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	Abstract (Document Summary)

	This dissertation tests the importance of two of the possible reasons Hall's (1978) permanent income model has generally not been verified by the data. One theory is that Hall's assumption of perfect capital markets is violated because a substantial proportion of people face borrowing constraints. The second is that uncertainty about future income causes agents to intertemporally transfer wealth to supplement risky future consumption. This uncertainty causes the consumption path to slope upward over a lifetime, rather than being flat.

Chapter one uses vector autoregressions and dynamic simulations to test the relative ability of three macroeconomic theories of the Great Depression to explain the behavior of output in this period. The monetary theory asserts that the Depression was so deep because monetary policy was tight. Secondly, Bernanke (1983) argues that financial market crisis caused disruption of banks' role as credit intermediaries. Finally, Romer (1988) shows that uncertainty caused by gyrating stock prices had a large, negative effect on consumption.

Results presented below show the monetary variables explain more of the decline in output than financial market proxies; the ability of monetary variables to explain the decline of output is greater than if it were only the primary cause of financial market breakdown. Forecasts that use the financial market variables follow actual output closely in the period when most of the bank failures occurred. The uncertainty variable forecasts the beginning of the Depression well.

Chapter two investigates the relationship between liquidity constrained consumption and credit crunches. While there is research on both liquidity constraints in consumption and credit rationing, little has been done relating the two. The paper tests for a relationship using a conventional consumption equation Hall (1978) and by estimating the proportion of agents who consume out of current income with a Kalman filter and relating this variable to measures of credit crunches. Some evidence is found that consumption out of current income is explained by liquidity constraints.

Chapter three tests the importance of income uncertainty in the context of a measured factor arbitrage pricing model. If income variability affects the investment climate a risk premium will be associated with those investments which are correlated with uncertainty. However, no premium is found.
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