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Abstract

It is well-known that relative concern influencesmg economic choices,
including consumption decisions. Recently, sevetablies have linked the
gradually falling savings rate in the United Stasgse the 1980s with both
relative concern and increased inequality. In plaiger, we test for the presence
of relative concern (i.e., peer effects) in constianpdecisions for Turkey. In
particular, we test whether households are affelofethe purchases of other
households who constitute their reference groufs iBhone of the few studies
that investigate relative concern in a developiogratry setting. Drawing on
nationally representative data from the Turkish s&hold Budget Survey for
the years 2003-2012, we examine different referegroeips comprised of
members having the same education level, urbahsesmence status, or age
range. We find that the hypothesis is validated tadl non-rich households
are affected by perceiving the consumption of npymsperous individuals of
the same educational background. However, we doohsérve any group
effects for upper-income households.
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1. Introduction

The aim of this study is to examine the determimarithousehold con-
sumption and test for the presence of relative eanin consumption deci-
sions in Turkey. Here, the basic intention is tenidfy the factors that affect
household purchases and, especially, the exammaftidgroup effects” (or
peer effects) in such decisions, which is an urstigated topic for Turkish
households.

Peer effects can be defined as the motive for éhgrige behavior of one-
self in response to the behavior or action of atherone’s reference group.
The importance of this catching-up behavior hasnbeell documented by
theoretical and empirical studies. Hence, the rpairmpose of our study is to
investigate peer effects in household consumptipmiploiting a large da-
taset on the consumption behavior of Turkish hooisksh

In our study, we empirically investigate peer effe¢ogether with other
determinants of household consumption, by workirith whe nationwide
representative Turkish Household Budget Survey (HBEthe years 2003-
2012. Especially today, now that Turkey is seelangay out of its middle-
income trap, it is hoped that the findings on hbat# consumption decisions
will provide important guidance for Turkish econengiolicymakers seeking
to boost the national savings rate and, in pagiculesign approaches tailored
to various income groups.

Our first goal is to establish whether peer effeptst or not in this area.
The question of what constitutes a reference gimgpmewhat controversial.
Survey results have revealed that peer effectsmame prominent in those
with a similar education level rather than withie same age group. Considering
this indeterminacy, we test the existence of grefipcts for separate refer-
ence groups. Specifically, we test peer effectgyfoups formed on the basis
of same educational attainment, age range, and@gog Moreover, we test
the impact of household characteristics and grdfgrts separately for vari-
ous urban-rural settings, income groups, and eiturckgvels.

In the first part of this paper, we detail the tielaship between households’
consumption and characteristics that are expeotadltience their decisions to
purchase goods, such as total household incomedyerunh children, age, edu-
cation level of the head of the household, andlHuntzan residence status. In
the second part, the existence of group effecthaursehold consumption is
investigated. We also question whether group effgary according to the
income quartiles. In this respect, the analysisoisducted separately for dif-
ferent income groups. Specifically, the existenue degree of peer effects on
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middle- and low-income families are tested sepbratéere, our goal is to
distinguish the income group where relative congdire., peer effects) are
more apparent. Additionally, we examine househaklglefined by their resi-
dence status. Particularly, we question whetheswmption determinants and
peer effects vary depending on the rural-urbandesdial setting. Seeking
another valuable insight, we test whether relabescerns are upward-
looking, such that non-rich households are affedtgdhe consumption of
rich ones.

The rest of the paper is organized as follows. rAsiemmarizing papers
related to our study in the literature review inct8m 2, we introduce the
main data source and the empirical methodologyiegph our study in Sec-
tions 3 and 4, respectively. Following the presgmtaand discussion of the
results in Section 5, the paper concludes in Seéio

2. Literature Review

2.1. Literature on Peer Effects

Evidence from social psychology, neuroscience, ecwmtrics, and ex-
perimental economics indicates that humans usuaahypare themselves with
others who occupy their reference group, and thatautcome of that en-
gagement reflects on their sense of well-beingividdals may feel degrees
of satisfaction and experience a wide range of timag, depending on
whether they experience a negative feeling fromdpeglatively deprived or a
positive feeling from being better off, and theyhnazhange their behavior in
response to that emotion.

Relative concern is especially central to feeliofbappiness. An individual
who earns a lower income compared to others imtaicgyroup will feel happier
if he/she earns the same amount when in a groiqgieiduals who earn legs.
In his seminal study, Easterlin(1974) document$ takative position could
explain the observation that the self-reported hmggs of individuals varies
directly with income at a given point in time, bimat the average level of
happiness tends to be highly stable over time teegpemendous income
growth, referred to as the Easterlin paradox. dfhistalso shows that the
ratio of one’s own income to the reference growgverage income is more
important for an individual’s happiness than is ahsolute value of one’s own
income. There are many studies on this so-calleldtive income hypothesis”

1 Duesenberry (1949) and Leibenstein (1950) can bsidered the initial studies that docu-
ment the importance of group effects on individwall-being and effect of relative concern
in consumption decisions.
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and its effect on happiness (for a summary of tistsdies, refer to Frey and
Stutzer (2002) and Layard (2009)).

The concept of “conspicuous consumption,” introdute the literature by
Veblen (1899), is based on the thesis that besiolesumption, individuals also
gain a certain utility from their status in socidtience, to create a perception of
higher status, they may increase their consumpfiaertain products considered
symbols of high status, or imitate the consumpgatierns of those in higher
income classes. Basically, peer effects are whait lihe root of this conspicuous
consumption behavior. When these effects are prgseople start comparing
their own consumption with that of others. Thus,aiidition to the utility
gained by consuming a specific good, the changsitus (or relative ranking)
in the social hierarchy gained through consumingf tjood also becomes
important in individuals’ consumption decisions.duach a situation, an indi-
vidual will engage in consuming more than he/sthemtise would.

Moreover, there are studies that analyze the impagroup effects on
other areas, such as work motivation, educatiod, raal-estate acquisition.
Theoretical studies investigate what possible cpmseces the degree of rela-
tive concern can have on economic outcomes, suctak consumption,
investment, growth, and wealth accumulation. Foangsle, an individual
may exert extra effort to not fall behind hisfhemparison group, referred to
as the motive of “catching up with the Jonesesthim economics literature.
This “falling behind” may be applicable across attans, such as wealth,
income, possession of tangible assets, feelingappimess, hours worked,
marriage, home-ownership decisions, and health.

Conspicuous consumption arising from relative comeway lead an indi-
vidual to consume more than he/she would in therades of this motive. Con-
sequently, different macro-economic effects areeetgnl to occur, such as
waste of productive resources in the economy, ovasumption, and high debt
ratios. Relative concern may also force an indi@ido engage in unexpected
activities, like working more to obtain better t@la income or migrating
elsewhere to secure a better position in life (&aeh Stark, 2011).

Recently, several studies have linked the excessedit growth and high
consumption in the period preceding the latest@labisis with conspicuous
consumption and group effects. Frank et al. (2@k#)ain how an increase in
consumption starting from the top income groupadniaty has spread to the
lower income groups; they argue that this peeregffieotive lies at the heart
of the domino effect, which they refer to as “exgiéure cascades,” eventu-
ally sparking the dire sequence culminating in therldwide crisis. The



Unay Tamgag Tezcan 75

gradually sinking savings rate in the United Statiese the 1980s has also
been ascribed to this effect—as well as greataqu'::lléty.2

This thesis, which has also gained attention inptie media, has led to a
revival of work on conspicuous consumption by ecoies researchers.
Kumhof et al. (2015) and Ravenna and Vincent (2Gthépretically demon-
strate how the growing income inequality and asgedi conspicuous con-
sumption can ultimately cause excessive creditmesipa, which later triggers
such a crisis. Milanovic (2009), Stiglitz (2009)tdassi and Saraceno (2010),
and Rajan (2010) are examples of studies that geosimilar arguments and
relate such groups’ effects in various countriegltdal crises.

2.2. Literature on Peer Effects in Different Countiies

With the growing interest in peer effects in congtion, hew empirical
studies have emerged to report on the consumpfioroim-rich households
vis-a-vis that of rich households. The US is famfarsits dramatic jump in
real income over the last three decades for thosheatop of the income-
distribution melee.This has happened in tandem aitlalmost dormant me-
dian household income and higher inequality witthi@ states of the country
(Autor et al., 2008; Goldin and Katz, 2007). Basedthese observations,
Bertrand and Morse (2013), using the householdwuopton data from the
Consumer Expenditure Survey, show that the rismmgsamption of the rich
in the US has induced non-rich households to corsagreater share of their
income. Drechsel-Grau and Schmid (2014) have asod support for the
“keeping up with the Joneses” behavior in Germdnycontrast, Quintana-
Domeque and Wohlfart (2016), using food-consumptiate. from Britain,
find no effect of the elevated consumption of tieh ron that of non-rich
households. However, their finding is not surpgsias it is in line with that
of Alessie and Kapteyn (1991), who report that f@mhsumption is rather
immutable, whereas other consumption categoriesnfiteenced by the con-
sumption of the reference group.

The recently growing literature on peer effectscamsumption is mostly
derived from studies of developed countries. Howeiteds known that be-
havioral decisions, like those governing consunmptere influenced by cul-
ture and, hence, studies of consumption yield wididparate results for dif-
ferent cultures. Redding (1990) and Wang and Al{t988) show that models
based on consumers in Western countries are inatéefiur a full description of
consumption behavior in Eastern countries. Moreoth@y also demonstrate

2 See Chrystia Freeland’s article, “Keeping Up wite ®lightly Richer Neighbors,” in the
New York Timeslune 22, 2012.
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that conspicuous consumption is more widespreauténdependent and hier-
archical cultures, such as Asian ones, than inviddalistic cultures like
Europe and America, and that consumers in Eastemtiges buy more goods
that symbolize a desired position in their socioremmic hierarchy than do
those in the West. Accordingly, the importancetafus and, therefore, group
effects in consumption (i.e., relative consumptgamcern) is higher in cul-
tures that value group norms and are more socahnected than in inde-
pendent cultures.

As shown by empirical studies, the existence arehgth of peer effects
may vary from country to country based on a nundidictors, such as the
political regime (see Friehe and Mechtel, Z(fld)agree of corruption in the
economy (Gokcekus and Suzuki, 2014¢Iigion (Khamis et al., 201§)and
ethnicity (Charles et al., 2009; Kaus, 2033).

When these findings on the importance of groupcé$feand their varying
strength by culture and country are considereckiit be noted that the litera-
ture on developing countries, which are rapidly aadbing and becoming
more active players in the world economy, is gliiteted compared to that
on the developed economies. For this reason, aardry straddling Asia and
Europe and representing a transition point betvdiierent cultures, Turkey
is a uniquely appropriate setting for investigatmingroup effects in con-
sumption.

In Turkey, the role of relative concerns in the ssomption decisions of
households may differ from that in other countdes to its cultural, religious,
or other social features. Therefore, for sevezabons, when examining the
impact of group effects for Turkey, we expect spegd@atterns there to be
unlike those in developed countries, as well asé¢him other emerging
economies. First, Turkey is the only Muslim courdrgong the G-20 member
countries, which produce around 85% of the wortIBP. Compared to most
of the other OECD nations, it is still considereddeveloping economy.
Moreover, given the close social relationships urkKish society, group ef-

3 Friehe and Mechtel (2014), in their study of thieetfof the political regime on conspicuous

consumption, showed that this effect was more peatdn East Germany than in West

Germany, and that this difference persisted eviar tife merging of the two countries.

Gokcekus and Suzuki (2014) find a positive relatfop between conspicuous consumption

and corruption among OECD countries.

Khamis et al. (2012) find differences in statusasigng motive across groups with distinc-

tive social identities in India, some of which mazgy related to religion.

5 Charles et al. (2009) find that group effects ditietween African-Americans and Cauca-
sians in the United States, while Kaus (2013) shdifferences in group effects among
black and white South Africans.
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fects are expected to be stronger than in Westamtiges, where individualism
is common. However, Turkey is also seen as sep&mie other emerging
economies thanks to its own unigue geography, @ylneligion, and history,
all of which affect social interactions and econordecisions. Furthermore,
Turkey has been an independent nation and oneanditheralized economy
for much longer than many others in the emergirmremy category. That
being the case, its exposure to Western culturdsfemeign products has a
longer history than do the others.

After liberalizing its economy in the 1980s, Turkeyperienced a period
of rapid transformation. Not only have its consusngalined access to foreign
goods and lifestyles, but the country has also sapeed one of the fastest
rates of urbanization of any country worldwide. c&irthe 1980s, its urban
population has increased by 34.3 million. Moreowbe share of Turkey's
middle class has grown, from 18% of the populatio993 to 41% in 2010
(World Bank, 2014). While Turkey suffered a declineits Gini coefficient,
from 0.48 in 1994 to 0.41 in 2007, it still has arfethe highest levels of in-
come inequality of all the OECD countrieslowever, there has been an up-
ward trend in recent years, and both regional aer-regional imbalances
have been on a reverse track in the last four y@aligtekin, 2015). At the
same time, the rise of the urban middle class miagenced the national life-
style, raising the level of families’ exposure tther social classes and to
various means of consumption. With the changingnme distribution, rela-
tive concerns may have become more dominant indépgrecisions in this
emerging economy, and a race may have begun toxesumption in order
to signal status.

2.3. Literature on Consumption Behavior in Turkey

Studies of the determinants of consumption reléed@urkey can be di-
vided into two groups. The first group looks inte tdeterminants of aggre-
gate consumption using time-series data at theeggtg level, referring to the
total consumption expenditure component of GDP froational accounts.
These studies analyze the effects on consumptiomazfroeconomic vari-
ables, such as interest rates, growth, and consgowidence (e.g., Ak-
koyunlu, 2002; Aydede, 2008; Ozcan et al., 2003).

The second group consists of studies that takeceorapproach and seek
the determinants of consumption at the househutd.[&hese studies generally

" The decline in inequality in the period from 19942003 is attributed mostly to the fall in
within-group inequality, whereas in the first haffthe 2000s, it was basically due to con-
vergence between groups.
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focus on a particular consumption subcategory (f1schousehold goods) or
specific product group (such as furniture). Sonueliss investigate consump-
tion at a more micro level and focus on lower comgtion categories (such as
furniture) or single consumption items ( tablesyany of these studies con-
centrate on food products and, especially, on itekesmilk or meat, while
others are based on survey data conducted in Tumkaparticular region or
province (e.g., Akpinar et al., 2009; Uzundz andakas, 2014).

The few studies that investigate total overall congtion for Turkey using
household data either concern themselves only wittertain time period,
such as a crisis or Ramadan, or are confined tartcplar yeala. There are
also studies that use the HBS data to learn albheutonsumption of a par-
ticular group of products throughout Turk?ey'.hese studies mainly focus on
estimating the price and income elasticity of vasiconsumption groups, and
they differ considerably from our study in termssabpe and structuf.To
the best of our knowledge, no previous study hasaehed total household
consumption using the representative nationwideegufor Turkey from a
similar perspective, for an extended period of fiemed, especially, by incor-
porating the peer-effects motive for Turkish houdes.

The lack of panel data on household consumptioriltokey, where the
same households are examined over years, may exp&alack of research in
the field. However, through the surveys conductgdhe Turkish Statistics
Institute (TurkStat) since 2002, enough data hawe Ipeen collected to work
with. Although the data are cross-sectional, theSHS still a valuable data
source that can shed light on important questi@Gus. goal is to identify the
factors affecting consumption behavior and, inipakdr, to detect peer ef-
fects by exploiting this large dataset on the comstion behavior of Turkish
households.

Celen (2015) investigates alcohol consumption duftamadan; Duygan-Bump (2005)
examines the effects of the 1994 financial crisisdorable goods consumption; gyan
and Astar (2012) address the urban and rural dinderousehold-consumption determi-
nants; andahinli and Ozcelik (2009) studies 12 product grofgpshe year 2003.

® Sahinli (2013) reports on food and non-alcoholicdragesSahinli and Ozcelik (2015) deal
with beer, milk, and cigarettes; a@hinli and Fidan (2012) specialize in food expendi-
tures.

For that purpose, these studies apply methods asidtleal demand systems. However, the
effect of household characteristics, such as deapdge variables, on household consump-
tion has not been investigated in these studies.

10
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3. Data Description

The data in this study are acquired from the Tirki8S, a nationally rep-
resentative household survey, conducted since B@QRe TurkStat! In the
survey, the final sampling unit is defined as tleidehold, and a two-stage
stratified cluster methodology has been used.

The households covered in our study are based eméfinition by the
TurkStat: a household isa“community consisting of one or more than one
person, living in the same house, housing, or pathe housing, who do not
separate their income and expenses, who participateousehold services
and management, regardless of whether they haghikior not” In the sur-
vey, all residential areas within Turkish bordems iacluded and are classified
into two categories: rural and urban settlementbab) settlements are places
with populations greater than or equal to 20,00hilemural settlements are
defined as areas with populations of less than(20,0nly the population in
retirement homes, nursing homes, prisons, militemyacks, private qualified
hospitals, and hotels (defined as corporate pdpulatas well as immigrants,
are kept outside the scope of study.

The HBS data consist of survey information obtaifrech a varying num-
ber of sample households per month between Jantlaryd December 3of
that year. The HBS asks detailed questions on copson expenditures,
income, employment status, and demographic chaistatse. The consump-
tion data, collected according to internationahdtads, is a major source of
information on patterns of consumption expenditimg socio-economic
groups and rural versus urban settlements, and dlsgy play a part in the
construction of the Turkish consumer price index.

Consumption expenditures encompass market purchasesll as the use
of the stocks of one’s own production, consumpidrgoods and services
brought home from work, cash and non-cash gifteivec from organizations
or other households, and voluntary contributiongngurance (e.g., health,
life, motor vehicle, and other types of insurandd)ey exclude transfers to
organizations or other households (e.g., cash ibomittns and gifts), expen-
ditures for saving purposes, and debt repaymetis.réference period is the
survey month for non-durable consumption and tlewipus year for durable
consumption. As the survey is conducted througlhbetyear, the value of
consumption is adjusted using a monthly price inttexaccount for price
changes during the year.

1 The dynamic database for HBS data is provided etiinthe TurkStat (http:/mww.tuik.gov.tr).
The microdata can be obtained in CD-ROM form fromThekStat upon official request.
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We pool cross-sectional data from the 2003-2012ewanf the survey,
which are collected independently in each wave. ddeer, in each wave,
more than 8,000 households were interviewed. Eagr, ythe number of
household samples varies. Due to the differencéseirtoding of the datasets
between years, special attention was paid to ereursistency under a com-
mon code. Any discrepancies in survey data betwears are identified and
the required extraction and encoding are perfonsra}entd)rdingly%2 In addition,
considering the possibility of incorrect codingtims type of survey data, we
give particular attention to data cleaning. Housghavith zero or negative
disposable income (nine households) and those miising consumption
data (ten households) are excluded from the s]tﬁd')hese reports are as-
sumed to be the result of incorrect coding. Howgivés also possible, though
rare, that an income for that year was not obtaifreelspective of the cause,
these outliers are not part of our study. Otheed Hre sidelined are some
households without valid information on educaticatshinment. Information
on the number of households included in our stdthyr ¢he exclusion is given
in Table 1. Year 2003 households are used onlprim the reference values
for the 2004 wave and are not included in the edtons.

Table 1. Sample Sizes in Different Waves of Turkishlousehold
Budget Surveys (HBS)

Number of
Year Households Percent
From Survey

2003 25,764 -
2004 8,544 10.42
2005 8,551 10.69
2006 8,556 10.78
2007 8,543 10.56
2008 8,549 10.85
2009 10,046 11.23
2010 10,082 11.47
2011 9,918 11.77
2012 9,987 12.22
Total 108,540 100

Source: Authors’ calculations using HBS data.

12°As an example, while for the survey years 200842@&nd 2005, an age range is provided,
for the year 2006 and afterward, the exact aga@hbusehold is specified.

13 A total of 19 excluded households are dispersetegrienly across survey years: two in
2003, eight in 2005, two in 2006, five in 2007, am&008, and one in 2011.
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4. Empirical Method and Identification Issues Relagd to
Peer Effects

Our main purpose is to test whether the consumplgaisions of households
are influenced by the consumption of the rich hbalkeks in their reference
group. We estimate the regression equations ifotteving form.

Cit = bo + blyit + bzyizt + b3C5: + B4Xit + B5Tt + €t (1)

In Equation (1), total consumptioi©y) for household in yeart is ex-
pressed as a function of household disposable iadggand its squareY(?),
consumption of the reference gro0g’, and a wide set of variables to control
for household characteristics (summarized inXhenatrix) that are theoreti-
cally expected to influence the level of consumptio

Household disposable income is the sum of the dilgle incomes of in-
dividuals in a household, less the taxes and feas lpy the household and
unilateral transfers to other households within tdet year; it includes im-
puted rent. The disposable income of an individeaahe sum of the actual
payments made to the factors of production (wagterést, profit, and rent)
and unilateral transfers from public and privatéegorises as well as from
abroad, less the indirect taxes and unilaterakfesa of the household to the
government (such as deductions for social secutigth cash and non-cash
income are included. The square of household dipgesncome is included
to account for non-linearity.

Urban versus rural residence, which is the onlyilabke variable related
to geography, is included among the household ctexistics as a dummy
variable. Moreover, calendar-year effects are otlett by theT, matrix,
which includes time dummies.

To identify the coefficients in Equation (1), wesame that the error term
[% is uncorrelated with the explanatory variables. ester standard errors
by the education group of the household Héad.

Finally, HBS assigns each household a weight toentlh& survey samples
representative of the country populations. In slireations, we weight obser-
vations with those population weights.

Based on the observation that zero expenditurdyraczurs, we decide
that estimation by Tobit is not needed, and, tlugsuse ordinary least squares
(OLS) for our estimations.

14 The overall model specification is tested usingtist and by plotting residuals against the
predicted values. We also test for multicollingadt the variables.
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To determine the factors that influence householdsumption, first, we
estimate Equation (1) without taking reference-graensumptionC;® into
account. Hence, we estimate the following equatidnich is the benchmark
estimate without peer effects.

Cit = bg + blyit + sziZt + B4X¢'t + BSTt + €i¢- (2)

In the second part of our estimation, which adér®sse main question of
identifying the importance of peer effects, we detee the reference group to
which the household compares itself, as explainatgtail in Section 4.1. The
average consumption level® of this group constitutes a reference value to
which the household compares itself, and adjustsahsumption accordingly.
Therefore, we estimate Equation (1), where thefiderfit on reference-group
consumption tells us the strength of the peer effec

In our estimates () is taken as the average total consumption ohtre
rich households, defined according to their rankhi@ income distribution.
Here, our aim is to test whether non-rich househfidlow the consumption
of rich households. However, it is also possibkt tine existence of peer ef-
fects may not be uniform across income distributibm test for this, we ex-
periment with alternate definitions of non-rich,pdading on the percentiles
of household disposable income. First, we dropritieest and poorest 10
percentiles of the households in the income digtidin, as they may display
different behavior than that of the majority. Ifhet words, in our first set of
estimates, we restrict attention to household$én1i0-98' percentiles. Then,
in order to study the behavior of the householdtheupper echelons of the
income distribution, we restrict the sample to thosthe 70-99 percentiles,
and later to those in the 50%@ercentiles. Finally, to study the behavior of
the households in the lower half of the incomeritistion, we restrict the
sample to those in the 10'5percentiles.

4.1. Selection of Reference Groups

There is a consensus in the literature on the nahiat well-being depends
on one’s relative position (Clark and Oswald, 198@gdon and Knight,
2007; Luttmer, 2005). Typically, a modified utilifyanction in which one’s
utility depends on the gap between actual inconaeraference-group income
has been used to model relative concerns. The masstion that arises is
how to define the reference group. Some studigsarlthe controlled envi-
ronment of the laboratory to do so (Clark et ad]1@ Falk and Ichino, 2006;
McBride, 2010), while other studies define the refeee group empirically,
relying on whatever information is available in tega.
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Reference-group theory argues that individuals @mphemselves not to
just anyone, but to people who are similar in maespects, for example,
those who come from the same social group and siavitar beliefs, values,
income, and/or aspirations. Basically, the refeeegmup is used as a stan-
dard to evaluate oneself. Models of social prefegen(i.e., inequality aver-
sion; see, e.g., Bolton and Ockenfels, 2000; Clszraed Rabin, 2002; Fehr
and Schmidt, 1999; Mui, 1995) predict that the paavy the rich, and refer-
ence-group theory predicts that the poor (rich)yeathers from the same
social group or class.

Although there is no standard in reference-grougrdgnation, two main
approaches stand out in the empirical literatuhe first approach, which can
be called “proximity,” relies on the assumption tttamparisons are made
with people nearby. Thus, in this approach, groueraction is based on
physical proximity, where groups are formed byiatlividuals living in the
same neighborhood (Luttmer, 2005), village (Knigh@al., 2009), city or re-
gion (Persky and Tam, 1990), or country (Eastetl#95).

The second approach, which can be called “simjidritelies on the as-
sumption that one compares oneself to those wha hamilar socio-
demographic characteristics, such as being the sagee education level,
race, and/or gender. In most empirical studiesa daailability guides the
choice of similarity characteristics that define tieference group. For exam-
ple, Bygren (2004) considers those with the sanueadn and work experi-
ence in the same occupation and in the entire laeimyket as the reference
group.

It is also common to take a mixed approach andhdefeference groups
based on both demographics and proximity.We foltbig comprehensive
approach and define the reference groups baseddtbngeography (rural-
urban setting) and similar demographic charactesiseand we test peer ef-
fects based on the similarity of the following degrephic characteristics:

- Education level

- Age group

- Geography (urban-rural)

In other words, households form a reference grdyople with the same
demographic characteristics and belonging to tineesarban-rural residence
classification. Initially, we test peer effects whihe reference group consists
of those households with heads of household fransdme education level.

This approach is similar to that of Woittiez andpikgyn (1998), who assume
that people primarily meet people of about the sage and education. We
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also experiment with reference groups based onamgeonly geography,
which allows us to test the presence of peer effietconsumption decisions
and which types of similarities help form the refece group.

In our analysis, regional proximity is inevitablyeasured only at the rural-
urban level, since the HBS does not provide a fggsrgraphical classification
than the dichotomous rural-urban classificatiomgReshould relate themselves
to the people they most frequently see, and regjmoximity is a measure to
capture the probability of relating oneself. Howewgith increased commu-
nication, lifestyles have converged, and the dififees in living standards
within cities have decreased. In that regard, altunban divide will serve as
a better proxy measure for similar lifestyles tinauld geographic proximity.
Hence, although a finer geographic proximity measiauld allow us to cap-
ture more dimensions, we believe that a rural-urtlassification is a valid
definition for the selection of reference groupggRrdless, we believe that
even the rough rural-urban division reveals impurtdifferences in con-
sumption patterns between the two groups. Infolmnatin the percentage of
households in the survey by age and education fevelach year is provided
in Tables 2.a and 2.b, respectively.

Table 2.a. Age Group of Survey Sample by Year (%)

Age
group

3 0.12 0.07 011 006 0.07 006 016 0.07 0.07 0.05 0.09
4 137 111 112 110 143 108 139 112 1.02 1.20 1.22
5 690 6.26 6.70 691 708 612 6.26 612 6.13 5.23 6.43
6 11.65 11.69 11.30 1190 1149 1098 10.67 10.60 10.93 10.761.25
7
8
9

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 Total

13.93 14.07 1345 1322 1260 13.90 13.05 1277 13.05 12.683.35
14.71 1455 14.10 1475 1322 1297 1277 1205 1247 12.288.54
12.24 12.99 1343 1325 13.31 13.19 1263 1391 1269 12.182.86
10 1132 1209 11.62 1152 1257 11.73 10.80 11.24 11.22 61151151
11 776 808 870 849 871 903 933 960 956 1061 883
12 658 605 634 644 695 7.02 741 712 736 7.83 6.88
13 1342 1304 13.13 1237 1257 13.92 1553 1540 1550 715.614.03
Total 100 100 100 100 100 100 100 100 100 100 100
Source: Authors’ calculations using HBS data.
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Table 2.b. Education Group of Survey Sample by Yeaf%)

literate elementary junior high high  vocational more than

IHEBte complerea gracuate  gracuate SCh00l  colege G2 GY, collge
education (5years) (8 years)

Year 0 1 5 8 11 13 15 18 Total

2004 7.03 5.01 51.02 10.38 16.81 2.63 6.73 0.38 100
2005 6.82 5.51 52.04 10.59 16.19 2.18 6.22 0.45 100
2006 6.68 5.03 52.91 10.96 15.72 251 5.76 0.43 100
2007 6.59 5.37 51.01 10.13 17.37 2.82 6.27 0.44 100
2008 6.19 5.00 46.16 11.32 19.05 3.61 8.04 0.64 100
2009 7.66 6.17 47.56 10.50 16.86 3.33 7.02 0.90 100
2010 7.60 5.42 46.74 10.70 17.08 3.57 7.90 1.00 100
2011 7.31 5.43 45.90 10.40 17.30 4.25 8.20 1.22 100
2012 7.13 5.18 42.96 11.65 18.07 4.43 9.06 1.52 100
Total 7.01 5.35 48.34 10.75 17.18 3.29 7.29 0.79 100

Source: Authors’ calculations using HBS data.

4.2. Direction of Comparison

Psychological research and behavioral studies $tam@n that people display
asymmetry in comparisons and that the disutilitg &dss is weighted larger than
is the utility of a gain (i.e., loss aversion). Tliterature refers to Duesenberry
(1949), who is known to have assumed that peopeupmward-looking in
making social comparisons because their perceieedsiand aspirations are
typically above what they have (Ferrer-i-Carbon2llD5). Moreover, in happi-
ness studies, it is found that poorer individuals megatively influenced by
the income of their richer peers, but the oppdsiteot true. In other words,
richer individuals do not get happier from knowihgt their income is above
that of their co-citizens.

The direction of comparison is also a questionedhig the literature. In
upward comparisons, an individual compares himgéth those who are
higher in the hierarchy, such as those who aresrioh happier. In downward
comparisons, the reference group consists of thwbxeare in lower positions
in the rank hierarchy. Upward comparison is catkalf-enhancement,” since
it leads the individual to increase his/her efftartreach the level of those
above himself/herself. Downward comparisons, onditeer hand, are based
on “self-motivation,” since people generally intetm improve utility and
well-being by comparing themselves with others \ah® inferior or less for-
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tunate (Wills, 1981). Affleck and Tennen (1991) whihat people who suffer
from major medical problems use downward compares®@ coping mecha-
nism, while Brown and Dutton (1995) and Taylor lef{ 58983) present empiri-
cal evidence in which individuals enhance their thamd subjective well-
being through downward comparison. Hence, the time®f comparison can
be regarded as context-specific.

Summarizing the empirical evidence, Wood and Tayl®91) conclude
that “when one has an unfavorable characteristie, may self-enhance by
reminding oneself of others who are similarly flaw&ven better is a down-
ward comparison with someone who possesses even afithhe undesirable
characteristic” (p. 31). Considering the possipilihat comparisons can be
both upward and downward, Falk and Knell (2004)dbai model in which
individuals endogenously choose with whom they campthemselves to
increase their utility. They show that people witgher ability have “upward
comparisons” (for self-enhancement purposes), vithise with lower ability
choose a reference group from people below theus, tteference standards
are positively correlated with ability. Furtherethmodel provides a theoreti-
cal rationale for the frequently used assumpticat feople compare them-
selves with others who are similar.

4.3. Reference-Group Consumption

In our study, we take the asymmetry in comparisbo account and ques-
tion whether comparisons are made with those beloabove in the income
distribution. First, we define the reference gra@gpthe “richest” households
among those whose heads of household have sinhitaacteristics. We de-
fine the “rich” households in a reference groughasse in the top 0percen-
tile of the income distribution of the previous yethis percentile is chosen
because it is commonly used in the extant liteeafarg., Bertrand and Morse,
2013). The average consumption of the richest 1Dk@woseholds in the same
reference group will be used as reference-consomptlue.

Our expectation is that peer effects in consumptiecisions should be di-
rected upward, where the reference should corstthiise above, with the
motive being conspicuous consumption. If peopletwausignal higher status,
they should relate their consumption to those wieo erceived as rich or
high class. Hence, to form reference groups baseedacational attainment
and rural-urban status, we divide the sample irBogfoups by education
category (eight categories) and rural-urban stétus categories). Then, we
rank the households within each group by their Bbaokl disposable income.
The average total consumption of the householdténtop 18percentile
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within the corresponding reference group constitukee reference consump-
tion value for that group. To build reference ge@ecording to age and ru-
ral-urban status, we similarly divide the sample i20 distinct groups by age
category (10 categories) and rural-urban statue @®tegories). Further, we
follow the same methodology, calculating the refiee= consumption value
using the average consumption of the householdseiriop 18percentile of
that reference group.

As mentioned above, in some contexts, lower leirelhe hierarchy can
be taken as a reference due to the “self-motivatmative. With regard to
robustness, we test for downward comparison, imctuthe consumption of
the “poorest” households among those that haveaimharacteristics as a
reference. Consequently, the analysis is repeateghwhe reference con-
sumption value is calculated as the average consumgf the households in
the bottom 18 percentile of income.

4.4. Concerns for Possible Endogeneity

For each household, the reference group is cotedititom the richest (or
poorest) households with the same level of educatial rural-urban location
as the head of household (i.e., same educatiorgargde A well-known
problem in the literature occurs when one studisingle cross-section and
tries to explain the behavior of a household usiegaverage behavior in the
group to which the household belongs (the “reftactproblem” in Man-
ski;1993). Thus, we define reference groups so asaid this problem.

To eliminate the concerns for possible endogermtyeen householids
total consumption@;) and its reference-group consumpti@¥, we make use
of multiple cross-sections. In each survey yearselect the reference group
as the richest households in the previous survay. Yr a household in the
current year, the reference-group consumption énpitevious survey year is
predetermined and is in the information set ofttbasehold when the house-
hold is making consumption decisions. Our iderdiiien assumption is that
the consumption of rich households in the previgesr is uncorrelated with
the unobserved characteristics of the non-rich &loolsls (which are left to
the error term in Equation (1)), which might infhue their consumption deci-
sion. We think that this assumption is a plausidsle. Any population-level
shocks to consumption are already accounted foyeda fixed effects. Even
after defining reference-group consumption basetherprevious year’s con-
sumption, the endogeneity problem may still be gmesf the consumption
shocks to different income groups are correlateti@ersistent over time. For
example, a preference shock that promotes dininigraty restaurants may
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raise restaurant consumption in all income groaps, the shock may persist
for several years. However, if this were the caséerence consumption
would be significant in all of our estimates (fdrincome percentiles as well
as when the consumption of the poorest househdddstaken as a reference
value). The results prove that this effect is notidg the results, as will be
further explained below.

4.5. Control Variables

The household characteristics summarized in ma§rixnclude variables
often used in the literature for the determinatirconsumption, which are
related to the demographics of the reference pdrssad of household) in the
household, such as gender, age, marital statusagdo, and labor-market
status, and the family structure, such as the nurabehildren and elderly
individuals in the household.

We include age to control for the lifecycle facttinat are known to influ-
ence consumption decisions. Modigliani and Brumise(@954) life-cycle
model of behavior assumes that current consumjidigmoportional to aver-
age lifetime resources. Moreover, empirical stugiest to a hump-shaped
relationship between consumption and age, wherwithdéhls tend to con-
sume more when young and less as they become @apelli and Modi-
gliani, 1998). Hence, to account for the effechofisehold demographics, we
include dummy variables that indicate the age gufithe head of household.

In addition, it is supposed that families take iatrount their wealth and
expected lifetime earnings when they smooth consiompy saving and
dissaving. Friedman’s (1957) permanent income hg®i$ suggests that
current income is comprised of a permanent compoaed transitory com-
ponent. As indicators of the permanent income efhibusehold, we include
the education and labor-market status of the héadwsehold in our regres-
sions. While the lifecycle theory of income postegathat current income is
irrelevant for consumption decisions and that quédymanent changes in in-
come affect the path of consumption, liquidity domigts, myopia, or savings
for precautionary motives support the relevancewfent income in con-
sumption decisions (see Browning and Lusardi (1986)a survey of the
relevant motives). Therefore, we also include aitrgisposable income and
its square as control variables, which is consistéth the Keynesian frame-
work, where savings and consumption decisions deparcurrent income.

The X;; matrix also includes dummy variables to indicéie tarital status
and occupation of the household head, homeownesthips, and several
family structure characteristics. Such characiessare included to control
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for their possible influence on some types of exiitenes, such as housing,
food consumption at home, and food consumptiorestaurants. More infor-
mation on the variables used in the study and #taset is provided in the
Data Appendix.

To exclude inflationary effects, real values foukehold consumption ex-
penditures and disposable income are included a@nethpirical model esti-
mates. Further, price adjustment is conducted usanh year's December
consumer price index, obtained from the Turkisht@emank.

5. Estimation Results

5.1. Findings on Consumption Determinants

First, without taking peer effects into account, estimate Equation (2).
This provides the benchmark model without peerctffeand is the standard
model used in the literature to determine the factbat influence household
consumption. The estimation results of the modehavit peer effects are
provided in Table 3.a for the whole populationugéing both rural and urban
settlements. We report some of the coefficientthefresults of the estimated
model for the other household characteristics ﬂ'!\b(thmatrix.15

The significant determinants of household consuonptif the empirical
model in our study are similar to those in previsugies. In all regressions,
household income stands out as the most significaiable, with 1% signifi-
cance. Income squared is also significant for @@ and 70-98 income
percentiles, but the coefficient is close to zero.

In addition, as the number of children increasesisehold consumption is
also rising. Being an extended family in generasinot seem to be a signifi-
cant determinant of total consumption. Howevethim estimations conducted
separately for different income groups, being gdaamily tends to lead to a
significant rise in the total consumption for thettom 10-50% and 20-50%
income groups (i.e., for below middle-income grgue same estimations
are repeated for the urban and rural residencesaefy and are provided in
Table 3.b and Table 3.c, respectively. The findiogshousehold characteris-
tics do not change for estimations conducted oranshural settings sepa-
rately.

15 We do not provide the coefficients on the othertadrvariables for brevity, but the results
can be obtained from the author upon request.
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Table 3.a. Estimation Results without Peer Effecté/Vhole Population)

@ &) (3) “4)
10-90% 10-50% 50-90% 70-90%
Full Sample Full Sample Full Sample Full Sample
Dependent Variables
Real ho uehold income 0.690*** 0.775 ** 0.568*** 0.500***
(0.0231) (0.0589) (0.0338) (0.0733)
Real ho ushold income 5 wared -8.80e-08 1.34e-06 2.68e-06** 3.80e-06**
(8.41e-07) (3.14e-06) (9.20e-07) (1.44e-06)
Sub urben 6406 ** 338.2%** 8985 ** 1,004 **
(61.13) (67.69) (74.51) (119.3)
1. child 396.3 ** 3210%** 4551 * 1809
(86.82) (80.40) (190.8) (204.4)
2. children 628.3 ** 442.4** 785.6+ ** 600.5 **
(51.86) (126.6) (80.07) (105.8)
3. children 7735 ** 618.6*** RB.7*** 856.5¢ **
(66.00) (101.1) (144.7) (105.4)
Extended family 1456 469.2 * -51.15 1766
(94.35) (176.5) (125.6) (99.23)
Single adult -2496*** -200.1 2714 1217
(59.44) (150.8) (193.9) (296.0)
Renter -150.8* 2790 -309.8* -597.0%*
(68.67) (31.40) (145.7) (222.5)
Public housing or employer-provided housing -1,023*** F8LF** -1,240%** -2,219%*
(160.5) (222.6) (295.2) (457.9)
Other (housing provided by parents, relatives, etc.) 162.8 125.3 284.6 631.7*
(115.6) (69.64) (181.2) (292.3)
Stu dent 2,048 ** 1,991*** 2025 ** 1,840¢ **
(171.2) (254.6) (285.2) (373.1)
Ho uewife 280.1 2248+ 3049 -5048
(162.6) (89.46) (392.9) (681.9)
Retired 517.7%* 637.7%** 2960 -1229
(204.5) (162.7) (340.2) (609.8)
Elderly -1643 6395 -1025 -787.1
(183.0) (215.2) (337.2) (498.3)
D isbled -1491 -2234* -39.22 -1746
(237.3) (109.4) (559.9) (1,076)
Working (no profesion specified) 2021*** 4719 2,962* 3647
(452.2) (1,493) (1,496) (1,913)
Legislators , senior officials, and managers 279.6 522.4* -6.711 -229.7
(172.3) (205.0) (282.1) (570.8)
Professional profesio nals -1348 380.1* -514.9 -958.3
(272.7) (200.3) (608.2) (978.7)
Auxiliary professio rels 650.1%** 768.8%* 392.4 -3.245
(120.3) (153.1) (317.3) (588.5)
Employees who work in offices and customer service -3.477 0.B4 -455.5 -951.2
(259.9) (248.1) (422.8) (801.2)
Serviee and slesw orkers 1661 9368 -1829 -649.9
(132.7) (104.0) (255.8) (532.7)
Skilled agricultural, hunting, forestry , fishery workers ~ -302.5 16.06 -715.7** -1,229**
(170.2) (196.7) (253.6) (499.0)
Craftand related trades w orkers 1036 2093 -1064 -90.21
(101.6) (120.2) (235.2) (442.7)
Plant and machine operators and assemblers 11.30 83.54 .5-183 -581.9
(91.92) (143.5) (250.4) (407.6)
Workers in jobs requiring no qualifications -221.8** -95.10 -403.2 -554.3
(85.26) (137.0) (284.9) (517.2)
Number of observations 66,419 34,338 32,081 15,791
R -squared 0456 0.385 0.383 0.358

Notes: Total consumption includes consumption far twhole population.” Ordinary least-squares esti-
mates are reported. All regressions include a eotssurvey-year fixed effects, the number of akid
and dummy variables for large families and singlatafamilies. In addition, dummy variables for tage
and education categories of the heads of houseinelthcluded. ***, ** and * = 1%, 5%, and 10% st
tical significance, respectively.
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Table 3.b. Estimation Results without Peer Effect@Urban Settlements)

@ @] ©) @
10-90% 10-50% 50-90% 70-90%
urban urban urban urban

settlements settlements settlements settlements

Dependent Variables

Real ho ushold income 0.73H*** 0.826F ** 0.600*** 0533***
(0.0321) (0.0825) (0.0424) (0.0735)
Real ho uehold income s wared -8.12e-07 -1.45e-06 2.16e-06 3.92e-06**
(109%06) (413206) (119%06) (14 1e-06)
1 child 367.7%* 3105*%* 4051 76.95
(133.3) (127.3) (279.2) (301.0)
2 children 6004 ** 4318+ 7304 ** 600.0* *
(111.3) (143.9) (143.4) (175.3)
3 children 690.9" ** 513.7*** 854.1* ** 875 **
(101.5) (136.1) (239.8) (175.0)
Extended family -3044 307.1* -239.2* -30.09
(78.65) (146.6) (120.4) (114.8)
Single adult -1965 -1648 -260.0 9748
(1034) (1815) (2193) (4232)
Renter -187.6** 5213 -375.7* -8130**
(76.08) (48.86) (161.7) (275.7)
Public housing or employer-provided housing -1,186%** 360+ -1,619%** -2,865%**
(165.6) (113.0) (289.0) (597.9)
Other (housing provided by parents, relatives, etc.) 149.8 162.7 213.2 565.2
(172.1) (120.1) (269.2) (512.1)
Stu dent 1,823 ** 2,023*** 1,397 * 1112 *
(213.7) (294.1) (400.5) (392.9)
Ho uewife 3325 247.7* 4019 4406
(200.3) (117.2) (445.2) (719.3)
Retired 485.1* 5074** 3785 -32.77
(212.5) (197.3) (370.3) (610.2)
Elderly 2895 1350 4849 26.01
(247.3) (213.4) (590.9) (752.6)
D issbled 2331 -307.1 -9355 -4489
(269.3) (165.2) (701.8) (1,100)
Working (no profesion specified) 1,656%** 5094 2,503* 3,139*
(327.7) (1,307) (1,135) (1,552)
Legislators , senior officials, and managers 225.6 435.0* -13.91 -338.5
(194.0) (184.7) (364.0) (649.6)
Professiorel professio rals -47.35 507.9* -607.0 -9421
(304.8) (238.3) (652.9) (991.2)
Auxiliary professionals 532.2%** 698.7** 286.3 -201.7
(141.5) (201.3) (327.7) (630.5)
Employees who work in office and customer service -127.3 251 -555.4 -1,014
(295.8) (295.3) (490.5) (946.6)
Serviee and salesw orkers -1924 -116.8 -3394 -310
(185.3) (189.1) (332.1) (626.6)
Skilled agricultural, hunting, forestry , fishery workers 105.4 477.4 -349.4 -594.3
(209.0) (284.0) (350.6) (648.3)
Craftend related trades w orkers -47.78 5403 -2230 -3620
(147.0) (188.1) (307.7) (549.8)
Plant and machine operators and assemblers -42.42 2121 3.2-17 -582.6
(133.8) (195.9) (303.2) (420.1)
Workers in jobs requiring no qualifications -345.4** -245.9 -457.6 -589.8
(135.5) (212.6) (423.2) (560.9)
Number of o beervations 45930 23998 21,932 10,740
R squared 0441 0.350 0.353 0.329

Notes: Total consumption includes consumption fee households living in the “urban settlements.”
Ordinary least squares estimates are reportedegiessions include a constant, survey-year fixttts,
the number of children, and dummy variables fogdafamilies and single-adult families. In addition,
dummy variables for the age and education categofi¢he heads of household are included. ***, dhd

* = 1%, 5%, and 10% statistical significance, respely.
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Table 3.c. Estimation Results without Peer EffectéRural Settlements)

1) (2 (3 4
10-90% 10-50% 50-90% 70-90%
rural rural rural rural
settlements settlements settlements settlements
Dependent Variables
Real ho ushold income 0.678*** 0459+ ** 0530*** 0.460*
(0.0339) (0.0485) (0.0663) (0.212)
Real ho uehold income s wered -1.40e-06 2.59e-05*** 2.64e-06 1.86e-06
(1.91e-06) (3.73e-06) (2.81e-06) (5.86e-06)
1 child 2439 ** 309.1* 535.2F ** 4968 *
(119.2) (142.6) (113.2) (179.1)
2 children 6665 ** 4290%* 847.1F* 564.1
(129.3) (127.7) (340.6) (360.5)
3 children 9B7.4** 834.3*** 1,120¢ ** 989.3 **
(159.4) (111.8) (228.4) (261.4)
Extended family 479.1%* 7370 * 3182 627.2*
(143.8) (270.2) (266.0) (254.4)
Single adult -3332* -2633 -3614 -2310
(141.2) (207.0) (269.7) (420.3)
Renter 130.3 264.4** -28.65 2878
(146.1) (110.4) (184.2) (354.2)
Public housing or employer-provided housing -460.9*% -B26. -321.3 -559.9
(242.0) (356.8) (391.1) (532.2)
Other (housing provided by parents, relatives, etc.) 208.8 50.37 449.9 738.6
(93.51) (96.49) (316.8) (547.8)
Stu dent 2,920 ** 1,719%** 2,891
(685.4) (344.9) (2,069)
Ho uewife 2376 1915 1736 -1719
(152.2) (230.2) (218.4) (560.2)
Retired 864.2%* 1,247*** 3726 2483
(263.5) (193.5) (351.9) (791.7)
Elderly -2373 1412 -850.0* -1565
(276.8) (280.5) (386.4) (850.4)
D issbled 85.83 3951 37.26 2375
(229.7) (130.5) (414.0) (1,254)
Working (no profesion specified) 6,978*** -5,369** * 11,405** 10552**
(1,089) (410.3) (4,198) (4,105)
Legislators , senior officials, and managers 387.7 753.4* -104.8 13.91
(247.9) (371.8) (217.4) (617.2)
Professioral profesio rals -158.8 -2182 -2812 1,327
(287.6) (123.1) (525.9) (1,885)
Aucxiliary professionals 8609* 7839 * 6329 5995
(403.6) (225.5) (699.8) (761.6)
Employees who work in office and customer service 284.7 (388. -141.3 -907.7
(212.5) (178.3) (331.8) (883.0)
Serviee and salesw orkers 7196%* 8590 2870 3265
(217.4) (509.5) (206.4) (689.0)
Skilled agricultural, hunting, forestry , fishery workers ~ -181.8 213.6 -796.8%** -1,025
(142.0) (207.4) (103.8) (561.7)
Craftand related trades w orkers 5732*%** TA2.7x** 179.6* 7306
(62.06) (130.1) (77.12) (394.4)
Plant and machine operators and assemblers 115.1 235.9 .2%275 -518.2
(76.61) (136.7) (100.7) (499.5)
Workers in jobs requiring no qualifications 146.5* 291 3* -201.7 -204.2
(62.94) (108.4) (161.5) (541.7)
Number of o beervations 20489 10,340 10,149 5,051
R squared 0327 0279 0.241 0211

Notes: Total consumption includes consumption lier households living in the “rural settlements.dior
nary least squares estimates are reported. Alessgms include a constant, survey-year fixed &ffebe
number of children, and dummy variables for laraeifies and single-adult families. In addition, dugn
variables for the age and education categorieBeoheads of household are included. ***, ** and 1%,

5%, and 10% statistical significance, respectively.
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5.2. Findings on Reference Group Effect

Our thesis is that households, when forming theirsamption decisions,
are affected by the consumption of their referegaaup, and change their
consumption in a similar direction as that of théerence group. To test this
hypothesis, we estimate our empirical model in Equa(l) for different
reference-group definitions. This way, we intendintal the existence of peer
effects and, if they exist, to find what constitute valid reference value for
households. In this respect, the main questionhef émpirical model is
whether the coefficient of reference-group consimngE;" is significant.

Table 4.a presents the OLS coefficient estimatethefvariablesyy, Y2,
andC;* for the estimations when peer effects occur bycational attainment.
Therefore, the peer group is formed by the housisheho live in the same
rural-urban setting and have the same educatitdi@@hient level. The results
of four different regressions with different measunof reference values are
shown in different columns. In the regression tssil columns 1 and 4, the
average consumption of the richest householdgdqph#0%) in the peer group is
considered as the reference value. In columns Zatite average consump-
tion of the poorest households (the bottom 10%hénpeer group is taken as
the reference value. We experiment with the incoirtte richest households
(the top 10%) in the same education and rural-ugrsaap in column 3.

The results in the upper left quadrant of Tableshaw that when the ref-
erence group is formed by the same educationahatémt, the total con-
sumption of non-rich households in the 2d'@@rcentile is positively corre-
lated with the average consumption in the refergmoap (richest 10% in the
same education and rural-urban group) at the 5%ifsignce level. One
problem that casts doubt on the observed positoreckation between the
consumption of the rich and non-rich householdh@ the consumption of
households in different income percentiles movegtioer. However, this is
not a credible explanation. As can be seen fronrékelts in column 2, there
is no correlation between the consumption of the-mch and that of the
poorest 10%.

Another explanation for the finding of a positiverielation is a possible
income shock that simultaneously affects the comsiom of all income
groups. To address this concern, we estimate rEgreswhere the average
income of the rich is used instead@f, and the results are presented in col-
umn 3. If a simultaneous increase in consumptiodrigng the results, we
would expect the income of the rich to be signifigdowever, it turns out to
be statistically insignificant in the regressions.
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5.3. Reference Group Effect by Different Income Peentiles

In this part of the analysis, we test the generalit the results. We ask
whether the results change when we estimate Eaquétiofor different in-
come percentiles separately. Our hypothesis is tti@atconsumption of the
reference group will affect that of poorer houselpbased on the conspicu-
ous consumption motive, as they try to emulatecttresumption of the rich.
Hence, higher consumption by rich households shimaldce non-rich house-
holds to up their consumption in the following yeiar order to signal status.
Therefore, we expect that the correlation betwlerconsumption of the non-
rich households and that of the reference group el stronger for lower
income percentiles. However, we also know thatlthreest income percen-
tiles are usually income constrained and spend &tliadbof their income. As
such, the results should reflect the binding obime for lower income per-
centiles.

We estimate the same regression equation, thisresteacting the sample
to different percentiles of the household inconsriiution. We find that the
result is not robust to changes in the sample itadidappears when the sam-
ple is restricted to either the top (70%96r 50-9¢") or the bottom (20-50)
percentiles. Considering this mixed evidence, weshaeak grounds for pos-
iting a positive correlation between the total aomption of non-rich house-
holds and the average consumption of the refergrmgp. This is unlike the
pattern in the United States data, reported byr&edtand Morse (2013) and
Drechsel-Grau and Schmid (2014), who discover atipesassociation be-
tween the total consumption of the rich and thatefnon-rich. Thus, to test
the significance of the results, we investigatehferr and separately conduct
an analysis by dividing the sample by rural-urbesidential settlements.

5.4. Reference Group Effect by Different ResidentieSettlements

The results of the estimations carried out sepligréde the urban and resi-
dential settlements are reported in Tables 4.b4odrespectively. We see
that there is a significant difference for peeeef$ in household consumption
behavior between the two types of settlement. HEselts for urban settle-
ments indicate that the total consumption of thesetolds in the 20-8010-
50" and 50-98 percentiles are positively correlated with the congtion of
the richest 10% of households. The significandgghest for the 10-80per-
centile. Moreover, we do not observe any signifieafor the 70-90 percen-
tile of income (upper right quadrant). Hence, vttt exception of the house-
holds in the upper income distribution (70"9@ercentile), in urban settle-
ments, non-rich households raise their spendimgsponse to an increase in
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the consumption expenditures of the richest houdstin the previous year.
We can be assured that the result is not genebstesh upward shift of the
entire distribution, since the consumption of tlenst 10% is not positively
significant in the regressions, nor is the codffition the income of the rich-
est (reported in column 3). In summary, our findispow that the majority of
non-rich households, and, more so, the househatsvbthe mean income
living in urban settlements care about the consiompf the richest house-
holds in the same education group, except for thesdn the upper income
distribution.

Table 4.c shows no evidence for peer effects ial sgttlements. The coef-
ficient on reference consumptidl® is insignificant for all income percen-
tiles. Contrary to urban areas, households in setilements are not affected
by the consumption of the rich households in theference group. As a re-
sult, we can conclude that non-rich householdsumalrareas are not influ-
enced by the consumption of the richest househioldee same education
category in their consumption decisions. This canah explanation for the
weak evidence of peer effects observed when usiegvhole population, as
reported in Table 4.a.

5.5. Reference-Group Effect by Age Group

As a final robustness check, the analysis is repeasing peer groups de-
fined by the same age group living in the same nuraal settingl,6 and the
observed correlation between the consumption d&f a@od non-rich house-
holds disappears when peer groups are defined basdtiese categories.
Moreover, the results provide initial evidence thdticational similarity is a
valid reference group in consumption comparisomsydver, we do not find
evidence for peer effects based on age group. €hergl result is that non-
rich households in urban settlements care aboutdhsumption of the richest
households in the same education category, whalaceliving in the same
residential settlement. Specifically, households affected by the consump-
tion of the richest 10 percentile in the previous year. Yet, there isen®d
dence of peer effects for upper-income percen(if@90%) or for rural set-
tlements.

8 The results of these regressions, when the refergraup is constructed based on the same
age and rural-urban group, are not provided fovibyebut can be obtained from the author
upon request.
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6. Conclusion and Discussion

The importance of peer effects in consumption deasshas been docu-
mented for many years since Veblen (1899). Espgciadcently, there has
been an increasing amount of literature on the oblpeer effects and inter-
personal comparisons in individual decision-makingich are seen as being
at the root of global financial crises. Peer effeict consumption decisions
have been researched in several theoretical sfuatidsa number of empirical
studies have found supporting evidence. Since pHects on consumption
are influenced by a quest for status, culturaldiecplay an important role in
the presence and strength of this peer-effect motiv

However, to our knowledge, there have been no pusvattempts to ana-
lyze peer effects in Turkey, a country located leetwthe Eastern and West-
ern worlds and at the crossroads of different izizilons. As an emerging
economy, with a large population that has closeatdies and can be re-
garded as a hierarchical culture, we expect torgbsgrong peer effects. Our
paper fills the abovementioned gap by exploitingrge dataset on the con-
sumption behavior of Turkish households.

Using nationwide representative data from the TirkiBS on household
expenditures for the years 2003-2012, we have dented the presence of
peer effects on consumption decisions. Specificallg find that the con-
sumption decisions of the non-rich households imaorsettlements are af-
fected by the consumption of the rich. The effeanist significant for urban
residents in the bottom half of the income peréentiHowever, we do not
observe any peer effects for upper-income housstwléor rural settlements.
We experiment with different reference groups basedhe same education
level, age, and geography, finding that househealds swayed by other
households with the same educational attainmentrarad-urban geographic
setting. This proves both the proximity and siniifaassumption as well as
the upward direction of the comparisons, supportimg self-enhancement
motive.

The motive to signal higher status in society caduce individuals to
spend more, which can have important macroeconoarisequences, such as
higher credit growth and lower savings, divertingsaurces away from
spending on productive capital, possibly leadindess growth. Moreover,
this motive is also important in the design of pels, such as welfare pro-
grams, where there is the risk that some monetansters may be spent on
items for conspicuous consumption, rather than esessities, such as food
and education. However, to tackle these policydassdurther research is
needed in this area. Yet, as an initial attempthaee documented the pres-
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ence of peer effects, and we note that it is aromapt motive in individual
decisions and, hence, economic outcomes.

Our study can be regarded as an initial attemphtmver the role of peer
effects in consumption decisions for Turkish howsgd These findings sug-
gest that peer effects matter, so policymakers ra¢sa to consider the peer-
effect motive and how that might impact savings andsumption behavior
of households. There are many more directionsddatbe followed to under-
stand the peer-effect behavior and its conseque@mes future direction of
research would be to investigate how spending fiardnt consumption cate-
gories or individual consumption items is affectad peer effects, specifi-
cally, to analyze peer effects under a finer cfasgion of consumption cate-
gories. Another important area is to investigae ithplications of the peer-
effect motive in consumption decisions. One quesitoon the financing of
consumption that results from the peer-effect neoti8pecifically, what are
the major responses of the households to this motie., do the households
increase their income, does it result in lower sgvor higher borrowing?
These are key questions, with several economy-igdications, that need
to be addressed in further research.

Other venues of research could be to test thetaffeinterpersonal com-
parisons in consumption decisions across varioisso$eountries. Testing the
presence and strength of peer effects across $@anatries is essential for
the design of macroeconomic policy and predictibrihe results of policy
alternatives. By studying an unexplored questionTiarkey, we believe that
our study will be a valuable guide for future omeshe field and hope that it
will raise questions for further research on Turkey
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DATA APPENDIX
Al. Description of the variables used in the study

For categorical variables, dummy variables aretecefor each category,
as described below:

Age categoriesAges 20-24; 25-29; 30-34; 35-39; 40-44; 45-49;580-
55-59; 60-64; 65+.

Education categoriedllliterate; literate but no completed educatiehe-
mentary school graduate (5 years); junior high stoaduate (8 years); high
school graduate; vocational college graduate; gellgraduate; more than
college education.

Marital status:Never married; Married; Widow/widower; Divorced.

Labor-market statusEmployed; Student; Housewife; Retired; Elderly;
Disabled.

Homeownership statugiomeowner; Renter; Public housing or employer-
provided housing; Other (housing provided by paematives, etc.).

Rural versus urban residencBetermined according to population (Settle-
ment areas with a population of 20,001 or moreudoan, others are rural).

Household typesingle nuclear family with one child, nuclear f&mivith
two children, three or more nuclear families withildren, couples without
children, the patriarchal or extended family, singtult family, people living
together.

From the coding of the household type, we extrafdrination on the
number of children, whether it is an extended farail not, and whether there
is a single adult in the household.

Occupation:legislators, senior officials and managers, pitesl profes-
sionals, auxiliary professionals, employees whokworoffice and customer
service, service and sales workers, skilled agucall , hunting, forestry and
fishery workers, craft and related trades workplant and machine operators
and assemblers, workers in jobs requiring no guoatibns.



