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 Table 3 UNITED STATES, 1953-1986

 Act = /I + Ear

 First-stage regressions
 a estimate Test of

 Row Instruments Ac equation r equation (s.e.) restrictions

 1 None (OLS) - - 0.276
 (0.079)

 2 rt-2 . . . Irt-4 0.063 0.431 0.270 0.031
 (0.009) (0.000) (0.118) (0.029)

 3 rt-2 .. . rt-6 0.067 0.426 0.281 0.034
 (0.014) (0.000) (0.118) (0.050)

 4 Act-2 . .. ,/Ct4 0.024 -0.021 -0.707 0.000
 (0.101) (0.966) (2.586) (0.215)

 5 Act_2 . .. ,Act-6 0.018 0.007 0.992 0.008
 (0.007) (0.316) (0.478) (0.189)

 6 Ait-21 .... Ait-4 0.061 0.024 1.263 -0.021 (0.010) (0.105) (0.545) (0.918)

 7 Ait-2, .... Ait-6 0.102 0.028 1.213 -0.022 (0.002) (0.119) (0.445) (0.700)

 8 rt-2, . . rt-4, 0.062 0.455 0.204 0.047

 dCt-2_ . . .,Act+4, (0.026) (0.000) (0.114) (0.033) 9 rt-2, ... ,rt-4, 0.103 0.476 0.150 0.100

 ACt-_2 ..., ACt-4, (0.006) (0.000) (0.111) (0.005)
 dit-2 .... Ait-4

 Note: See Table 1.

 ing the Hall IV regression. Table 4 shows the IV regression of the real
 interest rate on the change in consumption. We do not find that the
 estimates of 1/or are extremely large, as would be predicted by the Hall
 hypothesis; instead, they cluster around one.20

 Figure 3 shows graphically why the results are so sensitive to normal-
 ization. We regressed Ac and r on the instruments in row 9 of Table 3 and
 then plotted the fitted values as estimates of the expected change in
 consumption and the real interest rate. The figure shows that there is
 substantial variation in these two variables over time. Yet contrary to the
 predictions of the theory, the fitted values do not lie along a line. The
 two lines in this figure correspond to the two regressions estimated with
 the two normalizations. Because the fitted values are not highly corre-
 lated, the estimated regression is crucially dependent on which variable

 20. This cannot be explained by small-sample problems of the Nelson and Startz (1988)
 variety, since consumption growth is fairly well predicted by the instruments in Table
 3.
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