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TABLE III 

STRUCTURAL ESTIMATION RESULTS 

Robust Optimal 
MSM Estimation Weighting Weighting 

Discount Factor (,() 0.9598 0.9569 
S.E.(A) (0.0101) 

S.E.(B) (0.0179) (0.0150) 
Discount Rate (,31- 1)(%) 4.188 4.507 
S.E.(A) (1.098) 

S.E.(B) (1.949) (1.641) 
Risk Aversion (p) 0.5140 1.3969 
S.E.(A) (0.1690) 
S.E.(B) (0.1707) (0.1137) 
Retirement Rule: 

YO 0.0015 5.68 10-6 
S.E.(A) (3.84) 

S.E.(B) (3.85) (16.49) 
Yi 0.0710 0.0613 
S.E.(A) (0.1215) 

S.E.(B) (0.1244) (0.0511) 
x 2 (A) 175.25 
x2(B) 174.10 185.67 

Note: MSM estimation for entire group. Standard errors calculated without 
(A) and with (B) correction for first stage estimation. Cell size is 36,691 house- 
holds. The last row reports a test of the overideiitifying restrictions distributed 
as a Chi-squared with 36 degrees of freedom. The critical value at 5% is 50.71. 
Efficient estimates are calculated with a weighting matrix Q computed. from 
the robust estimates. 

but increases compared to the 2-step variance estimate (B). There is a growing 
literature that questions the small-sample validity of optimal weighting due to 
the correlation between parameter uncertainty and the weighting matrix. Opti- 
mal weighting can be more efficient; it can also be more biased. Thus we report 
both. 

The intertemporal elasticity of substitution is estimated quite tightly, and is 
the sole parameter estimate that depends significantly on the weighting matrix 
employed. The estimated retirement rule suggests a marginal propensity to con- 
sume out of wealth at retirement (yl) between 6 and 7 percent, also quite rea- 
sonable. For instance, in the case of full certainty after retirement and no change 
in the utility shifter, the marginal propensity to consume is given by 

(1 R1/ 01/ -1)/(1 - = 7.05 percent, 

given our estimates of /3, p, and R and setting death at age 88. Thus the estimate 
is very much in line with simple predictions of the model. 

Finally, under our assumptions, the ratio Yo/Yi provides an estimate of the 
ratio of illiquid wealth to the permanent component of income at retirement. The 
point estimate is extremely small, around 2%. The first thing to note is that this 
ratio is imprecisely estimated and we cannot reject more reasonable values. An 
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