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Thousands Panel A: Baseline Estimation 
of 1987 dollars I = 0.960, p = 0.514, y1 = 0.071, y= 0.001 
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alternative interpretation for a low PYo is that households have a low propensity 
to consume out of illiquid wealth at retirement.34 

It should be noted that both estimation methods reject the overidentifying 
restrictions at the 5%o level. The 95%o critical value for a X2(36) is 50.71 and the 
chi-square always exceeds 150. This is not entirely surprising, given the number 
of moments we use (40) and the few parameters of the model. The estimated 
model should still be taken seriously however. As we now discuss, the model 
does much better in an economic sense than the CEQ-LCH model with which 
this section begins. 

With our estimates in hand, we can address how well the stochastic model fits 
the life-cycle consumption profile. The first panel of Figure 5 plots the simulated 
and actual consumption data along with the income profile. The stochastic life- 
cycle model does a much better job at fitting the consumption profile than the 
consumption profile with constant growth rate of (1/p) ln(/3R) that would obtain 
under the certainty-equivalent. The consumption profile from the fitted model 

34 For instance, if the ratio of illiquid wealth to permanent income, h, were equal to 6, the marginal 
propensity to consume out of illiquid wealth would be a mere 0.35%o. 
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