumption through income and wealth regulation policies.
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Given that the habit persistence model applies to Iran, it is suggested that the government understands consumer
behavior, such as essential goods, luxury items, complementary products, and the most frequently used items. By
controlling prices and imposing taxes on various goods, the government can manage consumer behavior and
positively influence economic growth.

Furthermore, the government can use proper income policies to improve income distribution and prevent the
concentration of wealth in specific sectors, leading to economic equality and reduced injustice. These policies,
like income taxes, can also provide a revenue source for the government to offer society more public services
and investments. These services can be invested in infrastructure, education, health, and social welfare to

increase public welfare and ensure more equitable income distribution.
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