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7. Conclusion

Neither the log-linear model nor the translog model can sufficiently
capture the heterogeneity in the price elasticity and income elasticity of
gasoline demand. Moreover, simply ignoring heterogeneity may result
in misleading estimates of demand elasticities. This paper has shown
that these problems can be overcomeby a semiparametric smooth coef-
ficientmodel. To illustrate thismethod, I have constructed aflexible gas-
oline demand model using 15 years of gasoline consumption data and
other relevant information to incorporate possible demand heterogene-
ity. I have also explored a variety of alternative instrumental variables de-
signed to account for possible endogeneity of gasoline price. The use of a

recently developed estimation technique enables the estimation of
observation-specific demand elasticities. The estimated income and
price elasticities are smaller than those suggested by the previous studies
in which heterogeneity is not sufficiently counted for.
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