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Abstract 

 
The paper deals with the detection and measurement of the level of persistence on aggregate private 

consumption in Portugal, USA, European Union and EuroZone as well as on some categories of 

aggregate consumption in Portugal. By the use of a non-parametric methodology applied to monthly data 

(1992-2007) it is concluded that aggregate consumption in Europe (both European Union and Euro 

Zone) is more persistent than in the USA and in Portugal. In particular, the relatively lower degree of 

persistence shown by the consumption in Portugal can be beneficial for the effectiveness of the 

countercyclical fiscal and monetary policies that are currently being implemented to overcome the 

current economic crisis. Our results also suggest that consumption of durables is less persistent, also 

being more volatile. This result is important in the explanation of the severity of the current economic 

crisis in Portugal. 
 

Keywords: Consumption, Persistence, Portugal 

JEL Classification: C14, C22, E21 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

mailto:jbelbute@uevora.pt
mailto:caleiro@uevora.pt


 2 

4. Conclusions and directions for further research 

 

This paper has explored the issue of consumption persistence in Portugal. One important 

stylized facts of the short-run business cycle is the relative smooth behavior of consumption 

relatively to GDP. Indeed, private consumption is less volatile than GDP and, in fact, the most 

stable component of aggregate demand. Put differently, consumption exhibits a high degree of 

inertia or persistence.  

Persistence is associated with the speed with which a variable responds to a shock and with its 

convergence (or its return) to its previous level.  Consumption is said to be (highly) persistent if, 

following a shock, it converges slowly to its previous level. In other words, a high degree of 

persistence in consumption means that when consumption is above (or below) the trend, it tends 

to stay above (below) the trend for more time. This property is quite relevant for economic 

forecasting as it allow to confidently predict the short run behavior of consumption. However, 

countercyclical policies that act through the consumption may be ineffective if consumption is 

very persistent. Households may be fearful about the future, may identify uncertainty factors 

that might restrain their consumption expenditures or even look current fiscal policies as 

equivalent to future taxes. 

Our conclusions suggest that aggregate consumption in Europe (both European Union and Euro 

Zone) is more persistent than in the USA and in Portugal. In the particular context of the world 

economic crisis, our results suggest that private consumption will stay less time above the trend 

in Portugal than in USA and than in European Union and/or European Zone. Furthermore, the 

relatively lower degree of persistence shown by the consumption in Portugal can be beneficial 

for the effectiveness of the countercyclical fiscal and monetary policies that are currently being 

implemented to overcome the current economic crisis. 

When data is disaggregated between durables and non-durables, our results suggest that the 

consumption of durables are less persistent, being also more volatile as expected. This 

apparently non-intuitive result lies on the nature of the “consumption” of durables. In fact, as 

happens with capital goods, they yield a flow of consumption services over its lifetime (they are 

not consumed simultaneously with consumer spending and enjoyment). However, data includes 

“expenditures” on durable goods, not its services or enjoyment, whose pro-cyclically and high 

volatility nature is well known in the literature. 

 

 

References 

 



 3 

[1]  Andrews, D.; Chen, W.K., (1994), Approximately Median-Unbiased Estimation of Autoregressive 

Models, in: Journal of Business and Economic Statistics, Vol. 12, pp. 187 - 204. 

[2]  Ascari, G., (2003), Price/Wage Staggering and Persistence: A Unifying Framework, in: Journal of 

Economic Surveys, Vol. 17, pp. 511 - 540. 

[3]  Belbute, J.; Brito, P., (2008), On sustainable endogenous growth under intertemporally dependent 

preferences, in: ICFAI Journal of Environmental Economics, Vol. 6, No. 4, pp. 7 - 28.  

[4]  Bouakez, H.; Kano, T., (2006), Learning-by-doing or habit formation?, in: Review of Economic 

Dynamics, Vol. 9, pp. 508 - 524. 

[5]  Caleiro, A., (2009), How upside down are political business cycles when there is output persistence, 

in: Research in Economics, Vol. 63, No. 1, pp. 22 - 26. 

[6]  Carroll, C. (2000), Saving and growth with habit formation, in: American Economic Review, Vol. 
90, No. 3, pp. 341 - 355. 

[7] Cogley, T.; Nason, J., (1995), Output dynamics in Real-Business-Cycle models, in: American 

Economic Review, Vol. 85, pp. 492 - 511. 

[8]  Constantinides, G., (1990), Habit formation: a resolution of the equity premium puzzle, in: Journal 

of Political Economy, Vol. 98, 519 - 543. 

[9]  Dias, D.; Marques, C.R., (2005), Using Mean Reversion as a Measure of Persistence, European 

Central Bank, Working Paper Series No. 450, March. 

[10]  Dusenberry, C., (1949), Income-Consumption Relations and their Implications, in: Metzler, Income, 

Employment and Public Policy. Income, Saving and the Theory of Consumer Behavio. 

Cambridge: Harvard University Press. 

[11]  Gärtner, M., (1996), Political business cycles when real activity is persistent, in: Journal of 
Macroeconomics, Vol. 18, pp. 679 - 692. 

[12]  Gärtner, M., (1999), The election cycle in the inflation bias: evidence from the G-7 countries, in: 

European Journal of Political Economy, Vol. 15, pp. 705 - 725. 

[13]  Giugale, M.; Korobow, A., (2000), Shock Persistence and the Choice of Foreign Exchange Regime: 

An Empirical Note from Mexico, World Bank Policy Research Working Paper No. 2371. 

[14]  Guender, A., (2006), Stabilising Properties of Discretionary Monetary Policies in a Small Open 

Economy, in: The Economic Journal, Vol. 116, pp. 309 - 326. 

[15]  Hall, R., (1978), Stochastic Implications of Life Cycle-Permanent Income Hypothesis: Theory and 

Evidence, in: Journal of Political Economy, Vol. 86, pp. 971 - 987. 

[16]  Hondroyiannis, G.; Lazaretou, S., (2004), Inflation Persistence during Periods of Structural 

Change: An assessment using Greek data, European Central Bank, Working Paper Series No. 
370, June. 

[17]  Huang, K.; Liu, Z., (2002), Staggered Price-Setting, Staggered Wage-Setting and Business Cycle 

Persistence, in: Journal of Monetary Economics, Vol. 49, pp. 405 - 433. 

[18]  Jonsson, G., (1997), Monetary politics and unemployment persistence, in: Journal of Monetary 

Economics, Vol. 39, 303 - 325. 

[19]  Kiley, M., (2000), Endogenous Price Stickiness and Business Cycle Persistence, in: Journal of 

Money, Credit and Banking, Vol. 32, pp. 28 - 53. 

[20]  Levin, A.T.; Piger, J.M., (2002), Is Inflation Persistence Intrinsic In Industrial Economies?, Federal 

Reserve Bank of St. Louis, Working Paper 2002-023E, October. 

[21]  Lockwood, B., (1997), State-contingent inflation contracts and unemployment persistence, in: 

Journal of Money, Credit, and Banking, Vol. 29, pp. 286 - 299. 

[22]  Marques, C.R. (2004), Inflation Persistence: Facts or Artefacts?, Banco de Portugal, Working Paper 
8, June. 

[23]  Maury, T.-P.; Tripier, F., (2003), Output persistence in human capital-based growth models, in: 

Economics Bulletin, Vol. 5, pp. 1 - 8. 

[24]  Minford, P.; Nowell, R.; Sofat, P.; Srinivasan, N., (2004), UK Inflation Persistence: Policy or 

Nature, Cardiff University, mimeo. 

[25]  Pivetta, F.; Reis, R., (2004), The Persistence of Inflation in the United States, Harvard University, 

mimeo. 

[26]  Ravn, M.O.; Uhlig, H., (2002), On Adjusting the Hodrick-Prescott Filter for the Frequency of 

Observations, in: The Review of Economics and Statistics, Vol. 84, No. 2, May, pp. 371 - 376. 

[27] Ryder, H.; Heal, G., (1973), Optimum growth with intertemporally dependent preferences, in: 

Review of Economic Studies, Vol. 40, pp. 1 - 33. 



 4 

[27]  Rotemberg, J.; Woodford, M., (1997), An Optimization Based Econometric Framework for the 

Evaluation of Monetary Policy, In: Rotemberg, J., Bernanke, B., (Eds.). NBER Macroeconomics 

Annual 1997. Cambridge (MA): The MIT Press, pp. 297 - 346.  

[28]  Svensson, L., (1997), Optimal inflation targets, “conservative” central banks, and linear inflation 

contracts, in: American Economic Review, Vol. 87, pp. 98 - 114. 

[29]  Taylor, J., (1980), Aggregate dynamics and staggered contracts, in: Journal of Political Economy, 

Vol. 88, pp. 1 - 23. 

[30]  Wang, P.-f.; Wen, Y., (2006), Another look at sticky prices and output persistence, in: Journal of 

Economic Dynamics and Control, Vol. 30, pp. 2533 - 2552. 

[31]  Wendner, R. (2002), Capital accumulation and habit formation, in: Economics Bulletin, Vol. 4, pp. 

1 - 10. 

 

 


