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Abstract

We estimate the causal effect of a financial windfall on (1) consumption (MPC) using credit
report data on credit card spending, (2) savings (MPS) using both tax data on financial assets
and credit report data on debt repayments, and (3) labor earnings (MPE) using tax data. To do
so, we merge data on 40,000 Canadian lottery winners to their income tax records and credit
reports. We also estimate heterogeneity in the marginal propensities across income groups.
Our findings reveal substantial heterogeneity in all three terms, with higher-income individuals
having a larger MPE and MPS and lower-income individuals having a larger MPC. We develop
a simple life-cycle model that allows individuals to vary in their earnings ability and rate of
impatience, and show that our model can match our estimated heterogeneous responses if
earnings ability and impatience are negatively correlated. Our results have implications for
the optimal design of various policies, including fiscal stimulus programs, a universal basic
income, and the taxation of income and savings.

*Chakrabarti: Federal Reserve Bank of New York, rajashri.chakrabarti@ny.frb.org. d’Astous: HEC Mon-
tréal, email: philippe.dastous@hec.ca. Kroft: Department of Economics, University of Toronto and
NBER, kory.kroft@utoronto.ca. Kulkarni: Department of Finance, McIntire School of Commerce, Univer-
sity of Virginia, sk7nn@virginia.edu. Mikhed: Consumer Finance Institute, Federal Reserve Bank of Philadel-
phia, slava.mikhed@phil.frb.org. Notowidigdo: University of Chicago, Booth School of Business and NBER,
noto@chicagobooth.edu. Raina: Alberta School of Business, University of Alberta, email: sraina@ualberta.ca.
Scholnick: University of Alberta, bscholni@ualberta.ca. We gratefully acknowledge funding from the Social Sciences
and Humanities Research Council and the Alberta Gambling Research Institute. We are very grateful to conference
and seminar participants at the University of Virginia, University of Wisconsin - Madison, the Junior Household Fi-
nance Seminar, the Early Career Women in Finance Conference, and Queen’s University for their helpful comments.
We sincerely appreciate all the support we have received from Roshani Agrawal, Peter McAlpine, Subhadip Sarkar,
Lisa Weir, and ChengDa (Dennis) Zheng from the credit bureau providing us with data. We thank Stephen Claassen
and Muhammad Ali Sajid for outstanding research assistance. The views expressed in this paper are solely those of
the authors and do not necessarily reflect the views of the Federal Reserve Bank of Philadelphia or New York or the
Federal Reserve System. All errors are our own.

mailto:rajashri.chakrabarti@ny.frb.org
mailto:philippe.dastous@hec.ca
mailto:kory.kroft@utoronto.ca
mailto:sk7nn@virginia.edu
mailto:slava.mikhed@phil.frb.org
mailto:noto@chicagobooth.edu
mailto:sraina@ualberta.ca
mailto:bscholni@ualberta.ca

