
whether households are “excessively sensitive”
to other types of anticipated income changes
that are smaller and possibly harder to predict.
For example, I can examine whether households
in Alaska react differently to their income tax
refunds than to their payments from the Perma-
nent Fund. To do this, I restrict the sample to the
households for which I have data on their in-
come tax refunds. With this restricted sample,
I adopt Souleles’ (1999) test and examine
whether household consumption in the second
quarter of the year is excessively sensitive to the
income tax refunds. The first column in Table
6 presents the estimate of the elasticity of non-
durable consumption in the second quarter to
the income refunds. This estimate is positive
and statistically significant. The point estimate
indicates that an income tax refund that in-
creases household income by 10 percent in-
creases nondurable consumption by 3 percent.
This is consistent with Souleles’ (1999) finding
that household consumption in the United
States is excessively sensitive to income tax
refunds.

I then examine whether the same households
that overreact to their income tax refunds also
respond to their payments from the Alaska Per-
manent Fund in the same way. These estimates,
shown in the second column in Table 6, are
small, statistically insignificant from zero, and
roughly the same as the estimates presented
earlier (in Table 2). These results show that the
same families who overreact to their income tax
refunds appear to smooth their payments from

the Alaska Permanent Fund, which suggests
that the paper’s finding of consumption smooth-
ing is largely due to the nature of the income
change considered in the paper.

Finally, it is worth mentioning that the two
empirical studies that have not found evidence
of excess sensitivity to anticipated income also
exploit anticipated income changes that are
large and easy to calculate. First, Paxson (1992)
finds that the seasonal pattern of consumption of
rice farmers in Thailand does not depend on the
seasonal pattern of their income. Similarly,
Browning and Collado (2001) find that the sea-
sonal consumption patterns of Spanish house-
holds that work in sectors that provide regular
bonus payments do not differ from that of
households that do not receive bonus payments.
The evidence provided by the payments from
the Alaska Permanent Fund thus reinforces the
message from both Paxson’s and Browning and
Collado’s work that families behave in the man-
ner predicted by the LC/PIH when the cost of
calculating the anticipated income change is
relatively low and the utility gain from smooth-
ing consumption is relatively large.

V. Conclusion

This paper tests the LC/PIH by examining
whether the consumption of households in
Alaska changes when they receive large antici-
pated payments from the State of Alaska’s Per-
manent Fund. Since these payments are large
and regular, this test of the LC/PIH should have
considerable power. In contrast to many other
papers, I find evidence that households in
Alaska smooth their dividend payments in a
manner consistent with the LC/PIH. In addition,
I find that the same households appear to be
excessively sensitive to their income tax re-
funds. These two pieces of evidence suggest
that bounded rationality, rather than the lack of
desire to smooth the marginal utility of con-
sumption, is the source of rejections of the
LC/PIH. For households to incorporate antici-
pated income changes into their chosen con-
sumption paths, these income changes must be
large and transparent, and the costs associated
with the mental processing of these forecastable
income changes must be small relative to the
utility gains from consumption smoothing.

This also implies that the answer to the ques-

TABLE 6—RESPONSE OF NONDURABLE CONSUMPTION TO

INCOME TAX REFUNDS AND PFD

dlog(Nondurable
consumption)

log(CII/CI) log(CIV/CIII)

PFDt � Family Sizeh

Family Incomeh

— 0.0032
(0.0562)

Income tax refundh

Family Incomeh

0.2831
(0.1140)

—

Number of observations 369 369

Notes: Dependent variable is log(CII/CI) in the first column
and log(CIV/CIII) in the second column. Standard errors are
in parentheses. All regressions are OLS and include a qua-
dratic in age and changes in the number of children and
adults in the household.
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