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1 Introduction

In the “Economic Possibilities of our Grandchildren” (Keynes 1933), John Maynard
Keynes recognized that the extent to which economic growth delivers better living
conditions in the long run is mediated by how the character of demand evolves as
households become more affluent. If consumer needs are indeed insatiable, there is little
reason to doubt that any extra income generated by economic growth will continuously be
converted into increases in demand ad infinitum (Stiglitz 2008). This is the position
adopted bymuch of the growth literature that typically does not consider the possibility of
non-homothetic preferences. In contrast, Keynes started to outline a more nuanced
approach in this essay. In line with other scholars preceding him (e.g. Menger 1871) –
Keynes considered the nature of the underlying needs that motivate consumption and how
rising affluence may impact their satisfaction. He conjectured that there are two types of
needs: absolute and relative needs. Absolute needs are satiable and Keynes argued that
within a hundred years, these needs would be sufficiently satisfied to the extent that
further energies could be devoted to non-economic purposes (Keynes 1933; Pecchi and
Piga 2008). However, relative needs are insatiable because their satisfaction is linked to a
desire for superiority over others. Thus, the character of the needs that are the ultimate
ends of economics activity must be taken into account in order to take proper stock of the
extent to which long run economic growth translates into rising human welfare. More-
over, the possibility that the economy has shifted from satisfying absolute needs towards
satisfying relative needs also raises deeper questions concerning the extent to which
further increases in per capita consumption levels are desirable (Easterlin 2001; Frank
2001; Van den Bergh 2011) and what behavioural processes and social institutions are
responsible for shaping the evolving character of demand (Scitovsky 1976; Pasinetti
1981; Bowles 1998; Witt 2001; Bisin and Verdier 2001; Earl and Potts 2004).

J Evol Econ (2017) 27:215–219
DOI 10.1007/s00191-017-0493-9

* Andreas Chai
a.chai@griffith.edu.au

1 Griffith Business School, Gold Coast Campus, Griffith University, Southport, Qld 4222, Australia

http://orcid.org/0000-0003-0838-9324
http://crossmark.crossref.org/dialog/?doi=10.1007/s00191-017-0493-9&domain=pdf


The purpose of this special issue is to reconsider the coevolving relationship
between income and the character of household consumption patterns and its implica-
tions of the economy, as well as society at large. Will per capita consumption expen-
ditures always continue to grow in the same manner as it has in the previous two
centuries? There is little doubt that current, resource-intensive consumption patterns in
the developed world are setting important trends for an emerging class of affluent
consumers in developing countries. Given that by 2030 around 3.1 billion people are
projected to enter the middle class around the word (OECD 2010), questions arise
about how sustainable these shifts in global consumption patterns are. At the same
time, consumption patterns in the West are also being fundamentally reshaped as
consumers, thanks to rising real incomes and technological progress, have well and
truly moved beyond satisfying their basic needs. Here, the nature of the economic
problem is increasingly focused on more non-material and abstract aspects of life such
as social interactions, the allocation of time and other cognitive concerns, as well as the
avoidance of boredom (Bianchi 2002).

The time is rife to consider the implications of these global trends as a renaissance is
currently underway in the contemporary study of demand and consumer behaviour. In
microeconomics, the role of the social environment has become a prominent issue (e.g.,
Frank 1997; Hopkins and Kornienko 2004; Arrow and Dasgupta 2009). There is also a
shift towards considering how biological evolution shapes consumption patterns (Witt
2001; Robson and Kaplan 2003; Rayo and Becker 2007; Frank 2012). In macroeco-
nomics, there is a growing awareness of the role that income inequality plays in shaping
consumer demand (Bertola et al. 2014).

These new research perspectives have created the impetus to reconsider
longstanding questions in micro- and macroeconomics that are still largely unanswered.
For example, do consumers have an insatiable appetite for novel goods and services,
and if so, to what extent is the insatiable nature of consumer demand co-determined by
the influence of social institutions? Apart from Engel’s law, what other empirical
regularities exist in the manner in which consumption patterns change under the
influence of a growing per capita income? How do these changes transform the
structure of growing economies? If consumption growth is to some extent endoge-
nously influenced by economic and social processes, what possibilities are there for
inducing consumers to adopt sustainable consumption patterns?

2 Summary of contributions

This special issue features contributions that seek to address some of these new
questions. The first two contributions analyse Keynes’ sketch of long run economic
growth by focusing on the role that institutions play in mediating the relationship
between economic growth and realizing higher living standards. Friedman (this issue)
notes how technological advances have contributed to rising income inequality in the
U.S. and the growing share of income earned by capital. He argues that these two
reasons may explain why rising labour productivity does not automatically translate
into higher living standards for all. He argues the case for renewed investment in public
goods that stand to benefit everyone and thereby help blunt the aggregate and
distributional effects of technological progress on the economy. Potts (2017) argues
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that the key missing feature of Keynes’ brief sketch of long run growth is failure to
recognize that both supply and demand conditions in the economy are critically
influenced by economic institutions. Institutional evolution not only shapes how a
given set of resources can be used to solve the economic problem but also the very
character of the economic problem as such. Given a change in institutional
configuration, the composition of demand will also change. This occurs because
institutions do not evolve in a cumulative fashion but rather via creative destruction
through which new production technologies replace existing technologies and new
types of demand replace old types of demand.

The next two papers contribute to building a behavioral account of the way in which
consumption patterns expand and adapt to rising household income & evolving
institutional conditions. Chai (2017) reviews a number of historical case study and
empirical investigations conducted over the last 15 years that employ Witt’s (2001)
“Learning to Consume’ (LTC) approach to study long run trends in household con-
sumption patterns. The study shows how this body of work has delivered insights into
the precise manner in which the character of demand is endogenously influenced by
economic institutions and the implications for achieving sustainable levels of
consumption. Witt (this issue) expands on this approach to tackle the important rela-
tionship between consumers’ welfare and their levels of consumption. With this contri-
bution, Witt challenges the view that raising the household’s capacity to consume more
can always be equated with higher household living standards.

One salient product of the LTC approach is a new empirical effort to studying
consumption patterns. Where much of the literature on applied demand analysis models
consumption behaviour as function of income and relative prices, LTC-inspired ap-
proaches use the concept of demand satiation and evolving preferences to study both
the non-homothetic and intertemporal properties of consumer demand and how new
innovations may disrupt existing income-consumption patterns. Bruns and Moneta
(2017) use German household expenditure data to study how innovations and socio-
economic regimes influence the evolution of Engel Curves. Given that the rate of
product innovations appears to be accelerating in markets related to the need for social
recognition and novelty, Cooper (this issue) develops a model that considers the
welfare effects of fashion cycles. The author explores how the rapid adoption of new
goods could render consumer worse off through environmental externalities, losses in
status, and rising preference inconsistencies.

The next two papers discuss the macroeconomic implications of income inequality
in the presence of non-homothetic preferences. Saviotti and Pyka (this issue) develop a
macroeconomic model which accounts for previous empirical finding suggesting that
demand satiation in certain sectors is relatively unstable (e.g. Moneta and Chai 2014;
Bruns and Moneta 2017). Their model highlights how entrepreneurial effort and the
structure of the social environment may create the conditions in which it possible for
industries to avoid a long term slowdown of the growth of demand. Foellmi and
Zweimüller (2017) show how income inequality can have important consequences
for growth by changing R&D incentives. They highlight how inequality can have two
distinct effects on R&D activity if non-homothetic preferences exist. On the one hand,
greater income inequality may generate a greater number of rich consumers who
possess a higher willingness to pay for new goods and can thus fuel R&D activities
in certain sectors. On the other hand, the profitability of the resulting new goods related
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to these R&D activities may be negatively affected by income inequality that reduces
the size of the market for new goods.

3 Conclusions

Taken together, these contributions point towards two broad important methodological
trends in contemporary economic thinking. First, a growing number of scholars are
coming to accept that consumer preferences cannot be considered to be exogenous and
stable in the long run. Consumer preferences are increasingly being seen as shaped in
particular ways by rising affluence and institutional environments. The typically rather
strict separation between demand and supply factors of economic growth becomes
increasingly blurred (Mokyr 2000; De Vries 2008; McCloskey 2010). Second, demand
analysis is becoming increasingly interdisciplinary in nature as a growing numbers of
scholars identify and pursue new scientific arbitrage opportunities by introducing new
insights from psychology and biology to account for consumer preferences and their
long run evolution. This provides an exciting new basis for analyzing consumer welfare
and precisely identifying the condition under which rising income generates increases
in this welfare.
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