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Abstract

The debate over the degree of ‘stickiness’ in aggregate consumption growth (usually
interpreted as reflecting consumption habits) has focused principally on the United
States. This paper examines the evidence for all 13 advanced economies for which we
could find the necessary data. Using two different econometric techniques that correct
for the presence of measurement error, we find that the autocorrelation coefficient
for consumption growth is above 0.5 almost everywhere, averaging about 0.7 across
countries. In all economies, the sticky-consumption-growth model outperforms the
random walk model of Hall (1978), and typically fits the aggregate consumption data
better than the Campbell and Mankiw (1989) model with rule-of-thumb consumers. In
a few cases, the sticky-consumption-growth and Campbell-Mankiw models work about
equally well and cannot be statistically distinguished from each other.
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Table 2: Consumption Dynamics—Groups of Countries (Simple Averages)

Alog C; = ¢ + XEy_3[Alog C,_1] + nE; _3[Alog Yy] + aE,_5[A;_4]

Estimation with Estimation with
one regressor only all three regressors
Country X n « X n o}
All Countries 0.73** 0.38*  0.19 0.63**  0.14 —0.03
(0.18)  (0.18)  (0.19) (0.25)  (0.21) (0.16)
G7 Countries 0.67* 0.36™* 0.08 0.55**  0.19 —0.01
(0.18)  (0.11)  (0.19) (0.23)  (0.14) (0.12)
Anglo—Saxon 0.737* 0.27*  0.24 0.68*  0.04 0.04
(0.16)  (0.11)  (0.18) (0.22)  (0.14) (0.12)
Euro Area 0.69*  0.43*  0.19 0.54*  0.15 —0.01
(0.18)  (0.20)  (0.18) (0.27)  (0.22) (0.13)
Furopean Union  0.73***  0.39* 0.18 0.65**  0.15 —0.06

(0.18)  (0.20)  (0.20)  (0.26)  (0.23)  (0.17)

Instruments: L(2/4) .un L(2/4).1r L(2/4) .pceinfvol L(2/4).sent

Notes: Left Panel: Regressions were estimated with one regressor only. Right Panel: Regressions
were estimated with all three regressors. Robust standard errors are in parentheses. {*,**,***} = Statistical
significance at {10,5, 1} percent.

All countries: Canada, France, Germany, Italy, the United Kingdom, the United States, Australia, Belgium,
Denmark, Finland, the Netherlands, Spain, Sweden. G7 countries: Canada, France, Germany, Italy, the
United Kingdom, the United States. Anglo—Saxon Countries: Australia, Canada, the United Kingdom,
the United States. Furo Area Countries: France, Germany, Italy, Belgium, Finland, the Netherlands,
Spain. European Union: France, Germany, Italy, the United Kingdom, Belgium, Denmark, Finland, the
Netherlands, Spain, Sweden.



Table 3: Consumption Dynamics—First-Stage Kalman Filter Estimates

AlogC, = AlogCy 4+ uy + (0 — Vuy_y — Ouy_o,
AlogC; = co+ xAlogCy | + v + A (X)ve—1 + Ae(X)vi—2

Parameter Estimates

Country X 0 log o2 log o2 %
G7 Countries

Canadaf 0.78* 0.25"™ —11.03"* —13.02*** 0.18
France' 0.81* —0.01 —11.42"*  —14.00*** 0.10
Germany' 0.83*  0.25* —9.97*  —12.49** 0.14
Italy' 0.62** —0.08 —12.04"*  —12.26™** 0.37
United Kingdom' 0.36*** —1.00 —12.217*  —10.79*** 0.39
United States' 0.67*  0.30™ —12.26"* —12.58"** 0.44
Other Countries

Australia¥ 0.49* 0.23 —10.78"*  —11.50"** 0.21
Belgium?* 0.70"*  0.39™* —11.44"* —11.83"** 0.45
Denmark? 0.39*  —0.23 —10.38**  —9.85** 0.38
Finland* 0.72* 0.20 —10.95"* —11.00*** 0.55
Netherlands? 0.90"*  —0.08 —9.85"*  —12.64"* 0.18
Spain? 0.84**  0.23 —12.08%* —11.39"** 0.82
Sweden? 0.67* 027" —11.71"" —11.40"** 0.60

Notes: Consumption variable: {: nondurables, semidurables and services consumption, I: total personal con-
sumption expenditure. {*,**,***} = Statistical significance at {10,5,1} percent. Samples for the Kalman
filter estimation are as follows: Canada Q2:1961-Q4:2006, France Q2:1978-Q4:2006, Germany Q2:1970-
Q4:2006, Italy Q2:1981-Q3:2006, United Kingdom Q2:1964-Q3:2006, United States Q2:1960-Q4:2006, Aus-
tralia Q3:1965—Q4:2003, Belgium, Denmark, Finland and Sweden Q2:1961-Q2:2003, Netherlands Q2:1961—
Q2:2004, and Spain Q3:1962-Q2:2003.
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Figure 1: Measured and “True” Consumption Growth-—G7 Countries
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Figure 2: Measured and “True” Consumption Growth-—Other Countries
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