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}Weak separability  and even homothetic weak separability  are 
assumptions often made, sometimes implicitly, in modern 
macroeconomics and financial economics  

}They are used to reduce the agentõs decision problem into a 
recursive sequence of manageable choice problems.  



}William Barnettõs (1980) pioneering work on monetary 
aggregation builds a foundation for performing separability  
analysis on monetary and consumption data.  

}Barnett (1980) shows that weak separability  of monetary 
assets is a necessary condition to construct monetary 
aggregates that are broader than currency and consistent with 
economic aggregation theory . 

}What Barnett pointed out about monetary aggregates fully 
holds for any economic aggregate.  



}Weak Separability  is integral to two stage budgeting 
developed by Gorman (1959)  

}That is households solve their allocation decisions 
sequentially.  

}In the first stage, for example, the household chooses the 
optimal shares of total expenditure on various sectors of 
goods.  



}In the 2 nd  stage the household chooses the 
optimal amount of reals stocks of monetary 
assets.  

}A sufficient condition for two - stage 
budgeting is that that the subutility  function 
in the second stage is homothetic.  

}This is our motivation for testing homothetic 
weak separabilility   

 

 



 

}Moschini  (2001) shows that weak separability  in the indirect 
utility fuction  does not require imposing homotheticity  or 
similar (theoretically) restrictive assumptions for the second 
stage of the two - stage budgeting process . 

}This is our motivation for investigating weak separability  of 
the indirect utility function.  



}All US quarterly data that are seasonally adjusted and divided by 
civilian labor force age sixteen plus.  The data cover the period 
from the first quarter of 2000 to the third quarter of 2011.  

}We examine four categories of consumption goods and leisure:  

}SER: real expenditures on services ,  

}NDUR: real expenditures on nondurables,  

}DUR: real expenditures on durables,  

}LEIS: hours of leisure.  

}The prices of services and nondurables are the respective implicit 
price deflators.  The price of durables is a user cost.  



}The monetary assets are:  
}CUR+DD: currency plus demand deposits  
}TC: travelerõs checks 
}OCDCB and OCDTH: other checkable deposits at commercial banks 

and thrifts.  
}SD- CB and SD- TH: savings deposits at commercial banks and 

thrifts.  
}STDCB and STDTH: small time deposits at commercial banks and 

thrifts.  
}  MMFR and MMFI: retail and institutional money market mutual 

funds.  
}TB: treasury bills, CP: commercial paper, LTD: large time deposits  



}The monetary assets and associated user costs are obtained 
from Historical Financial Statistics (2012) associated with the 
Center for Financial Stability. Demand deposits, other 
checkable deposits and savings deposits are adjusted for 
retail sweeps.  

}The monetary goods are deflated by the implicit price deflator 
to arrive at real per capita balances . The user costs for the 
monetary assets are multiplied by the implicit price deflator to 
yield nominal prices of a dollar of real balances.   

}Thus , we hypothesize a representative consumer with the 
above 17 arguments in the utility function  


