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The title
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The question
 How do households adjust consumption shortly after 

experiencing large negative financial wealth shocks?
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※cut unnecessary 
consumption to 
make up for losses?

※increase (hedonic) 
consumption to 
improve mood?
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The challenge
 Existing studies have tried to estimate individuals’ marginal 

propensity to consume (MPC) from wealth shocks.

 Challenge: lack of exact data on individuals’ consumption
linked with wealth shocks:

※ survey (e.g., Dynan and Maki, 2001; Baker, Nagel, and Wurgler; 2007; Aaronson, 
Agarwal, and French, 2012; Paiella and Pistaferri, 2017)

※ use administrative data to impute consumption as a 
residual of disposable income net of other transactions 

(e.g., Di Maggio, Kermani, and Majlesi, 2020; Koijen, Van Nieuwerburgh, and Vestman, 
2015; Kolsrud, Landais, and Spinnewijn, 2019)
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The challenge
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Maggio, Marco Di, Amir Kermani, and Kaveh Majlesi, (2020 JF)

• Estimate MPC separately for capital gains & dividend
• Wealth shocks from both sources affect consumption but 

to different degrees

Swedish Household 
Administrative data

• annual frequency 
• reckon consumption 

from income and 
transactions
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Behav
ioral

Marketing

MPC

The literature
 MPC literature: wealth shocks positively affect 

consumption in general

※ implicitly assuming a linear relation 

 dividend income (Baker et al., 2007)

 stock market (Maggio et al., 2020)

 housing market (Mian et al., 2013; Aladangady, 2017; Paiella and 
Pistaferri, 2017; Di Maggio et al., 2020)

 CARES Act (Baker et al., 2021)
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Behav
ioral

Marketing

MPC
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 Behavioral literature: negative financial shocks induce 
anxiety, sadness, and distress

※ hospitalization (Engelberg and Parsons, 2016)

※ labor productivity (Bernstein et al., 2021)

※ domestic violence (Lin and Pursiainen, 2023)

Behav
ioral

Marketing

MPC

The literature
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MPC

 Marketing literature: “hedonic” consumption allows 
individuals to psychologically recover from distress

※ retail therapy: distress-motivated consumption to repair 
bad moods (Atalay and Meloy, 2011; Rick, Pereira, and Burson, 2014).
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Marketing



The hypotheses
 Financial retail therapy: increase hedonic consumption 

after experiencing negative financial wealth shocks to 
alleviate distress

H1: in response to negative financial wealth shocks, 
individuals tend to temporarily increase their 
consumption as a retail therapy.

H2: in response to negative financial wealth shocks, the 
increase in consumption is more pronounced for that with 
a “hedonic” nature.
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The details
 A lab experiment:

※ decisions on consumption 
of “leisure” after experiencing 
positive and negative wealth 
shocks
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 Tests on observational data:

※ weekly/monthly 
consumption via Alipay

※ investment returns on Ant 
Fortune via Alipay

consumption investment
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The findings

 More evident for entertainment-related consumption, 
relative to living- & development-related consumption

※ strongest for cosmetics, accessories, recreation

 Robust to control of liquidity constraints, income effect
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• A U-shaped relation 
btw financial wealth 
shocks and total 
consumption
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The contribution
 Add to the MPC literature

※ individuals’ observed data, focus on short-term relation
※ document a novel U-shaped relationship

 Add to the psychological and behavioral literature on the 
consequences of distress triggered by negative wealth 
shocks

※ existing studies: the consequences (hospitalization, 
productivity, domestic violence, …)

※ our study: how individuals deal with the distress
12
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The experiment 

 283 participants from Prolific, an online 
crowdsourcing platform.

 $1.00 base fee for completing the study

 The neutral group is asked to solve a series of 
anagrams for two minutes.
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Neutral
$1 endowment

Gain-or-Loss
$1 to invest
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https://www.prolific.co/


The investment 
 Gain-or-Loss group needs to make four successive 

rounds of investment decisions.

 In each round, participants could choose any amount 
between $0 and $0.25 to invest.

 “Succeed” with a chance of 1/6 (17%) to make 6 times 
the amount invested.

 Participants’ prior payoff did not affect the amount they 
could invest in each round.
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The consumption (of leisure)
 Afterward, participants could choose to rate pictures of 

various irksome images on their level of unpleasantness 
for up to 60 minutes.

 Participants decided how to allocate 60 minutes between 
working on unpleasant tasks for money or more 
enjoyable activities.

 If the allocation of work is larger than random number 
P, complete the task and receive $12, otherwise 
complete no task and receive $0. 
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The result
 Our hypothesis predicts fewer minutes of working 

(consuming more leisure) after experiencing both gains 
and losses:

※ Participants in the gain-or-loss condition allocated 
nearly 20% less time to unpleasant activities than 
those in the neutral condition (29.8 vs. 36.2 minutes; 
𝑝𝑝=0.01).

※ Regressing the number of allocated minutes on the 
size of the absolute return indeed reveals a 
significant effect (𝛽𝛽=−8.91; 𝑝𝑝=0.018) 
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The observational

 Four datasets from the Ant Group, all of which were 
randomly sampled

 Each dataset has its strengths and limitations in 
terms of data frequency, sample size, length of 
sample period, or variable availability

=> Use these four datasets in separate tests to utilize 
their strengths
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The four datasets – strengths and limitations
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D1 D2
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3D3 D4

The four datasets – strengths and limitations
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The regressions
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Total 
consumption

Entertainment (E) 

Living, Development

Typical E

Living, Development

Other E

D1 D2 D3
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Short-term influence of financial wealth shocks on 
consumption – testing H1
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D1: weekly, investment return linked with total consumption



Consumption breakdowns: Entertainment-, living-, 
and development-related consumption – testing H2
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D2: monthly, investment return linked with E/L/D consumption



Typical vs. other entertainment-related consumption – testing H2
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D3: monthly, investment return linked with typical/other entertainment-
related consumption



The concerns
1. How could consumption ↑ as financial constraints are tightened?

 high household saving rate in China (45%-50%, CEIC)
 the level of consumption is moderate: 200-300 USD p.m.

2. Changing liquidity conditions? (sell losing funds=>liquidity ↑)
 disposition effect: reluctant to sell losing positions

= > liquidity condition should not change much after losses
 subsample test: exclude obs. that have sold position in t-1.

3. The income effect?
 short-term effect, income is less likely to change frequently
 control for income using dataset 4 with income data24
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Filter out the influence of changing liquidity constraints
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D1: weekly, investment return linked with total consumption



Control for the income effect
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D4: monthly, income linked with total consumption
Financial wealth shocks captured by market returns



The robustness

 The dependent variable in baseline tests: the natural 
logarithm of consumption, zero obs. are dropped
 use the raw value of consumption as an alternative 

dependent variable
 use the Poisson regression analysis recommended by 

Cohn et al., (2022) and Chen and Roth (2023).

 Use a quadratic model specification
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Conclusion
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Conclusion

 We show that individuals tend to increase hedonic 
consumption after experiencing both positive and negative 
investment shocks via:

※ A stylized dynamic prospect theory model
※ A experiment study based on the model with leisure as 

the hedonic consumption
※ Proprietary Alipay consumption data 

 The welfare implications of such a financial retail therapy 
can and should be further explored.
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Thanks!
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Table 2: Summary statistics
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Table 2: Summary statistics
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H2: Consumption breakdowns: Entertainment-, 
living-, and development-related consumption
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Dataset 2: weekly linked inv. ret. and csmp breakdowns



Table 8: Transformation of the dependent variable
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Table 8: Transformation of the dependent variable
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Table 9: Quadratic specification
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