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Estimating tea demand function for urban households in Iran (1990-2004)
Using Linear Expenditure System with Panel Data Analysis

Siavash Fallah Alipour’*
Ali Reza Karbasi™

Abstract

The tea is one of the most common non-alcoholic drinks around the world. While the international
per capita consumption of this product is 500 g, Iran consumption is 1.5 kg per year. According to the
high consumption and the great share of tea in the household expenditure of low level income groups
of people in Iran, it is important to define its role in family basket. In this article tea demand function
for urban regions has been estimated using LES (Linear Expenditure System) model and panel data —
pooling of time-series and cross-section data in the form of income group-year — during 1990-2004
and then the price and income elasticities have been calculated. In order to avoid unrealistic results,
unit root test for pooled data has been conducted. The results indicate that the tea is a necessity for all
of the income groups. However, it is a big distance for being a luxury good for tea; it tends to become
a luxury good during the time.

Key Words: LES (Linear Expenditure System) model, Demand function, Panel data, Panel data unit
root test, Tea
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