Spring 2022. Vol 14. Issue 1

ISSN (Print): 2008-6407 - ISSN (Online): 2423-7248

Research Paper

Investigating the Rational Behavior and Testing the Change in
Cereals’ Consumer Preferences in Urban Households in Iran

Hossein Noroozi *

1. PhD Student in Agricultural Economics -, Department of Agricultural Economics, Faculty of Agricultural
Economics and Development, University of Tehran, Karaj, Iran.

Received:2019/6/25
Accepted:2020/11/26
PP:59-74

Use your device to scan and
read the article online

(=l =]

Doi:
10.30495/jae.2022.21811.2038

Keywords:

Consumer Preferences, Revealed
Preferences Axioms,
Neoclassical Utility Function,
Cereals, Urban Households

Abstract

Introduction: Consumer rational behavior is the first and most basic
presupposition in the development of economic theories on consumer
behavior. Demand studies are sound and investable if the demand and
utility model is based on a good approximation of the utility function and

the actual demand, but this hypothesis is untestable, so the validity of the

rational behavior hypothesis should be fixed, and the only test to validate
it is the principles of revealed preferences. This study aims to investigate

© the hypothesis of rational behavior and the test of changing the
. preferences of cereal bundle consumers in urban households using the
: principles of the revealed preferences, a non-systematic effects test
: method for the period 1976-2016.

Materials and Methods: The existence of a generalized principle of

: revealed preferences for a series of consumption data is a necessary and
: sufficient condition for the existence of a concave, continuous, uniform,
: and irreducible utility function that interprets these observations
: rationally.

Findings: The results indicate that the behavior of urban household
: consumers is rational and can be interpreted in a neoclassical utility
: function. The survey of urban household grain bundle data does not show
: any change in consumer preferences over the studied period, so given the
¢ sufficient condition, it can be used to estimate demand function using
: parametric methods.

: Conclusion: Given the consistency in consumer preferences of the cereal
: bundles on the one hand and the tendency to consume more rice than
¢ bread and macaroni on the other, it is recommended to develop policies
: for the development of wheat-related processing industries to expand
: exports of its products and provide the necessary currency for rice
: imports.
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Extended Abstract

Introduction

Cereal bundles play an essential role in the
consumption bundle of households and are the
staple food for many people in the world.
These bundles provide most of the daily
energy, protein, mineral, and vitamin (B
thiamine, riboflavin, and niacin) requirements
of the body. Food consumption patterns,
especially cereal consumption in Iran, have
changed over the years.

The starting point of the theory of consumer
behavior in all economic literature is the
rational behavior of the consumer. The
accuracy of most studies and studies on
consumption and estimation of demand
functions depends on the validity of the
assumption of rational consumer behavior. So
far, many studies have been conducted to
estimate demand functions for different goods
without examining the initial assumption that
the accuracy of these studies is questionable.
The question that arises here is how it can be
understood whether a consumer has acted
rationally. Research on demand functions will
be valid if the demand and utility function is
based on a good approximation of the actual
utility and demand function, but this
hypothesis is untestable. Both parametric and
non-parametric methods can be used to
analyze consumer demand behavior (15).
Materials and Methods

The existence of the utility function and the
rational behavior of the consumer is tested by
the weak principle of manifested preferences
(necessary condition), the strong principle of
manifested preferences (sufficient condition),
and the generalization principle of manifested
preferences  (necessary and  sufficient
condition). Principles of overt preferences are
logical principles expressed on the basis of a
variety of preferential relationships. For
example, if a consumer in one period of time
preferred one bundle to another, it is obvious
that, assuming the preferences are constant
(the function of utility), the opposite should
not happen in any other period of time (31).

Findings

In the first step, a WARP matrix is formed in
which the values in the columns represent the
costs of different grain bundles in each year
and the data in the rows represent the costs of
a bundle in the studied vyears. After
normalizing the values of each column of the

matrix based on the values of the original
diameter, the expressed direct preferences
were determined for each year. To detect
WARP violations, the two sides of the main
diameter of the matrix were compared.
Assuming the stability of consumer
preferences for the urban household bundle,
the direct preference of one bundle over other
available bundles in each time period should
remain unchanged. The examination of the
matrix data indicates the absence of WARP
violations.

Discussion

In the present study, the weak, strong, and
generalized principles of revealed preferences
were investigated using R software to
determine whether or not there was a
discrepancy in consumer behavior, or in other
words, the rationality of their behavior. The
results of examining the revealed preferences
based on the data on the grain bundles
consumed by urban households show that
none of the weak, strong, and generalized
principles of overt preferences have been
violated. In fact, data on cereal bundle
consumption by Iranian urban households
have the necessary and sufficient conditions
and the preferences of consumers are stable.
Therefore, these data can be used to estimate
the grain demand function, demand and
elasticity of the grain bundle, and the
relationships between the goods in this bundle
for urban households. In other words,
according to the results, the behavior of urban
household consumers about the grain bundle
in the period 1976-2016 is rational and can be
interpreted by a concave, continuous, uniform,
and unsaturated utility function. According to
the observed results, it can be concluded that
the observed data related to the grain bundle of
urban households can be used to estimate the
demand function using parametric methods.
Since the demand function is derived from and
rooted in the utility function, the structure of
that demand function depends on the structure
of the utility function. Therefore, any failure
and structural change in preferences and
consequently the utility function will cause the
demand structure to change as well. Therefore,
the accuracy of most studies and surveys
conducted in the field of consumption and
estimation of demand functions depends on
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the establishment of rational consumer
behavior and the stability of their preferences.
Therefore, the rational behavior of consumers
must be examined before any study of
demand.

Conclusion

Given the water yield of rice compared to
other crops such as wheat, which is the main
source of bread and pasta, and also given the
preferences of Iranian consumers in urban
areas over the consumption of rice-based grain
bundles, the government is recommended to
implement export protection and adopt
incentive policies to lead producers towards
increasing wheat production and productivity
of wheat to provide a part of the currency
needed to import rice and to take some action

due to the unfavorable water conditions in the
country as it will result in the imports of
virtual water to the country.
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