
consumption growth by lowering the degree of consumption uncertainty. As a

result, there will be an upward bias tomy estimate of the EIS: it will incorporate

both the e®ect of taxes on the rate of return and the e®ect of taxes on the

variance of consumption growth. With only one instrument, the tax rate, I

cannot identify both e®ects. I suggest an approach to addressing this issue

below.

Table 1 presents the means of the data. The mean level of non-durable

consumption in the data is $25,268, and consumption growth over a nine-

month period averages 1.1%.

4. Results

4.1. Basic results

Table 2 presents the results of estimating Eq. (1). The regression includes

all the control variables described above, but I show here only the coe±cient

of interest, that on the interest rate.

The ¯rst column, ¯rst row, shows the result of OLS estimation on the after-

tax T-bill rate. This model follows previous work in excluding year dummies

Table 1. Means of the CEX data.

Variable Mean Standard Deviation

Non-Durable Consumption 25,268 15,306
Consumption Growth 0.011 0.394
After-Tax Interest Rate (nine months) 0.039 0.049
Capital Income Marginal Tax Rate 0.236 0.094

Notes: Means and standard deviations of variables described in text.

Table 2. Base case estimates.

After-Tax T-Bill Rate After-Tax Rate of Return

OLS, no year dummies �0.551 0.105
(0.116) (0.032)

Lag IV, no year dummies 2.616 0.328
(0.490) (0.130)

Tax IV 2.032 2.239
(0.796) (0.894)

Number Obs. 66,314 66,208

Notes: Estimates from models such as Eq. (1) in text. Each cell represents the
estimated EIS from a separate model: ¯rst column uses after-tax T-bill rate, while
second column uses weighted average after-tax rate of return. Standard errors in
parentheses.
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