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Necessary and Sufficient Conditions for Latent Separability

Ian A. Crawford
Institute for Fiscal Studies

Abstract This paper extends the nonparametric methods developed by
Samuelson (1948), Houthakker (1950), Afriat (1973), Diewert (1973) and Varian
(1982, 1983) to latently separable models. It presents necessary and sufficient empiri-
cal conditions under which data on the market behaviour of a price-taking consumer,
and a hypothesised allocation across latent groups are nonparametrically consistent
with latent separability (Gorman (1968, 1978), Blundell and Robin (2000)). It con-
siders homothetic latent separability and weak separability as special cases.
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What are the observable consequences of a model of consumer behaviour in which the con-
sumer’s utility function is latently separable? The notion of latent separability was introduced
in Gorman (1968) and (1978) and thoroughly developed in Blundell and Robin (2000). So far
the characterisation of the conditions for latent separability has been parametric. This paper
seeks necessary and sufficient nonparametric conditions for latent separability.

Definition 1. (Blundell and Robin, 2000) A direct utility function U : q ∈ RK+ → U (q) ∈ R is
said to satisfy latent separability if

U (q) = max
q1,...,qM∈RK+

(
u
¡
v1
¡eq1¢ , ..., vM ¡eqM¢¢ | MX

m=1

eqm = q)
where u, v1

¡eq1¢ , ..., vM ¡eqM¢ are regular utility functions.
Under a latently separable functional structure the consumer’s allocation problem is as follows

max
q1,...,qM∈RK+

u
¡¡
v1
¡eq1¢ , ..., vM ¡eqM¢¢¢

subject to
MX
m=1

p0teqm = xt

in other words they choose both the total quantity vector qt and the latent allocations {eqmt }m=1,...,M
in order to maximise their utility subject to a budget constraint.
Suppose that there are T observations (indexed t = 1, ..., T ) on K−vectors of prices and cor-

responding demands {pt,qt}. Let {eqmt }m=1,...,Mt=1,...,T where
PM

m=1 eqmt = qt denote a hypothesised
allocation of these quantity vectors across M latent groups. When can these data and hypoth-
esised allocations be rationalised by a latently separable structure? The following definition
makes clear what is meant by rationalise in this context.



Definition 2. A latently separable utility function rationalises the data {pt,qt}t=1,...,T and the
allocation {eqmt }m=1,...,Mt=1,...,T if u

¡
v1
¡eq1t ¢ , ..., vM ¡eqMt ¢¢ ≥ u

¡
v1
¡eq1¢ , ..., vM ¡eqM¢¢ for all alterna-

tive allocations {eqm}m=1,...,M such that p0tqt ≥
PM

m=1 p
0
teqm.

The first Theorem presents the conditions under which there exists a latently separable model
of consumer preferences which rationalises the data and the hypothesised allocation.

Theorem 1. The following statements are equivalent:
(U) There exists a latently separable utility function, where u (v) and vm (eqm) are nonsatiated,
monotonic, concave and continuous functions, which rationalises the data {pt,qt}t=1,...,T and
the allocation {eqmt }m=1,...,Mt=1,...,T .
(A) There exist numbers {Ut, λt}t=1,...,T andM−vectors {Vt,ρt}t=1,...,T such that for all t, s,m

Us ≤ Ut + λtρ
0
t (Vs −Vt) (A.1)

V m
s ≤ V m

t +
1

ρmt
p0t (eqms − eqmt ) (A.2)

(G) The data {pt, eqmt }m=1,...,Mt=1,...,T satisfy the Generalised Axiom of Revealed Preference (GARP)
and the data {Vt,ρt}t=1,...,T also satisfy GARP for some choice of {Vt,ρt}t=1,...,T which satisfy
(A.2)

Proof
(U) ⇒ (A) : First consider the implications of optimising behaviour and the first order condi-
tions from the consumer’s problem. Continuity ensures that suitable subgradients exist such
that ∇u (eqmt ) ≤ λtpt where ∇u (eqmt ) = ∇u (vmt )∇vm (eqmt ). Define λtρmt = ∇u (vmt ). Then
∇vm (eqmt ) ≤ (ρmt )−1 pt. Now consider the concavity conditions for this structure

u (vs) ≤ u (vt) +∇u (vt)0 (vs − vt)
vm (eqms ) ≤ vm (eqmt ) +∇vm (eqmt )0 (eqms − eqmt )

Substituting in∇vm (eqmt ) ≤ (ρmt )−1 pt and λtρmt = ∇u (vmt ) preserves the inequalities and gives
u (vs) ≤ u (vt) + λtρ

0
t (vs − vt)

vm (eqms ) ≤ vm (eqmt ) + 1

ρmt
p
0

t (eqms − eqmt )
which are conditions (A.1) and (A.2).
(A) ⇒ (U) : Suppose we have numbers {Ut, λt}t=1,...,T and M−vectors {Vt,ρt}t=1,...,T such
that condition (A) holds. Consider some arbitrary {eqm}m=1,...,M such that p0tqt ≥

PM
m=1 p

0
teqm.

We need to show that there exists a latently separable utility function, with the stated properties
such that u

¡
v1
¡eq1t ¢ , ..., vM ¡eqMt ¢¢ ≥ u

¡
v1
¡eq1¢ , ..., vM ¡eqM¢¢ . Using (A.2) we can construct T

upper bounds on vm (eqm) and if we take the minimum of these as the function vm (eqm) then
we have a piecewise linear, nonsatiated, monotonic, concave and continuous utility function

vm (eqm) = min
s

½
V m
s +

1

ρms
p
0

s (eqm − eqms )¾
s=1,...,T

≤ V m
t +

1

ρmt
p
0

t (eqm − eqmt )



Summing this inequality over m gives

ρ0tVt − p
0

tqt ≥ ρ0tV− p
0

teq
where Vt =

£
V 1
t , ..., V

M
t

¤0
, V =

£
V 1, ..., VM

¤0
, (V m = vm (eqm)) and ρt = £

ρ1t , ...ρ
M
t

¤
. Then

since p
0

tqt ≥ p
0

teq we have ρ0tVt ≥ ρ0tV. Using (A.3) we can similarly construct the following
macro-utility function

U (V) = min
s
{Us + λsρ

0
s (V−Vs)}s=1,...,T ≤ Ut + λtρ

0
t (V−Vt)

Since λtρ0t (V−Vt) ≤ 0 we have U (V) ≤ Ut as required.
(A)⇐⇒ (G) : Follows from Afriat’s Theorem.¥

One special case of particular empirical interest is the one in which the latent utility functions
v (eqm) are homothetic (Gorman (1968), Blundell and Robin (2000)).
Theorem 2. The following statements are equivalent:
(U) There exists a homothetically latently separable utility function, where u (v) and vm (eqm)
are nonsatiated, monotonic, concave and continuous functions and vm (eqm) are homothetic,
which rationalises the data {pt,qt}t=1,...,T and the allocation {eqmt }m=1,...,Mt=1,...,T .
(A) There exist numbers {Ut, λt}t=1,...,T andM−vectors {Vt,ρt}t=1,...,T such that for all t, s,m

Us ≤ Ut + λtρ
0
t (Vs −Vt) (A.1)

V m
s ≤ V m

t +
1

ρmt
p0t (eqms − eqmt ) (A.2)

ρmt V
m
t = p0teqmt (A.3)

(G) The data {pt, eqmt }m=1,...,Mt=1,...,T satisfy the Homothetic Axiom of Revealed Preference (HARP)
and the data {Vt,ρt}t=1,...,T also satisfy GARP for some choice of {Vt,ρt}t=1,...,T which satisfy
(A.2) and (A.3)

Proof
Analogous to Theorem 1 noting that (A.2) and (A.3) are necessary and sufficient for the existence
of M homothetic utility functions V m (eqmt ) such that for any eqm with that p0teqmt ≥ p0teqm then
V m (eqmt ) ≥ V m (eqm) (Varian (1983), Theorem 2).¥

Another special case concerns the situation when the allocations of goods across latent utilities
is exclusive as this corresponds to weak separability.

Theorem 3. When the hypothesised allocations are such that eqk,mt = qkt for all k and t and
some m (that is the allocations to latent groups are exclusive and constant over observations),
then the conditions in Theorems 1 and 2 are equivalent to those for weak separability and
homothetic weak separability respectively.



Proof
Obvious from a comparison with Varian (1983) Theorems 3 and 5. ¥

I cannot think of any way in which either the number or the composition of the latent groups
can be nonparametrically identified from the observed data. Instead the Theorems presented
are simply a way of testing the data and any hypothesised allocation for consistency with the
model. In this respect the results here are similar to Varian’s (1983) for weak separability,
where the number and makeup of separable subgroups are not identified from data, but where
the conditions under which any hypothesised grouping are rationalisable with weak separability
are set out. Note that the results here can also be applied to the analysis of production functions
with a suitable change in the interpretation of the notation and by requiring the top-level data to
satisfy the weak axiom of profit maximisation rather than GARP (see Varian (1984), Theorem
9, for the conditions for weak separability in production functions).

References

[1] Afriat, S.N. (1973),“On a system of inequalities in demand analysis: An extension of the
classical method”, International Economic Review, 14, 460-472.

[2] Blundell, R. W. and J-M Robin (2000), “Latent separability: grouping goods without weak
separability”, Econometrica, 68, 53-84.

[3] Diewert, W.E. (1973), “Afriat and revealed preference theory”, Review of Economic Studies,
40, 419-426.

[4] Gorman, W. M. (1968), “Measuring the quantities of fixed factors”, in Value Capital and
Growth: Essays in Honour of Sir John Hicks, ed. by J,N, Wolfe. Edinburgh: Edinburgh
University Press. Also in Separability and Aggregation, Vol 1, Collected Works of W. M.
Gorman, C. Blackorby and A. Shorrocks (ed.s), Oxford: Clarendon Press.

[5] Gorman, W. M. (1978), “More measures for fixed factors,”, in Separability and Aggregation,
Vol 1, Collected Works of W. M. Gorman, C. Blackorby and A. Shorrocks (ed.s), Oxford:
Clarendon Press.

[6] Houthakker, H. S. (1950), “Revealed preference and the utility function”, Economica, May,
159-174.

[7] Samuelson, P. (1948), “Consumption theory in terms of revealed preference”, Economica,
November, 243-253.

[8] Varian, H. (1982), “The nonparametric approach to demand analysis”, Econometrica, 50,
945-973.

[9] Varian, H. (1983), “Nonparametric tests of consumer behaviour”, Review of Economic
Studies, L, 99-110.

[10] Varian, H. (1984), “The nonparametric approach to production analysis", Econometrica,
52, 579-597.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




