


Abstract

State-level consumption exhibits excess sensitivity to lagged income to the same
extent as US aggregate data, but state-specific (idiosyncratic) consumption exhibits
substantially less sensitivity to lagged state-specific income—a result that also holds
for Canadian provinces. We propose the following interpretation: borrowing and lend-
ing in response to changes in consumer demand is easier for individual US states than
for the US as a whole and, therefore, the measured deviation from the benchmark PTH
model is smaller. However, lagged state-specific variables help predict state-specific

consumption suggesting that the PIH model still requires qualification.
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!See Michener (1984) and Christiano (1987).
2Tests of the PTH model with a time-varying but non-stochastic interest rate and macro-level time-series

also fail; see Mankiw (1981) and Shapiro (1984). Micro studies allowing for a time-varying (non-stochastic)

interest rate have been more successful; see Altonji and Siow (1987) and Mariger and Shaw (1993).
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US state-level data.
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3We estimate an unrestricted variance-covariance matrix for the 50 states based on the residuals from an
initial panel data OLS estimation. Since we have less than 50 time-series observations for each state, this
estimated variance-covariance matrix is singular and in order to perform the second stage GLS estimation
we modified the estimated variance-covariance matrix by decreasing the off-diagonal elements by 10 percent
(this reduction is not done for the Canadian data). The estimated coefficients are very similar to those
obtained from OLS regressions. The estimated standard errors depend on the procedure used, but we
verified empirically that the qualitative conclusions of the present paper hold even if covariances across

states are set equal to 0, as long as variances are allowed to differ across states.
*We ran similar regressions including the lagged consumption/income ratio as an additional regressor.

The estimated coefficient on this variable is positive and significant, and the estimated AR(1) and AR(2)
coefficients remain roughly the same. This type of regression was suggested by Cochrane (1994) in the
framework of a bivariate system to predict US aggregate income (GNP) and to identify the transitory
component in income. Our results are broadly similar to those obtained by Cochrane for the prediction

equation for income.
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Canadian province-level data.
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SWe chose three states at random (states 10, 30, and 50 in alphabetical order).
®Including the lagged consumption/income ratio in these regressions results in somewhat smaller co-

efficients for lagged income and a positive significant coefficient to the lagged consumption/income ratio.
In conjunction with the results found for US states this indicates that Cochrane’s (1994) results are very

robust.






Further robustness checks.

Cit Yii—1

Cit Yii—1

Discussion

Interpretation.
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Relation to tests of full risk sharing. insure
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"There are many explanations for lack of full risk sharing. Kocherlakota (1996), for example, stresses
limited enforceability and commitment, while others (e.g., Heaton and Lucas 1996 and Constantinides and
Duffie 1996) study the conditions that ensure that the full risk sharing allocation is approximated (or even
achieved) among heterogeneous agents in the absence of insurance opportunities when only inter-temporal

smoothing is present.



Concluding Remark



References

Quarterly Journal of Economics

Quarterly Journal of Economics

Federal Reserve

Bank of Minneapolis Quarterly Review

Journal of Political Economy

Quar-

terly Journal of Economics

Journal of Political Economy

Journal of Political Economy

Journal of Political Economy

FEconometrica

Econometrica



Journal of Political Economy

Rational Expectations Econometrics,

Journal of Political Economy

Review of Economic Studies

Journal of

Political Economy

FEconomics Letters

Review of Economics and Statistics

Journal of Monetary Eco-

nomics



Capital Mobility: The Impact on Consumption, Investment and Growth,

FEconomics Letters

Journal of International Economics

Econometrica



SENSITIVITY OF US STATE-LEVEL CONSUMPTION TO LAGGED INCOME
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SENSITIVITY OF CANADIAN PROVINCE-LEVEL CONSUMPTION TO LAGGED INCOME
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