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Abstract

The main objective of this paper is to evaluate the performance of the linear AIDS using
different price indices and micro-data. The comparison is undertaken in terms of expenditure
and price elasticities and the two-stage Heckman model is employed for the estimation of the
relevant elasticities. All elasticities are adjusted to account the changes of the inverse Mills ratio.
Comparing the overall performance of different linear AIDS approximations with the non-linear
AIDS is seems that the one relying on corrected Stone price index performs better than the
other approximations at least for the particular data set concerning Greek household food
consumption (JEL Classification: C34, C43, D12).
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1. Introduction

Since the early 1980s, the Almost Ideal Demand System (AIDS) is the
most widely used demand system for both micro (i.e., household) and macro
(i.e., aggregate) applied studies. A great part of AIDS popularity is due to
its linear counterpart that can relatively easy be estimated econometrically.
Specifically, Deaton and Muellbauer (1980) have shown that the AIDS could
be transformed to a linear - in - parameters system of equations by
approximating the expenditure deflator with the standard Stone price index.
Otherwise the AIDS is non-linear in estimated parameters and rather
complicated to be estimated econometrically.

During the last decade, several attempts have been made to provide
more insights for the relationship between the non-linear and the linear
AIDS (LAIDS). Two rather distinct lines of research have dealt with (i)
how well the LAIDS approximates the true non-linear specification and (ii)
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