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Abstract

The independence of preferences, normally assumed in consumer
theory, is rather problematic when it comes to explaining observable
consumer behavior. One of the most notorious cases is when the de-
sire for status affects the purchasing decision of consumers; this can
be seen in Leibenstein’s Bandwagon and Snob effects. Here I present
and simulate a dynamic model of interdependent preferences for an
economy of two representative consumers with different income levels
and two goods, of which one provides status. I start from the demand
functions derived from a member of the Bergson Family of utility func-
tions, and non-linear adjustment formulas based on the Bandwagon
and Snob effects that modify the weights in the utility function period
by period. The results of the Python simulation suggest convergence
to specific optimal demands for the goods: the low-income consumer
ends up sacrificing part of his/her consumption of the market basket
to purchase the status good and the high-income consumer reduces
his/her status driven consumption.
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1 Introduction

Many of the assumptions normally used in the mainstream economics mod-
els have been widely criticized. In various cases one of the main concerns
of economists nowadays refers to the degree of realism of these assumptions,
and how to restate them so they fit better with the observable economic
agents’ behavior. In respect to the pillars of the consumer theory an exam-
ple of this is given by preferences that are commonly assumed as given and
independent from the ones of other consumers, and thus, immutable. But the
reality is that preferences seem to be endogenous to the market outcomes.
The awareness of the problem that endogenous preferences constitute was
present even when Alfred Marshall constructed the grounds of neoclassical
consumer theory, but was ignored to guarantee simplicity (Leibenstein, 1950).

One way in which preferences can be endogenous to the market equilibrium
is when they are interdependent between consumers1, as it was presented
by Pollak (1976). That is to say; individuals consume the same goods as
the other members of the social class they belong, or even try to surpass
their own class by copying the consumption habits of the individuals they
perceive as having a higher reputation status than themselves (Veblen, 1899).

Going to daily life examples, is valid to think that when clustered by a com-
mon taste and social class, consumers buy the same kinds of goods. For ex-
ample, when it comes to sportswear, many high/medium-income consumers
buy Adidas and Nike, or when it comes to cell phones Samsung and Apple.
But there are also cases when consumers buy goods that are clearly not meant
for them. In South America, you get to see many houses built with cheap
wood planks and metal roof tiles where big families live. But regardless of
their condition, they still have big televisions and pay for satellite providers2.

Consumption patterns, as the ones just presented, give a reason to define
more realistic assumptions about what drives the purchasing decisions of

1Other ways in which endogenous preferences have been analyzed and that I will ab-
stract from in this thesis are: by non additive demand functions (Pigou, 1913) or by the
effect of institutions (Bowles, 1998).

2Mota (2015) presents an opinion column in a Mexican financial diary highlighting the
existence of this kind of consumer behavior in his country. In Appendix A other graphical
examples can be found.
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consumers. This kind of behavior could be explained better under the hy-
pothesis of endogenous preferences than under the old-fashioned assumptions
of neoclassical consumer theory. Thus, if preferences are not given, indepen-
dent and immutable, the way of getting to a market equilibrium must be
reestablished.

These interpersonal effects on the consumers’ demands were first classified
by Leibenstein (1950). He examined three different effects:1) “Bandwagons”,
referring to the case when others’ consumption boosts own consumption.
Bandwagons are associated either with the desire to be stylish (Leibenstein,
1950), goods for which the utility depend on the joint consumption by oth-
ers, or goods for which others’ consumption generates positive externalities
due to more available services and accessories3 (Granovetter & Soong, 1986);
2) “Snobs”, referring to the case when others’ consumption reduces own
consumption. Snobs are associated with the desire for exclusivity; and 3)
“Veblen”, for the case when a high price is the determinant of a conspicuous
consumption4 (Leibenstein, 1950).

Even if Leibenstein’s contribution was a big step for the theory of inter-
dependent preferences, there is still a gap in the literature regarding the way
of representing these endogeneities in microeconomic models of consumer
theory. Given all this, by following a similar scheme as the one presented by
Pollak (1976), I intend to represent observable consumer behavior by means
of the Bandwagon and Snob effects, specifically, the case when consumers
buy goods that are not meant for their income group. Consequently, the
purpose of this thesis will be to answer the following research question: How
can Bandwagons and Snobs be mathematized and included in consumer the-

3As presented by Granovetter and Soong (1986), when it comes to utility depending
on joint consumption, restaurants are the best example. A partially full restaurant will
always look more appealing than an empty one of the same characteristics. In this case
others’ consumption is used by people as a proxy of quality and the consumption of
the service is boosted by the consumption of the same service by others. An example
of positive externalities generated by others’ consumption is the bigger availability of
technical services and accessories for a good when its consumption increase, for example
if many consumers buy the same kind of cell phone there will be more accessories or
applications available for it in the market, in this case others’ consumption cause an
externality that can boost the consumption of other individuals.

4Conspicuous consumption refers to the case when individuals buy highly observable
goods with the only desire of displaying wealth, this idea was presented by Veblen (1899).
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ory to find a market equilibrium that explains observable consumer behavior?

To answer this question, I established a dynamic model with two repre-
sentative consumers and two goods. The Bandwagon and Snob effects were
included in the adjustment equations of the model. Finally, to get an insight
of the existence of an equilibrium I ran a Python simulation. As expected,
the results suggest modifications from the initial optimal demanded amounts
for both kinds of consumers. Furthermore, the final demand converges to
certain values, this implies the existence of an equilibrium after running the
model for 15 periods5.

Finally, this thesis is organized in the following way: Section 2 presents
the literature background on this topic. In section 3 I develop the model and
present the equations used. In section 4 I run the Python simulation of the
model and show the numerical convergence of it, given specific parameter
values. In Section 5 I discuss the implications of the results.

5Given the values of the parameters used to run the simulation presented in this thesis.
Under a different specification the periods needed to deduce convergence will vary.
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2 Literature Review

The literature that explicitly focuses on Bandwagons, Snobs and their math-
ematization and further inclusion on consumer theory is quite limited, as was
implied in the introduction. Therefore, the goal of this chapter is to present
the antecedents of the Bandwagon and Snob effects concepts. Followed by
the ways in which these endogeneities have been mathematically approached
and included in consumer theory.

As it was mentioned before, in respect to economics, the first contribution
to the theorization of interdependent preferences is usually attributed to Ve-
blen (1899). He develops the idea of a consumption highly determined by the
emulation of the expenditure of the social classes perceived to have higher
status. He argued that the emulation is caused by an invidious comparison
and the desire to attain honor and distinction6. This emulation behavior
shapes consumers’ tastes in a way that favors goods defined as expensive,
due to their low intrinsic serviceability (Veblen, 1899).

Additionally, Veblen also suggests that even for the poorer classes the emula-
tion is present. Therefore, physical wants are not the only thing that drives
the consumption patterns of this class. The latter statement can be cor-
roborated with more recent empirical studies like Subramanian and Deaton
(1996), where it is shown that under an income shock the very poor increase
their consumption of food way less than the theoretical prediction. Further-
more, these authors also show that the calories consumed increase in an even
lower proportion, this because the consumers prefer to buy better quality
products than larger quantities.

Following the time line, the next author who contributed to the literature
of interdependent preferences was Pigou (1913). His analysis focused on the
non-additivity of demand curves given the endogeneity of preferences. He
was followed by Duesenberry, who in 1949 tried to reconcile the existence of
endogenous preferences with macroeconomic theory in a highly mathemat-
ical way as was mentioned by Ackley (1951) in a review of Duesenberry’s

6Although, it must be clarified that the idea of consumers’ behavior being affected by
emulation and comparison existed in economic literature way before Veblen. These ideas
were already present back in the works of classical authors as Adam Smith and J. S. Mill,
and many others before Veblen. Several examples can be found in (Drakopoulos, 2016).
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work. In Kastanakis and Balabanis (2012) we also find that Duesenberry
explains how comparison and emulation based on ”demonstration effects” of
a reference group influence households’ consumption decisions7 .

Leibenstein (1950) came later to conceptualize some types of interdepen-
dent preferences under the three categories. In this thesis, I will focus on two
of them. The Bandwagon and Snob effects. Furthermore, under the identifi-
cation of these effects, Leibenstein took up the problem of non-additivity of
individual demand functions presented by Pigou. He addressed this problem
in a static way assuming that the consumers have perfect information about
market conditions (Leibenstein, 1950). The proposed solution was presented
by him as a graphical analysis of demand curves.

A common characteristic implied or explicitly stated by all authors men-
tioned until now is that the emulation of consumption is based on a reference
group to which each consumer wants to belong. This idea is supported by
Bearden and Etzel (1982). These authors presented an empirical study in the
field of sociology that reports that individuals do not behave as their recog-
nized peers8. Instead, the stimuli for creating a selective demand comes from
reference groups they associate themselves with (Bearden & Etzel, 1982).

In respect to mathematical approaches to represent interdependent prefer-
ences Pollak (1976) presents the first contribution. Pollak constructed a
model of interdependent preferences based on the demand functions derived
from generalizations of utility functions belonging to the “Bergson family”
(Burk (Bergson), 1936), and a scheme of necessary consumption quantities of
a good, subject to interdependent preferences. The endogeneity is presented
as a linear dependence on others’ past consumption of the same good9. That
is to say, interdependent preferences are represented as a modification period
by period, based on the past consumption of others, of a parameter in the

7According to Ackley (1951), Duesenberry’s analysis is also extended to welfare eco-
nomics. Arguing that income redistribution towards equality may not cause an incentives
problem when the frequency of contact with the status goods, as a determinant of utility
is assumed.

8As peers Bearden and Etzel (1982) consider people with similar backgrounds, as social
class or education level.

9Due to this characteristic of lagged interdependence instead of simultaneous one, the
model adjusts gradually and thus, Pollak argues that it is more tractable.
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demand function that represents the necessary quantity of the good. Dealing
with the way of developing the model, Pollak starts from the short-run per
capita demand functions and their interaction, afterwards, by using theory
he established the conditions under which a long-run equilibrium exists.

Granovetter and Soong (1986) presented another way in which interdepen-
dent preferences can be addressed mathematically. Focusing explicitly on
Bandwagons and Snobs, and by means of demand schemes based on proba-
bilities, Granovetter and Soong developed a dynamic model that also assumes
lagged interdependent preferences. Although, these authors represented the
lagged interdependent preferences using a probability density function to dis-
tribute thresholds that determined if the individual buys or stop buying the
good. The thresholds defined the minimum and maximum levels of lagged
consumption by the other consumers under which each individual was going
to make his/her purchasing decision. By including a simplified supply side
of the market and consequently evaluating the supply-demand interaction,
the existence of stable price-quality equilibria is corroborated, clarifying that
the model is asymptotically unstable for various possible parameter values
(Granovetter & Soong, 1986).

As it was explained, the existence of endogenous preferences generated by the
human desire to mimic the consumption patterns of reference groups, and
the further conceptualization of this as Bandwagon and Snow effects, have
been present in economic literature already for more than a century. Still,
the way of including this effects, so evident by now, in consumer theory is
rather quite limited. Thus, given the limitation of explicability and relevance
that these kinds of endogeneities give to the current consumer theory, there
are more than enough reasons to justify further attempts to mathematize
Bandwagon and Snob effects. Exactly this is what I do in the model that
will be presented in Section 3.

To set up the model I use the demands derivation scheme presented by Pollak
(1976). However, I simplify the economy to two goods, and include the con-
cepts of Bandwagon and Snob effects as the interdependent preferences in the
model with non-linear dynamics. Therefore, two different forms of interde-
pendent preferences are included, and consequently, there are two adjustment
equations with different coefficients representing the interdependence. Fur-
thermore, I represent the interdependence of preferences as changes in the
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weights of the utility function instead of changes in the necessary consump-
tion. Additionally, I give a different interpretation of the parameter used
for necessary consumption. Finally, I take the idea of using benchmarks as
Granovetter and Soong (1986). Even though, I abstract from the use of any
kind of distribution functions.
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3 Model of Bandwagon and Snob effects

For the purpose of this thesis, and to keep the equations as simple and clear
as possible, I assume an economy with two representative consumers and two
goods.

Consumers are represented in the equations by the superindexes, r for the
one with high income, and p for the one with low income, or i∈ {r, p}. For
the goods, z will represent the status good that was introduced to the market
in the first period10, and X for simplicity will represent the market basket of
other goods and services. I assume consumers derive utility just from these
two kinds of goods. Furthermore, the weights in the utility functions for
these two kinds of goods are represented by α.

In respect to the functional form of the utility, a case of the “Bergson Family”
of utility functions presented by Pollak (1971) was used11:

U i
t (X, z) = αi

t log(X − b+ 1) + (1− αi
t) log(z + 1) (3.1)

Where
αi
t ∈ [0, 1]

(X − b+ 1) > 0

10Is important to clarify that the nature of the status good assumed here is not entirely
conspicuos. This means that as a good designed for the high-income individual it has an
intrinsic value itself, that is boosted by the distinction and status that it can generate. For
example, subscribing to a satellite television provider can be seen as a sign of status for
people in low-income countries but it doesn’t mean that the only value of a subscription
is given by the desire of displaying wealth.

11The only restriction on the utility function’s concavity is X − b > −1. The derivation
can be found in Appendix B. Given the assumptions provided in the following paragraphs
for the terms in this restriction is logical to say that X − b will always be positive for the
High-income consumer. Therefore the restriction on concavity might be problematic just
in the case of the low-income consumer, in this case X − b will be equal or close to zero
given the assumption of wp ≈ b that will be explained afterwards. Thus, the concavity
condition holds when the sacrificed consumption of the market basket is lower than one
unit. Furthermore, in the Python simulation the plus one in both terms of the utility
function is included as the variable a, thus, it can be modified to any value. Consequently,
this restriction can be expressed as X − (b− a) > 0. under this set-up the b− a can have
an alternative interpretation as the subsistence level of consumption.

11



and b represents the usual level of consumption of the market basket of goods
and services12 by the low-income consumer, and therefore has to be positive.
It is assumed that none of the consumers have a recommended consumption
of the status good, thus, b or a homologous is not included in the second
term of the utility function13. It is clear that regardless of the income level,
things such as premium quality food or expensive subscriptions to satellite
television providers are goods that people can omit in their consumption.
Still, these goods give status and have an intrinsic utility.

From the utility function it can be noted that the sum of the weights is
equal to one as a normalization. Furthermore, in the context of this model
it is logical to assume that the values of alpha for the initial period should
be αp = 1 and αr ∈ [0, 1); representing with this that the low-income con-
sumer’s utility does not depend on the status good at the beginning, while for
a high-income consumers it does. The reason for this is that the low-income
consumer at the beginning need to observe the consumption by the high
income to realize the status value that the good can provide. Afterwards,
this consumer will start to adjust his/her income towards the status good
and the optimal demands will change progressively. Under some specifica-
tion of the parameters in the model, like the one presented in next section,
there are some periods at the beginning in which even though the weights in
the utility function get modified, the optimal amounts demanded remain the
same. These periods can be interpreted as the time in which the low-income
consumer decides how to modify his consumption to be able to purchase the
status good. While the high-income consumer will purchase the good imme-
diately.

As for the budget constraint necessary for the utility maximization process,

12It is important to highlight that this usual level of consumption of the market basket
does not represent the aggregation of goods and services necessary to survive, but by
far more generous level of consumption. An example of this is the market basket that
countries use to calculate the consumer price index, this basket attempts to represent the
typical consumption of the average household of a determined income group. Therefore,
it can be said that b represents the consumption of this kind of basket for a low-income
individual.

13The use of a parameter representing a minimum level of consumption desired is used
by Pollak (1976), the main difference is that he assumes that b is psychologically deter-
mined. Thus, the dynamics of Pollak’s model are based on the variation over time of this
parameter. He also uses the same setting for habit formation analysis.
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there are two things that are important to mention. First, the income of
both consumers will be assumed constant over time, something realistic in
the sense that wages are usually fixed for long time periods, usually yearly.
Second, the price of the market basket will be normalized to unity, as a way
to simplify the equations and to represent the price of the status good as a
proportion of the price of the market basket. Therefore, there will only be
one price as a variable in the model, the one of the status good represented
by P . Based on this, the budget constraint will be as follows:

X i
t + Pzit = wi (3.2)

Additionally, given the normalization for the price of the market basket, it
is coherent to assume that wp ≈ b. Given this, the starting point of the
model is when the low-income consumer is purchasing the usual basic bas-
ket that he/she was consuming before the introduction of the status good.
Additionally, in most non-rich economies, the usual level of consumption is
attempted to be guaranteed by establishing a minimum wage, and yet an
important proportion of the inhabitants of these countries get at most that
level of income14. This means that the low-income consumer has an income
close or equal to the value of the recommended consumption of the market
basket. Therefore, to consume z he/she will have to sacrifice part of his/her
consumption of X. Consequently, the low-income individual will end up de-
manding less of the market basket than the socially recommended amount.
The examples of satellite television and Subramanian and Deaton’s empirical
findings on the demand for calories presented in the introduction are con-
sistent with this kind of behavior where the consumer deviates from more
appropriate goods following his/her status desire.

The next step in the formulation of the model is the maximization of (3.1)

14RedLat (2016), an international labor investigation institution, presented and com-
pared the labor market situation for several Latin American countries based on national
surveys. From this study we can see that in countries like Colombia and Peru about half
of the population live under a minimum wage. As these countries are not the ones with
the worst economic conditions in the world, interpreting the low-income’s consumer wage
as a minimum wage is not misleading. The coherence of wp being approximately equal
to b is also empirically supported by the article presented by the BBC in (2016). The
information presented in this article implies that in almost half of the countries in the
world, 100% or more of the minimum wage is needed to purchase the basic market basket.
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with respect to (3.2). That will yield the following demand functions15:

zi∗t =
(1− αi

t)

P
(wi − b+ 1)− αi

t (3.3)

X i∗
t = αi

t(w
i − b+ 1 + P ) + b− 1 (3.4)

Both demand functions increase in the income of the individuals w; this
means that if the individual has a higher purchasing power he/she will con-
sume more of both goods. An increase in the consumption of both goods
given an income shock is consistent with the CES shape of the indifference
curves of the utility (Pollak, 1970). If the prices doesn’t change, slope of the
budget contraint will not change either, thus, an increase in w will produce
a jump to a better indifference curve and the consumption of both goods
will increase. Furthermore, in respect to the relation between demands and
P , for z the demand decreases when P increases, and for X increases when
P increases. It is coherent that if status good becomes more expensive the
demand for it will fall, as it happens to the demand for z. While if we look
to the crossed effect, if the price of the status good in the economy increases
the demand for X should increase, representing a substitution effect given
the change in the slope of the budget constraint.

With (3.3) and (3.4) the equilibrium demand for each kind of good by each
consumer can be calculated period by period. In what concerns the dynam-
ics of the model, the Bandwagon and Snob effects will be represented as the
variation of the weights in the utility function for each of the two consumers.
The weights in the utility function represent the importance that each con-
sumer gives to each good, consequently, the adjustment over time of these
weights represent the endogeneity of preferences. Both of the dynamics de-
pend on lagged consumption of the status good. The dependence on past
consumption attempt to represent the time that it takes consumers to be able
to observe what others are consuming. That is to say, the time it takes for
a good to get popular among consumers16. All of this shows the imperfect
information in the market, as consumers can’t know the real amount of a
good consumed by others immediately, as Leibenstein assumed (Granovetter

15The step by step maximization can be found in Appendix C.
16Interdependent preferences models based on lagged consumption can be found in lit-

erature i.e. Pollak (1970),Pollak (1976),Granovetter and Soong (1986) and Van Herpen,
Pieters, and Zeelenberg (2009).
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& Soong, 1986), far from it, they have to wait until the consumption becomes
observable.

Given this, the dynamics for the low-income consumers were modeled in
the following way:

αp
t+1 = αp

t + β[max(0, zr∗t − z
p∗
t − θp)]2 (3.5)

Where
β < 0

I assume the low-income consumer to care about the gap between the high-
income individual’s consumption of the status good and his/her own con-
sumption of the same good. This set-up represents that the low-income
consumer is always comparing his/her consumption with the one of the high-
income consumer, consequently, the consumer based on this comparison will
determine his/her adjustment of weights among the goods available in the
economy. As by the definition of Bandwagon, consumers want to mimic the
consumption habits of the group they want to belong to, the gap between
consumptions and its magnitude is a way of representing how much status
the good can give, and how much consuming it will differentiate the individ-
ual from his/her peers.

Additionally, the benchmark θ is subtracted from the gap of consumption
of the status good17. The benchmark determines the minimum gap of con-
sumption that will make the low-income consumer find the good interesting
enough to modify his/her consumption patterns. The main reason for includ-
ing a benchmark is that the low-income consumer have to be rational enough
to know that he can’t exactly mimic the high-income’s consumption because
of the income differential, and therefore, he is willing to shorten the gap just
partially according to his income. Given this, the gap of consumption of the
status good will always be positive.

In this case β represents the Bandwagon effect. As can be seen from (3.5), the
Bandwagon coefficient is multiplied by an always positive quadratic function
that takes values greater than zero when the gap of consumption is larger
than a benchmark represented by θp. Given this, β must always be negative

17The use of benchmarks is not new in the literature of endogenous preferences.
Granovetter and Soong (1986) developed a probabilistic model based on benchmarks.
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to guarantee that a big enough gap generates a change in the next period’s
weights of the utility function, and consequently, a possible change in the
optimal quantities demanded by the low-income consumer. A larger β will
mean a faster adjustment, thus, a bigger Bandwagon effect.

As a final remark on the Bandwagon dynamics, it is important to highlight
that due to the quadratic form, the bigger the positive difference is between
the consumption gap and the benchmark, the bigger the effect on the αp for
the next period. This behavior of the dynamics of αp is consistent with the
definition of Bandwagon, as the gap becomes smaller the perceived status
that the good can give gets reduced. Consequently, the good is less attrac-
tive for the low-income individual the higher is his/her own consumption of
the same good, as the perceived status that an extra amount purchased can
provide gets reduced. This is reasonable because as zp grows the good is more
common and thus, the status-driven changes in the demand should become
smaller. Furthermore, this functional form is also consistent with the fact
that the low-income individual can’t sacrifice a big proportion of the market
basket consumption.

In respect to the Snob effect, the dynamics are given as follows:

αr
t+2 = αr

t+1 + δ
√

max(0, zp∗t+1 − z
p∗
t − θr) (3.6)

Where
δ > 0

The high-income consumer is assumed to care about the increase in the
amount of the status good consumed by the low-income individual period
by period. The high-income individual should not care about an increase or
decrease in the gap because since the beginning he/she is consuming the op-
timal amount of the status good that differentiates himself/herself from the
low-income individual. That is to say, in the initial period the high-income
consumer sets his/her optimal amount demanded, and with it determines the
initial gap level. Then, a big enough reduction18 of the status level, repre-
sented by the gap, will progressively reduce the status-driven consumption
of the high-income individual. Consequently, the increase in the consump-
tion of the status good by the low-income individual is a way of representing

18This will depend on the benchmark level θr.
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how the good loses its status properties period by period while it becomes
common in every classes’ consumption.

Additionally, the benchmark θ is subtracted from the increase in the con-
sumption of the status good by the low-income individual. In this case the
benchmark represents the minimum increase that the high-income individ-
ual will perceive as enough to reduce his/her status-driven consumption by
modifying the weights in the utility function. Consequently, by limiting the
adjustment of high-income consumer’s consumption this benchmark is con-
sistent with the assumption of a status good not entirely conspicuous. It is
reasonable to have a benchmark because too small changes in consumption
can be hard to observe, or alternatively, the high-income consumer is not
willing to modify his/her consumption under too small reductions in the sta-
tus provided by the good represented by the increase in zp.

In this case δ represents the Snob effect. This coefficient is multiplied by
a square root function that takes values greater than zero when the lagged
increase of consumption by the low-income consumers is larger than a bench-
mark represented by θr. Given this, δ must always be positive in order to
guarantee that when the increase in the observable consumption of the low-
income individual is large enough, a change in the weights of the next period’s
utility function will be produced. A larger δ will mean a faster adjustment,
thus, a bigger Snob effect.

The functional form of the Snob effect as a square root reduces importance to
big jumps in the consumption of the low-income individual, but still guaran-
tees an always increasing effect. This behavior of the dynamics of αr is con-
sistent with the assumption of a status good with a partial conspicuos nature.
But also with the definition of Snob effect, high-income consumers perceive
the good as losing its status nature when the ones from which he/she was
trying to differentiate increase significantly their consumption of the good.
Furthermore, this functional form is also consistent with the idea of a good
with intrinsic utility, making possible that the level of consumption never
reach a zero level due to the Snob effect.

Moreover, the two dynamics together make possible a smooth transition be-
tween periods as it will be shown with the Python simulation.
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4 Python simulation

The Python file created allows the modification of all the parameters ex-
plained above. Therefore, the program allows to relax the assumptions that
were mentioned in the specification of the model. The coding can be found
in Appendix D. An interactive setting is also provided and explained for
anybody to experiment and try different assumptions that could result rea-
sonable for them. In case of wanting to run the model in a faster way, or
just wanting to change one of the parameters at the time, a vector of values
is provided.

The coding replicates the exact process presented above and in the Appendix
C, with the possibility of running any number of periods given the right pa-
rameter values. For the purpose of this thesis I will present the results of a
simulation for 24 periods. In this case the periods could appear to be months,
making the assumption of the lagged interdependent consumption more in-
tuitive. People will observe the state of the nature and then plan how to
divide the upcoming monthly wage accordingly. Additionally, short periods
of time as the 2 years used here, are consistent with the assumption of fixed
wages and also provide a logical time frame for the analysis of endogenous
preferences.

For the other initial values for the parameters necessary in order to run
the simulation, the first one that is given by what was mentioned before is
αp = 1. Furthermore, I will assume the wage of the low-income consumer,
wp, to be equal to 1 and for the high-income wr = 3. Thus, as it was men-
tioned before, b should be equal to 1 as well19. The price of the status good
will be assumed to be 0.2, being this 1

5
of the income of the low-income class20.

In order to define an initial value for αr I use the findings of Subramanian
and Deaton (1996) to make an interpretation of what should happen under

19For simplicity I assume in the simulation wp exactly equal to b.
20Assuming wp as a minimum wage, and going back to the example of a status good as

a subscription to a satellite television provider, a price of 1
5 of this wage goes in accordance

with the prices that can be found in the Colombian market for satellite television providers.
For example, in Colombia the monthly subscription to Claro (2017) or DirecTv (2017)
accounts for close to 20% of two fortnight minimum wages as can be checked in BanRep
(2017).
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an income shock. In this paper it is shown that only 35% of the extra in-
come is used in necessities consumption represented by calories for the poor.
Therefore, for wealthier consumers it is reasonable to think that the propor-
tion will be lower. Given that wp = 1 and wr = 3, the low-income consumer
needs a shock of two units of income to have the same wage as the high-
income consumer. Consequently, following the findings of Subramanian and
Deaton an income shock of two units should represent an increase in the
consumption of necessities of about 0.7. That is to say, under the setup of
this simulation an individual with a wage of 3 should consume maximum 1.7
units21 of the market basket. An αr = 0.5 is an accurate and simple initial
value that allows to show what was stated before in this paragraph. As we
can see from the following equations with an initial αr = 0.5 the demand for
Xr in the first period will be lower but close to 1.7:

Xr = αr(wr − b+ 1 + P ) + b− 1

Xr = 0.5(3− 1 + 1 + 0.2) + 1− 1 = 1.6

With a price for the market basket equal to 1, the total expenditure in this
basket for the high-income individual will be also 1.6. This goes in accor-
dance with what was mentioned before.

For the other parameters the initial values are less empirically supported,
given the fact that they represent the quantification of psychological and be-
havioral aspects that haven’t been widely studied. For the Bandwagon and
Snob effects, it is important to highlight that the coefficients will represent
the proportion of the squared gap of consumption, or the squared root of
the increase of consumption by the low-income of the status good, that will
become a change in the weights of the utility function for the next period.
Given the bigger wage and the restriction represented by wp = b the change
in αp has to be bigger than the one in αr to generate a representative change

21This number comes from the initial consumption of the market basket by the poor,
that will be equal to 1 given the parameter values already provided, plus the 0.7 units of
necessities that the low-income consumer could be expected to spend on this given the
findings of Subramanian and Deaton (1996). Theoretically the elasticity income of the
demand of necessities should be maximum for low-income consumers. Therefore, for the
high-income consumer is logical to think that in his way to have a high income he ended
up with a maximum consumption of the market basket of 1.7. Thus, the initial level of
consumption presented in the simulation will be coherent with this maximum.
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in the demand per period, this is fixed by the functional form of the dynam-
ics. Together with the condition that αi

t ∈ [0, 1] the Bandwagon and Snob
effects’ coefficients have to be a number in the hundredths to make the inter-
pretation of the periods in the simulation as months coherent22. Given this,
for the purpose of the simulation, a β = −0.01 and δ = 0.03 will be used.
As an important remark, this doesn’t mean that the Snob effect is stronger
than the Bandwagon in any form, this due to the difference in magnitudes of
the elements that represent each effect in the dynamics equations. Thus, the
coefficients can be seen as the speed of adjustment subject to the magnitude
of the gap used in each dynamic equation.

The last parameters to be determined are the benchmarks used in the dy-
namics. Again, from the existent literature on interdependent preferences
there is no way of stating an accurate empirically-based assumption on what
should be the optimal level of benchmark that consumers should care about.
Therefore, what I try to represent with the two values for the benchmarks
is that they are coherent with the rest of assumptions already made. Con-
sequently, the values of the θs were determined conditionally on the initial
value of gap in each adjustment function. Based on that, to determine a
value for θp first we need to calculate the value of zp∗−zr∗ in the first period.
To do this I will evaluate (3.3) with all the values already provided for the
first period. As we can see from the following equations the initial magnitude
of this gap is equal to 7:

zi∗t =
(1− αi

t)

P
(wi − b+ 1)− α

zp∗ =
(1− 1)

0.2
(1− 1 + 1)− 1 = 0

zr∗ =
(1− 0.5)

0.2
(3− 1 + 1)− 0.5 = 7

The value taken for θp will be equal to 4.5, this means that only when the gap
of the consumption of the status good between the two kinds of consumers is

22Bigger coefficients will generate faster adjustments and smaller coefficients slower ad-
justment. Depending on the characteristic of the good subject to endogenous preferences
and the desired interpretation of the time periods the magnitude of the coefficients can be
changed. For the purpose of this simulation and the interpretation of periods as months,
placing them in the hundredths is the most useful option.
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higher than 4.5 units of the good the Bandwagon effect will be active. This
implies that low-income consumers are willing to shorten the gap in about
35% of the initial level. If we analyzed this from the perspective of a myopic
consumer, this would mean that the low-income consumer is willing to buy
up to 2.5 units of the status good. Purchasing this amount will represent
spending half of his minimum wage in the status good. Even though it seems
extreme, we have to remember that the market basket has nothing to do with
the subsistence level of consumption, that can be as low as 21 dollar cents per
day for some countries at P.P.P. as Subramanian and Deaton (1996) stated.
Therefore, even if the case of sacrificing half of the minimum wage will never
happen because the Snob effect is also active, it is not counter-intuitive that
consumers could reduce their market basket consumption to half.

Lastly, the value for θr will be determined also conditional on the gap used
in the adjustment equation for the high-income individual. In this case I
will base the assumed value of the benchmark in the magnitude of the first
increase of zp. From the results tables in Appendix D we can see that this
first jump in the consumption of the status good by the low-income consumer
happens in the fifth period and is equal to 0.125 units. Consequently for the
simulation, the benchmark in the high-income’s adjustment function has to
be lower than this value, thus, a θr = 0.01 will be used. Even though the
value might seem too small, it is consistent with its purpose of being limiting
just when the increase in zp is too small to be observable.

One may think that with a constant growth of status good consumption
under the benchmark would mean that the low-income consumer will catch
up with the high-income without activating the snob effect. But we have to
remember that the increase of zp takes its maximum value in the first peri-
ods after the bandwagon effect modify the optimal demands. Therefore, the
benchmark only represents a restriction to the Snob effect in late periods.
The main purpose of this is to represent the impossibility of observing re-
ally small changes, in certain way this can be explained by habit formation,
as the one presented by Pollak (1970). The high-income consumer already
sees as normal a positive consumption of the status good by the low-income
individual. Consequently, in the late periods, when the changes in zp are
minimal, the high-income consumer is not willing to modify more his/her
consumption. This again, because the value of the good is not only deter-
mined by the status that it provides.
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Figure 1: Variation over time of α from the Python simulation.

The tables of results for the simulation under these parameters for 24 periods
can be found in Appendix D, the graphical results are presented in figures
1, 2 and 3. From Figure 1 we can see the behavior over time of the alphas
for the two kinds of consumers. The graphs suggest a convergence of αp to
approximately 0.61, while for αr to approximately 0.57. As it can be no-
ticed, the change in αp is several times bigger than the one in αr, this goes in
accordance with what was stated in the establishment of the model. Given
the restrictions, a bigger change in the alpha of the low-income consumer is
needed to generate a change in his/her consumption behavior.

In respect to the consumption of the goods, and starting with the status
good, Figure 2 also suggests convergence. The consumption of the status
good as expected, decrease for the high-income individual and increases for
the low-income one. The final value for zr converges approximately to 5.8,
while zp to approximately 1.3. The magnitude in which the consumption of
the status good decreases might seem small, but it is consistent with the as-
sumption of a not entirely conspicuous good. Furthermore, the final change
in consumption in terms of units, given the Bandwagon and Snob effects is
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Figure 2: Variation over time of the consumption of the status good from
the Python simulation.

not that different for this case, which is coherent with the comments made
about the coefficients.

For the consumption of the market basket, the Figure 3 is provided, this
graph also suggest a convergence, that is logical given the convergence of z
and the assumption of an economy of two goods. Xr approximately tends
in this case to 1.8, while Xp approximately tends to 0.7. As we can see
from these results, the low-income consumer ends up sacrificing about 30%
of his/her wage following his/her desire for status. This sacrificed amount
goes in accordance with what was intended to be shown.

All the results found under the simulation are reasonable given the assump-
tions made, and show a way in which the Bandwagon and Snob effects might
work. The high-income consumer never stops buying a good that was de-
signed for him/her, but reduces his/her consumption given the decrease in
the status that the good presupposes. This due to the consumption of the
same good by the low-income class. While for the low-income consumer, by
following his/her desire to emulate the consumption of the class he/she wants
to belong to, just a reasonable proportion of his/her wage is sacrificed to con-
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Figure 3: Variation over time of the consumption of the basket of other goods
from the Python simulation.

sume the status good. Furthermore, the final gap in the consumption of z
converges to a value of 4.5, as the θp established for the simulation suggested.

Additionally, it is interesting enough to analyze the results of the simula-
tion for the first five time periods. As we can see, the αs get modified since
the first period but the demand for the status good by the low-income con-
sumer changes just until period five23. As it was mention before, this interval
of periods in which the low-income consumer clearly know of the existence of
the status good but doesn’t consume it yet can be associated with the stage
of budget planning. The low-income individual will progressively adjust the
distribution of his/her income by cutting the spending on the market basket,
this can be seen as the change in αp but just until period 5 will be able
to redistribute his/her income in a way that allow him/her to purchase the
status good.

As a final remark on this Python simulation, even though the suggested

23Therefore, as the high-income consumer’s adjustment equation depends on changes
of zp, the weights of his/her utility function will get modified after the bandwagon effect
generate quantitative changes in z. That is to say, zr will start to change in period 6.
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convergence to certain values after some time periods implies the existence
of an equilibrium, there is a tractability problem when we try to solve the
equilibrium by hand. Given the way in which the dynamics of the model
work24, the only way I have found by now to solve the equilibrium by hand
requires the iteration of the new values for the alphas for each period, what
presupposes an arduous and time-consuming task, but will end up with the
same results found with the use of Python.

24The adjustment formulas were not made as a linear variations period by period, but
as an exponential one that depends on variations of the past consumption. Therefore,
each period the variation in the alphas is different.
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5 Discussion

I presented and simulated a dynamic model of interdependent preferences for
an economy of two representative consumers with different income levels and
two goods, of which one provided status. I started from the demand func-
tions derived from a member of the Bergson Family of utility functions, and
non-linear adjustment formulas based on the Bandwagon and Snob effects
that modify the weights in the utility function period by period. Addition-
ally, the adjustment was based on different gaps of the lagged consumption of
the status good by both consumers, and benchmarks defining the minimum
value under which the effect was going to be active.

Given the parameter values used in the simulation, after 15 periods the values
to which the demands and α converge can be determined. The consumption
of the status good increases for the low-income consumer and decreases for
the high-income consumer. The magnitude of the variation of the demands is
similar across consumers, although αp changed more than αr. This because
the low-income consumer needs bigger changes in the weights of the utility
function to modify his/her consumption given that his/her income was tied
to the price of the market basket as an assumption.

Based on the results of the Python simulation it is not misleading to think
that is feasible to get to an equilibrium. The equilibrium is represented by
the steady final values of the demand functions after being adjusted for sev-
eral periods due to the Bandwagon and Snob effects. This equilibrium can
accurately represent observable examples of preferences endogeneity, where
low-income consumers must sacrifice part of their normal consumption fol-
lowing their desire to attain status.

Finally, the model and simulation presented here give an example of one
way in which the status-driven consumption can be mathematized and in-
cluded in consumer theory. Consequently, this might be useful to anybody
who is interested in a more complete approach of how to represent consumers’
behavior. Furthermore, the Python code that is provided is a useful tool that
can be easily modified under any specification.
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5.1 Limitations

The simplification of the economy to two goods represents a problem when
analyzing the behavior of the high-income consumer. Under this set-up, the
Snob effect makes the high-income consumer substitute the status good for
more consumption of the market basket. Although the reduction in his/her
demand is intuitive, the shift should be towards a similar good.

Another limitation comes from the need of determinants of the benchmarks
and empirically supported values for coefficients of the Bandwagon and Snob
effects. The value for these variables was determined based on the coherence
with the rest of the simulation, but there isn’t a way of determining an op-
timal value based on empirical researches.

Finally, the arduous and time consuming work that is required to get to
the steady demands by hand represents also a limitation of this thesis.

5.2 Model extensions

In accordance with the first limitation of the model mentioned, an interesting
enough extension is to include other status goods, giving the option for the
high-income individual to substitute his/her consumption not with the mar-
ket basket but with another good that provides status. Under this case the
analysis for the low-income consumer’s behavior should focus more on the
maximum amount of the recommended consumption of the market basket
that can be sacrificed. That is to say, the subsistence level of consumption
should matter, and the sacrificeable part of the income will be divided to
consume the goods that could provide more status.

Additionally, another extension of the model could consider the effects on
consumer welfare of the sacrifice of the market basket for the low-income
individual. As presented by Subramanian and Deaton (1996), not consum-
ing the right amount of calories have negative effects on productivity. For
this extension of the model the effect of not consuming the usual amounts of
goods and services could be represented as a reduction of the future wage.
The reduction can be based on the consumption gap between Xp and b.
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Compañ́ıas Multinacionales. Retrieved 2017-11-05, from
http://www.redlat.net/site/es/blog/trabajo-decente-en-america-latina/

Subramanian, S., & Deaton, A. (1996). The demand for food and calories.
Journal of political economy , 104 (1), 133–162.

Van Herpen, E., Pieters, R., & Zeelenberg, M. (2009). When demand ac-
celerates demand: Trailing the bandwagon. Journal of Consumer Psy-
chology , 19 (3), 302–312.

Veblen, T. (1899). The theory of the leisure class; an economic study of
institutions.

29



A Satellite T.V. and poverty

The two following pictures from Venezuela were retrieved from (Ranchos con
Directv, ya no es un lujo (Poor households with satellite television, it is not
a luxury anymore; translated from spanish), 2009).
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The following picture from Paraguay was retrieved from (EFE, 2014).
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B Concavity of the utility function

To guarantee concavity in each kind of good the first derivative w.t.r to each
good have to be positive and the second derivative negative:

∂U(X, z)

∂z
≥ 0

∂U(X, z)

∂x
≥ 0

(1− α)

z + 1
≥ 0

α

X − b+ 1
≥ 0

While assuming non-negative consumption for both of the goods is enough
to guarantee that the first derivative of (3.1) w.r.t z will be positive, for the
case of the derivative w.r.t X a further condition is needed; X − b > −1

∂2U(X, z)

∂2z
≤ 0

∂2U(X, z)

∂2x
≤ 0

−(1− α)

(z + 1)2
≤ 0

−α
(X − b+ 1)2

≤ 0

The negativity of the second derivative given non-negative consumption is
always achieved. Furthermore the bivariate function is concave if the second
derivatives are negative, condition that was already proved, and if also the
cross derivative is positive:

∂2U(X, z)

∂z∂x
≥ 0

0 ≥ 0

Therefore, the utility function is concave. The concavity of the function
means diminishing utility in both of the goods, this means that the more the
individual have of one good the more is willing to exchange for an unit of
the other. In this way the consumer wants a mixed basked. Furthermore, it
is useful for a dynamic analysis and the derivation of demand functions.
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C Derivation of demand functions

The demand functions for both X and z come from the maximization of
(3.1) w.r.t. (3.2). In order to do this we can solve for X in (3.2) and plug
the result in (3.1) to get:

U i(X(z, wi), z)

Now that the constraint is already included in the function we can simply
take the derivative of U i(X(z, wi), z) w.r.t z:

∂U i(X(z, wi), z)

∂z
= 0

Pαi

wi − Pz − b+ 1
=

(1− αi)

z + 1

αiPz + αiP = wi − Pz − b+ 1− αiwi + αiPz + αib− αi

Pz = (1− αi)wi + 1− αi − b(1− αi)− αiP

zi∗ =
(1− αi)

p
(wi − b+ 1)− αi

Now the z∗ can be plugged in (3.2) to get X∗:

X = wi − Pzi∗

X = wi − (1− αi)(wi − b+ 1) + αiP

X i∗ = αi(wi − b+ 1 + P ) + b− 1

The same maximization occur every period and therefore the demands can
be indexed with t.
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D Bandwagon and Snob effects. Python sim-

ulation.

The program can be downloaded as an iPython/Anaconda notebook from the
following link: https://1fichier.com/?hc3m63wo1v. Or as a normal Python
file from: https://1fichier.com/?b650w7j8pq. In this section I present the
codes and results of the simulation.
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