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 We obtain stronger results in row 4 and 5 of the table, where we use
 lagged consumption growth rates as instruments. It is striking that
 lagged consumption forecasts income growth more strongly than lagged
 income itself does, and this enables us to estimate the parameter A more
 precisely. This finding suggests that at least some consumers have better
 information on future income growth than is summarized in its past
 history and that they respond to this information by increasing their
 consumption. At the same time, however, the fraction of rule-of-thumb
 consumers is estimated at 0.523 in row 5 (and the estimate is significant
 at better than the 0.01% level). The OLS test also rejects the permanent
 income model in row 5.

 Table 1 UNITED STATES 1953-1986

 Acy = A + AAyt

 First-stage regressions estimate Test of
 Row Instruments Ac equation Ay equation (s.e.) restrictions

 1 None (OLS) - - 0.316
 (0.040)

 2 Ayt_2 .... Ayt-4 -0.005 0.009 0.417 -0.022 (0.500) (0.239) (0.235) (0.944)

 3 Ayt-2, ... fAyt-6 0.017 0.026 0.506 -0.034
 (0.209) (0.137) (0.176) (0.961)

 4 Act2, . .. ,Act-4 0.024 0.045 0.419 -0.009
 (0.101) (0.028) (0.161) (0.409)

 5 Act_-2, ... /At-6 0.081 0.079 0.523 -0.016
 (0.007) (0.007) (0.131) (0.572)

 6 Ait-2 .... Ait-4 0.061 0.028 0.698 -0.016 (0.010) (0.082) (0.235) (0.660)

 7 Ait-2 ... Ai-6 0.102 0.082 0.584 -0.025
 (0.002) (0.006) (0.137) (0.781)

 8 Ayt-2 ... ,Ayt-4, 0.007 0.068 0.351 -0.033 ACt-2, . .. f ACt-4, (0.341) (0.024) (0.119) (0.840)
 ct-2-Yt-2

 9 Ayt_2 .... IAyt-4 0.078 0.093 0.469 -0.029
 Act-2_ . . . Act-_4, (0.026) (0.013) (0.106) (0.705)
 Ait-2 .... Ait-4, Ct-2-Yt-2

 Note: The columns labeled "First-stage regressions" report the adjusted R2 for the OLS regressions of the
 two variables on the instruments; in parentheses is the p-value for the null that all the coefficients
 except the constant are zero. The column labeled "A estimate" reports the IV estimate of A and, in
 parentheses, its standard error. The column labeled "Test of restrictions" reports the adjusted R2 of the
 OLS regression of the residual on the instruments; in parenthesis is the p-value for the null that all the
 coefficients are zero.
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