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I. INTRODUCTION 

The purpose of this paper is twofold. Firstly, a brief discussion of the Linear 
Expenditure System (L.E.S.) and secondly its application to data on Greek ex
ports and imports. 

We first present the basic model and the implications of the imposition of 
certain restrictions required by the standard demand theory, as well as additional 
implications brought about by the imposition of these restrictions followed by 
a brief reference to econometric considerations. 

Secondly the LES was fitted to Greek data on imports and exports for the 
years 1958 - 1987. The technique of the estimation and the results are given in 
part II. 

The LES is a relatively simple model presenting the quantity of goods de
manded as a function of the prices of goods and income, which is assumed to be 
equal to total expenditure. These are the basic determinants of demand. Although 
some modifications have been introduced to incorporate changes in tastes and 
income which are supposed to be constant in basic LES. 
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This result restricts the applicability of the system to broad categories of 
commodities rather than to individual commodities. 

1.3. Limitations of the system Econometric and estimations Considerations 

The empirical specification and estimation of the LES is usually difficult. 

An econometric problem that arises is the constancy of bi's and ci's which 
are usually estimated from time series data. 

This implies that tastes remain unchanged. The solution is to let bi's and 
Ci's vary over time 2. 

Another problem refers to the structure of the error terms. 

Also the assumption of additivity and the absence of complementary as well 
as inferior goods is unrealistic. To overcome this the LES is usually applied in 
the case of commodity groups. 

Moreover, it might not be appropriate to use the theory of individual con
sumer — demand on the aggregate lever, since in this case it is implied that the 
same utility function applies to all individuals. 
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CONCLUSION 

As shown previously the LES is a relatively simple system that allows us to 
obtain a system of demand relationships which satisfy the theoretical conditions 
imposed by the standard demand theory. 

Moreover, we indicated certain theoretical and estimational problems and 
limitations. Nevertheless, the LES has given very good results in practice and it 
is a useful model as well as a positive contribution to applied microeconomics. 

These good results are verified in the case of our application. The results 
show that the LES and the basic hypothesis on which it is, based, is empirically 
valid in the case of Greek imports and exports (1958 -1987). 

That is expenditure on imports and exports can be divided into a certain ba
sic amount on imports and exports and into a remaining part that is reallocated 
on expenditure on imports and exports according to the estinmated bi' s. 
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