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		Empirical studies have found that most households do not have recommended levels of emergency funds. A three-period model of optimal consumption is presented. The theoretical model suggests that many consumers without recommended levels of liquid assets may be acting rationally. The model is tested empirically with the 1983-1986 panels of the Surveys of Consumer Finances. Empirical findings support the model in that households who could have expected to have decreases in future real income were significantly more likely to hold adequate emergency fund reserves than those who could have expected to have no decline in real income. 
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