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""SHOULD CONSUMER EXPENDITURES BE THE SCALE 

VARIABLE I N  EMPIRICAL MOEEU DEMAND EQUATIOXS?" 

Daniel L. Thoraton%? 

Federal Reserve Bank of St. Louis 

Traditionally, real GNB or permanent income or wealth 

have been the scale variable of choice in empirical money 

demand equations, Recently, Nankiw and Summers (1986) argue 

that consumes expenditures are an ideal proxy for permanent 

income in money demand, and they provide evidence that total 

consumption expenditures or consumption expenditures on 

nondurables and services are better scale variables in money 

demand than current GNP. This result is odd because coasumer 

expendirures reflect only the desires of the households, and a 

significant proportion of money balances is held by 2irns. 

This paper shows the diffieuleies in using consuzer 

expenditures as a proxy for permanent income, shows char, 

properly estjmated and compared, consumes expe~ditures are co 

better as a scale variable than real GEP and provides evidence 

tha: permanenE incone is a tetter scale variable than either 

consumer expenditures or GWP, 

*Research Officer, Federal Ressrve Bank of St, Leuis. The 

views expressed here are the author" a d  do  not necessarily 

reflect those of the Federal Reserve Bank of St. Louis or the 
Board of Go~rernors of the Federal Reserve Syste~. 2 r~~ouPi 

like to ~hanX klec Shryscal, Jerry Dwyer, Joe Haslag, Gary 

Santoni and Cliff S t o r e  for valaable comments cn a E  earlier 

draft 0 2  this paper and Rosemarie MueLier for her veluahle 
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'This paper is subject to revision and is for review and 
comment. Not to be quooed wfthout a u t h o r "  perrmissior," 
































