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Law of Demand

Law of Demand: as the price of a good increases, consumers’
demand for that good should decrease.

I Based on observation, not in theory.

In theory, individuals may display upward-sloping demand in some
cases.
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Giffen Behavior

One case in which the law of demand may not apply is when poor
consumers face price increase of inferior goods that are essential to
them but have no close substitutes.

I If they end up buying more of these goods, they are said to exhibit
Giffen behavior and such goods are called Giffen goods.
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Giffen Behavior: Textbook Example

A rise in the price of bread can make poor families even poorer, forcing
them to curtail their consumption of meat. If bread remains the
cheapest food they can get, they would consume more, not less, bread.

I Attributed to Sir Robert Giffen by Alfred Marshall in Principles of
Economics, 3rd (1895) ed.

During the Irish Potato Famine of 1845-1849, as the price of potatoes
rose, poor families had to consume more potatoes because they could
no longer afford meat and other unnecessary luxuries.

I Paul Samuelson, Economics, 6th (1964) ed.

No verified empirical evidence for these examples.
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Giffen Behavior: In Theory

Consider a poor consumer near subsistence whose diet consists of:

I Basic staple food: bread, rice, noodle

F High calories per unit currency

I “fancy” food: meat

F Low calories per unit currency (but tastes good)

P (staple food) ↑→ consumer cannot afford fancy food anymore and
has to increase staple food consumption to maintain calorie intake.

I Price increase makes the consumer poorer in real terms.

I Income effect dominates substitution effect in this case.
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Giffen Behavior: In Theory

Conditions for Giffen behavior:

1 Households are poor so that they can only afford a simple diet that
includes a basic staple food and a fancy food.

2 The staple food is strongly inferior.

3 The staple food comprises a large part of the household’s budget, and
has no substitute.

4 Households cannot be so impoverished that they consume only the
staple food.
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Giffen Behavior: In Theory

Giffen behavior should not be expected at a market level, while it may
appear in certain subsets of households:

I Normal
I Subsistence
I Calorie-deprived
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Field Experiment

Provide randomly selected poor households in two Chinese provinces
with price subsidies for staple foods.

I Hunan: rice
I Gansu: wheat (mo 馍 or noodles)

Households were randomly selected from those living under the Di Bao
(低保) poverty line (approximately 100-200 yuan per person per
month, or $.41-$.82 per person per day).

I Below the World Bank poverty line ($1.25/person/day)
I 90 million individuals lived below the Di Bao threshold in China (2007

estimate).
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Field Experiment

The Experiment was conducted by Robert Jensen and Nolan Miller in
2006 and lasted for 5 months.

I Sample size: 1,300 households, 3,661 individuals

Households were given subsidies of .10, .20 or .30 yuan per jin (500 g)
of the staple good.

I Average rice price in Human: 1.2 yuan/jin; wheat flour in Gansu: 1.04
yuan/jin

Each households received vouchers that average 750g/person/day
(twice the average consumption).
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Jensen and Miller (2008)

Jiaming Mao (Xiamen University) Giffen Behavior 11 / 20



Results

In analyzing the results, households are classified by their Initial
Staple Calorie Share (ISCS).

I ISCS high but not too high: subsistence level

I ISCS very high: calorie-deprived level

I According to theory, Giffen behavior is most likely to be observed
among the former group.

Jiaming Mao (Xiamen University) Giffen Behavior 12 / 20



Jensen and Miller (2008)
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Results: Hunan

Strong evidence of Giffen behavior.

Breaking down households by ISCS shows that Giffen behavior is
observed only on those households under subsistence conditions (less
than 80% of the calories from the staple).

Households that are too poor (level of calorie share in staple
consumption > 80%) show a non-Giffen behavior.

The increase in the price of the staple food has another effect:
consumers at subsistence levels will consume less of the fancy food
(i.e. meat).
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Jensen and Miller (2008)
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Results: Gansu

For the whole sample, no evidence of Giffen behavior.

Across different calories shares there is evidence of Giffen behavior,
however, results are not very robust or statistically significant.

Results are less compelling than the case of Hunan. It might be
related to the existence of substitutes (pulses) and lower consumption
level of the fancy food (meat).
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Results: Gansu

To adjust the analysis, the researchers focus on households that have
an important consumption level of the fancy food (at least 50 grams
of meat per person in the initial period).

Sample reduces considerably. However, there is significant evidence of
Giffen behavior among these households: 1% increase in price ⇒ 1.3%
increases consumption of wheat.
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Behavioral Results

Let y = how much people increase their consumption of staple food
when price increases.

Theory predicts a inverted-U shaped y as a function of staple
consumption share.

Jensen and Miller (2008)
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Policy Implications

Many countries use food subsidies to help the poor with the
consumption of basic food and nutrition.

I It is typically assumed that providing food subsidies is a more effective
way to increase the poor’s calorie and nutrition intake than giving cash.

However, the poor may choose to consume less, not more, basic food
when the price of these food is subsidized.

I In Hunan, nutrition intake declined in response to the subsidy.
I In Gansu, there was little effect on nutrition intake.

As a result, food subsidies may not improve the poor’s nutrition.
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