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Abstract This study is to estimate a demand of coffee in Korea. And based on assumed data, this study is to
investigate price elasticity, income elasticity and cross-price elasticity of coffee demand. The data used in this
study is the household income and expenditure survey micro data (2003~2012) provided by the National
Statistical Office. And LA/AIDS model and SUR method were utilized in order to forecast coffee demand. As a
result, price elasticity and income elasticity are found to be correspond with economic theory as they were
assumed to -0.259, 0.455 respectively. Meanwhile, it indicated characteristic of essential good by showing
negative (-) income odds ratio estimate. When it comes to cross-price elasticity of coffee and cigarette, it was
found to be a complementary relation as its cross-price elasticity was assumed to -0.121. Besides, it was found
that male consume more coffeec than female, while people in their age of 50s consumes mostly. In conclusion,
this study suggests necessity of reconsidering coffee as important goods when Consumer Price Stabilization
Policy is determined, as coffee shows characteristic of essential goods which is inelastic.
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[Table 1] Result of AIDS model estimate
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Coffee Tobacco Health and Medical Other Drinks
Variable Parameter Parameter Parameter Parameter
) t-value . t-value ) t-value ) t-value
Estimate Estimate Estimate Estimate
Intercept 0.254479 171.67 0.174557 37.57 -0.07758 -15.74 0.648539 | 246.28"
gender - sk . .
(Houssholder Gender: Male) 0.001213 2.95 0.102117 | 71.52 0.09125 60.96 0.01208 16.96
age_20 0.000093 0.13 0.004422 1.72" -0.00880 326" 0.004286 3.34™
(Householder age: Twenty)
age_30 0.00186 468" 0.01308 90487 | 0016646 | 11517 0.00171 249"
(Householder age: Thirty) ) ) ) ) ) ) ) )
age_50 . . - .
(Houscholder age: Fifty) 0.001359 3.06 0.00532 3.45 0.020487 | 12.70 0.01653 21.53
age 60 000392 | 671" | 005994 | 2058 | 0091754 | 4319 | -002790 | -27.59™
(Householder age: Sixty)
age_70 000950 | -11.04™ | 013371 | 44817 | 0172729 | 55217 | -002952 | -19.82"
(Householder age: Seventy)
age_80 sk . e s
-0.01011 -5.62 0.1 2572 191072 | 29.2 -0.02 -6.54
(Houscholder age: Eighty) 0.010 5.6 0.16059 5.7 0.19107 9.20 0.02037 6.5
income_l 001278 | -19.92"" | 0031274 | 1403™ | 0016156 | 692" 003465 | -31.16™
(Less then 1 million)
_ income_2 2000595 | -11.98™ | 0027330 | 15867 | -0.00309 | -1.71° 2001829 | 2126
(1 million ~ 2 million)
_ income_3 2000196 | -421"" | 0018070 | 1117 | -0.00844 | -498™ | -000766 | -9.50™
(2 million ~ 3 million)
_ dncome_5 0.000126 022 2001621 | 8177 | oo11061 | 5327 | 0005025 | 508"
(4 million ~ 5 million)
_ income_6 0002483 | 349 | -002844 | -11.52 | 0016641 | 6437 | 0000315 | 7.56™
(5 million ~ 6 million)
income_7 0002612 | 387 | -004426 | -1890° | 0022426 | 9.4 | 0019219 | 1645
(More then 6 million)
edu_0
(Householder Education: -0.00916 -7.94™" 0.067257 16.80"" -0.03300 787" -0.02510 -12.58™
Uneducated)
edu_1
(Householder Education: -0.00562 939" 0.041317 19.88"" -0.01922 -8.82"" -0.01648 -15.90™"
School)
edu_2
(Householder Education: -0.00195 3.817 0.019483 10.96™" -0.00850 457" -0.00903 -10.19™
Middle School)
edu_4
(Householder Education: 0.003091 545" 003610 | -1833"" | 0.032717 | 1585 0.000288 0.29
College)
edu_5
(Householder Education: 0.002178 533" -0.05496 | -38.74"" | 0.045080 | 30.32"" 0.007703 10.89"
University)
edu_6 ) )
(Householder Education: 0.000973 1.18 -0.09595 | -3358"" | 0.085350 | 28517 0.009627 6.76""
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[Table 2] Result of AIDS model estimate (continued)

Coffee Tobacco Health and Medical Other Drinks
Variable Parameter Parameter Parameter Parameter
. t-value X t-value . t-value . t-value
Estimate Estimate Estimate Estimate
d10
(dummy 2010) 0.006779 7.50 0.132450 67.15 -0.14714 -64.21 0.007909 4.69
fen_2 -0.00101 2357 0.004399 298" -0.02295 -14.83"" 0.019561 26207
(second quarter)
fen3 0.000610 1.42 0.005983 408" -0.03160 20.54"" 0.025010 33.617
(third quarter)
fon_4 -0.00136 3117 0.007939 539" -0.02044 -13.20™" 0.013854 1835
(fourth quarter)
ol 0.035352 10.617" -0.01129 -5.30 -0.06412 -19.74™" 0.040060 8.66
(coffee prices)
p2 . -0.01129 530" 0.036616 553" -0.04857 755 0.023245 6.64""
(tobacco prices)
1p3
(health and medical -0.06412 -19.74™ -0.04857 -7.55 0.063754 7.40™ 0.048944 8.36™"
prices)
Ip4 . 0.040060 8.66™" 0.023245 6.64"" 0.048944 8.36"™" -0.11225 -14.09™
(Other prices)
. lyp . -0.02699 -160.32"" -0.00789 -13.49™ 0.109250 178.35™" -0.07438 255.10""
(income section)
Durbin-Watson 1.928973 1.906387 1.90024 1.943153
System Weighted MSE 1.0018
Degrees of freedom 604518
Observations 201533
*<0.1, *%<0.05, ***<0.01
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[Table 3] Elasticity of demand

. Health and Other
Article Coffee Tobacco Medical Drinks
Uncompensated | -0.25857 | -0.80645 -1.00657 -1.77334
price elasticity | (-3.84)"" | (23.99)™ | (-7227)"" | (2947)™"
Income 0.454554 | 0.959994 | 1.175959 | 0.438278
elasticity | (133.57)" | (32322)" |(1189.25)"" | (199.00)"
*%%<0,01, () is t-value.
[Table 4] Cross-price elasticity
Article Coffee Tobacco Health. . Other Drinks
Medical
. -0.05527 -0.11198 0.330331
Coffee Prices (_SALZ)W (_2L38)W (9A4S)W
Tobacco -0.12059 -0.11293 0.28633
Prices (-2.81)"" (-10.89)"" | (10.82)™"
H:Z:dhic:'l‘d 095716 | -0.22143 0.718392
Pricos (-14.55) (-6.76) (16.25)
Other Drinks | 0.881806 | 0.123161 0.05553
Prices 9.43)" 6.92)" 5.9D™

##%<0.01, () is t-value.
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