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Abstract

The marginal interest rate is the rate of interest at which a household can access
additional liquidity. Consumption theory posits that variation in marginal interest
rates across consumers predicts differences in the propensity to spend a stimulus
payment. This hypothesis is directly tested in the context of a Danish 2009 stimu-
lus policy that transformed illiquid pension wealth into liquid wealth. The analysis
is based on administrative records with account level information about loans and
deposits to derive a household level measure of the marginal interest rate merged
with survey data collected specifically to measure the spending response to the stim-
ulus policy. The data reveal substantial variation in marginal interest rates across
consumers, and these interest rates predict spending responses.
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1 Introduction

Across the world, governments reacted to the large negative shock that hit the global
economy in 2008 by adopting unprecedented fiscal stimulus policies, in many cases with
the explicit aim of increasing household consumption to boost aggregate spending. Many
empirical studies have documented that consumers do raise spending in response to stim-
ulus policy, including recent studies by Shapiro and Slemrod (2009), Sahm, Shapiro, and
Slemrod (2010), Parker et al. (2013), Broda and Parker (2014), and Agarwal and Qian
(2014), who find spending propensities in the range 0.3-0.9.

These results are in contrast to the prediction of the Permanent Income Hypothe-
sis/canonical Life-Cycle model with perfect capital markets where tax rebates just raise
household savings, without having any stimulus effect on the economy. A standard expla-
nation for this prediction failure is the prevalence of liquidity constraints (Zeldes, 1989).
If some households are constrained by lack of access to liquidity then a stimulus payment
reduces the tightness of the constraints and boosts the spending of these households.!

In this paper we employ a unique data set with information about all household bor-
rowing and saving at the account level to provide a direct test of the importance of liquidity
constraint tightness. A challenge is that the difference in access to liquidity is one of de-
gree and not of kind in that the tightness of liquidity constraints is a continuous variable
reflecting how costly additional liquidity is to the consumer and it is this shadow value of
liquidity that theoretically determines the propensity to consume (Browning and Lusardi,
1996). For example, one consumer may have collateral and borrow at a low interest rate,
while another may have used up his collateral-backed line of credit and therefore pays
a higher interest on the last dollar borrowed. The marginal interest rate is the rate of
interest at which a household can access additional liquidity. We demonstrate in a basic

consumption model how variation across consumers in the marginal interest rate observed

LA related explanation is that risk can drive consumers with a precautionary motive to have a marginal
propensity to consume that is higher when available resources are scarce (Carroll, 1997; Carroll and
Kimball 1996). This means that uncertainty about, say, future income or access to credit can be associated
with a higher propensity to spend out of a stimulus.



prior to the stimulus policy—measuring liquidity constraint tightness—predicts variation
in spending responses to stimulus policy.

We test this hypothesis directly using a novel Danish data set containing third-party
reported administrative records of all individual-level loan and deposit accounts that en-
ables us to compute consumer level marginal interest rates based on information for the
year before the stimulus was announced and released. The data reveal substantial vari-
ation in the marginal interest rates paid by consumers, varying from close to 0 to more
than 20 percent across people in our sample in 2008. We employ this data in an analysis
of a Danish fiscal stimulus policy that allowed consumers to take out wealth from oth-
erwise inaccessible pension accounts within a seven month window during 2009, thereby
transforming illiquid pension wealth into liquid wealth available for spending. The policy
changed the timing of access to wealth without affecting the level of wealth, making it
ideal for testing the importance of liquidity constraint tightness for spending responses to
stimuli.

We measure the spending effect of the reform through a survey conducted in January
2010, immediately after the pay-out window had closed, resulting in about 5,000 completed
interviews with information about spending behavior related to the pension payout. Our
survey method follows previous studies (Shapiro and Slemrod, 1995, 2003; Graziani, van
der Klaauw, and Zafar, 2013; Japelli and Pistaferri, 2014) and asks respondents directly
about the change in their total spending, net saving and pension saving in 2009 due to
the stimulus payment.

We match the survey data at the individual level to the loan and deposit accounts
data as well as to other administrative registers containing information about demograph-
ics, incomes and wealth. By comparing answers from the survey about the allocation of
the payout on spending, net savings, and pension savings to corresponding measures con-
structed from the register data across several years surrounding the time of the stimulus
reform, we show that there is a correspondence between the answers to survey questions

about the allocation of the stimulus and the savings decision recorded in administrative



registers. We interpret this as evidence that respondents understand the counterfactual
nature of the survey questions.

We find that the variation in marginal interest rates across consumers, observed prior
to the stimulus reform, is strongly significant in predicting the variation in spending re-
sponses, with a 1 percentage point difference in the interest rate between consumers being
associated with a 0.5 percentage point difference in the propensity to spend. This find-
ing is in line with the theory and suggests that liquidity constrainttightness is important
for explaining spending responses to stimulus policies, even though other factors, e.g. size
effects, also turn out to be important for explaining the total response to the stimulus
policy.

Our results contribute in different ways to the literature measuring the effects of stimu-
lus policies and the role of liquidity constraints. It is the first study that directly examines
the role of variation in the cost of liquidity across consumers for the propensity to spend
out of a stimulus. Previous studies have used various proxy variables to capture con-
straints. Following the seminal paper by Zeldes (1989), a number of studies have used
low liquid asset holdings as a proxy for constraints. Johnson et al. (2006) estimate the
change in consumption expenditures caused by the 2001 federal income tax rebates and
show that people with little liquid wealth are likely to spend more and point to liquidity
constraints as a likely driver of spending responses. Souleles (1999) examines the effects
of tax refunds and reaches similar findings. Broda and Parker (2014) measure the effect of
the 2008 tax rebate using scanner data and find that low liquid wealth households account
for the majority of the spending response. Leth-Petersen (2010) analyzes a mortgage re-
form implemented to boost household spending and finds that increasing the supply of
credit increases spending for those with limited liquid assets. A recent study by John-
son and Li (2010) adds to this by showing that the debt service to income ratio predicts
whether households are turned down for credit and that it predicts which households have
consumption growth that is excessively sensitive to past income.

Other measures are also potentially informative about the importance of liquidity con-



straints for spending behavior. For example, Sahm, Shapiro, and Slemrod (2010) collect
information about income expectations and find that those expecting their income to grow
are more likely to spend, which is consistent with the notion that liquidity constraints mat-
ter. In earlier studies Shapiro and Slemrod (1995, 2003) find that the level of income does
not predict the spending response.

In our study we include a range of proxies for liquidity constraint tightness. Alongside
the marginal interest rate we include the ratio of liquid assets to income and debt service
to income. We also ask respondents whether their income actually developed better than
anticipated, how they expect their income to develop next year, and finally about how they
expect their access to credit to develop. We find that the liquid asset to income and the
debt service to income ratios do not capture the full underlying heterogeneity in liquidity
constraint tightness and that studies using these proxies are likely to underestimate the role
of the marginal cost of liquidity in explaining consumption responses to stimuli. Having
controlled for the marginal interest rate and liquid assets, we find no evidence that surprise
income realizations or expectations to future income or credit play any role.

In another line of research, Agarwal et al. (2007) show, using credit card data, that con-
sumers initially increased payments on credit card debt but soon after increased spending
following the 2001 US income tax rebate. Similarly, Agarwal and Qian (2014) use credit
and debit card data and find that those with low bank balances and credit card limits
respond more strongly to a Singaporean stimulus policy. The focus on credit card use is
interesting because credit cards are likely to be the source of credit that carries the highest
marginal cost of liquidity. The high frequency of the credit card data makes it possible to
follow the short term dynamics of spending, but the Agarwal et al. and Agarwal and Qian
studies do not have data on other household assets and spending and do not measure the
cost of liquidity directly.

The next section presents details of the Danish fiscal stimulus reform. Section 3 shows
why liquidity constraint tightness may vary across households and how this leads to hetero-

geneity in consumption responses. The following sections introduce the data and present



the results. The final section concludes.

2 The Danish fiscal stimulus policy

On March 1, 2009, the centre-right Danish government announced a major fiscal stimulus
policy initiative, aimed at stabilizing the Danish economy in the midst of the financial
and economic crisis: The Special Pension (SP) payout. The SP scheme was introduced in
1998 as a compulsory individual pension account, into which everyone earning income in
Denmark deposited one percent of their gross earnings. The scheme was administered by
the largest Danish public pension fund ATP, everyone earned the same rate of interest on
funds in the scheme, and individuals would receive their pension at age 65.2 Payments into
the scheme were suspended in 2004 and from this point no more money was paid in to the
accounts. However, all individuals with an account continued to receive a personal annual
statement informing about the size of the balance. The stimulus policy gave individuals
the possibility of having the balance on their SP account paid out in the period from June
1 to December 31 in 2009, and the payout was to be taxed at 35 percent for the first 15,000
DKK (approximately 3,000 USD) and at 50 percent beyond 15,000 DKK, reflecting that
all pension benefits are taxable in Denmark.

The stimulus policy was noteworthy for several reasons: First, by allowing individuals
to withdraw a part of their own pension funds that would otherwise be unattainable
until age 65, the stimulus payment received by an individual would be financed by a
corresponding reduction in the person’s pension wealth rather than government borrowing
and future tax increases. The stimulus policy therefore preserved Ricardian equivalence

at the individual level: Having the money paid out and used for present spending would

2If the balance was less than 15,000 DKK it would be paid out as a lump-sum and taxed at 40 percent.
If the balance was bigger than 15,000 DKK it was to be paid out in rates over ten years and taxed as
income. In 2009 the marginal income tax rate for people earning less than 377,000 DKK was 43.5 and it was
62.8 for people with incomes above this level. For more details about the income tax system in Denmark,
see Kreiner, Leth-Petersen, Skov (2016). The SP balance was a supplement to other types of retirement
income/savings. Generally, the Danish pension system consists of three components: a state-provided
defined benefit (DB) plan (corresponding to Social Security in the United States), employer-provided
defined contribution accounts (corresponding to 401(k)s in the United States), and individual retirement
accounts (corresponding to IRAs in the United States). For more details, see Chetty et al. (2014).



restrict future spending possibilities of the individual with certainty.?

Second, the stimulus policy initiative was unanticipated. This can be seen from Figure
1, which shows the number of mentions of the words “SP” and “pension” in all Danish
media, electronic and print, from October 2008 to June 2009. The early spikes are due
to reports that the government first proposed and then abandoned plans to reinstate
payments into the SP accounts as part of the 2009 government budget proposal, and the
small blip in early February concerned media reports on capital losses on accumulated SP
savings following the financial crisis, after which there was no mention of the SP scheme
until March 1, 2009. Because the policy was unanticipated, variation in marginal interest
rates across consumers prior to the announcement is not influenced by the change in
liquidity due to the payout.

Third, the policy was transparent. All account holders received a personal letter, shown
in Figure Al in the appendix, from ATP with a pre-filled form including the account
balance on May 1, 2009. To have the balance paid out, account holders should sign a slip
and return it in an enclosed, stamped envelope. The money would then be transferred
directly to the holder’s main bank account, already on file. Out of the 2,603,565 individuals
with an SP account, corresponding to 70 percent of the adult population (> 25 years),
94 percent chose to have their funds paid out. Almost 85 percent of account holders had
their funds paid out within the first month after the release date.

Fourth, the stimulus was large. The average account balance was 14,924 DKK (approx-
imately 3,000 USD). The average gross payout was 15,447 DKK and the corresponding
average payout net of taxes was 9,536 DKK (approximately 1,900 USD). In comparison,
the 2008 US tax rebates were between $300 and $600 per adult and $300 per dependent
child (Parker et al., 2013). The total sum paid out was 23.3 billion DKK net of taxes,
equal to 1.4 percent of GDP.

< Figure 1 >

3For most people the taxation of the SP payout was slightly more favorable than the original taxation
of the SP funds, and it was most favorable to people with large balances combined with high income.



3 A simple theory of liquidity constraint tightness
and consumer responses to stimulus policy

This section illustrates within a basic two-period model why consumers may face different
marginal interest rates prior to a stimulus reform and how such variation in liquidity
constraint tightness may generate differences in spending responses to a stimulus policy.
The intertemporal budget constraint of a consumer is illustrated by the solid piecewise
linear budget line in Panel A of Figure 2, where ¢; and ¢y are the consumption levels in

the two periods. The consumption level in period one is given by
=y +d, (1)

where y; denotes cash-on-hand equal to current income and liquid wealth, while d is
consumer debt at the end of period one (or savings if d < 0). We assume for simplicity
that the rate of return on all types of savings is constant and equal to 7, implying that
the intertemporal consumption trade-off faced by the consumer is — (1 + 7) when d < 0,
as illustrated by the first part of the budget line in Panel A. We assume that loans carry
a higher interest rate and that the interest rate on a new loan r (d) is (weakly) increasing
in the existing level of consumer debt d, reflecting a higher risk of default and a lower
level of collateral at higher debt levels. This implies that the intertemporal trade-off faced
by the consumer increases as he raises his consumption level in period one, illustrated in
the figure by the slope of the budget line changing from — (1 +r;) to — (1 + 75) and to

— (14 r3) as ¢y increases.
< Figure 2 >

The consumer also owns illiquid wealth in period one ay, which is not accessible before
period two, e.g. a positive balance on pension accounts that cannot be withdrawn or used

as collateral for loans. The consumption level in the second period then becomes

co=yo+ (1 +7)a; — (14 7)d, (2)



where y, is earnings and other non-capital income and 7 is the average interest rate on
consumer debt/savings defined as
TE{ (fodr(h)dh>/d Q>0 )
T d<0
Note that it is important to distinguish between the average interest rate 7 and the
marginal interest rate r (d) = 7, defined as the interest rate on marginal liquidity and
determining the slope of the budget line in Figure 2.

Consumer behavior is governed by a standard homothetic utility function u (¢q, c2). In
an interior optimum, illustrated in Panel A for different types of preferences by the points
X, Y and Z, the choice of the consumer is characterized by a standard tangency condition
derived from equations (1)-(3):

uy (c1,¢2)

MRS (¢1/¢0) = 2 (1. 2)

=1+r(d), (4)

where the marginal interest rate r (d) depends on the consumption choice (through d), and
where the marginal rate of substitution (MRS) is a function only of relative consumption
levels ¢3/c; because of the assumption of homothetic preferences.

The optimum of the consumer may also be at one of the kinks at the budget line such
as Q without any tangency of an indifference curve. In this case, we define the marginal
interest rate as the interest rate on the marginal existing loan of the consumer (captured
by the slope of the budget line to the left of the kink point), corresponding to what we
may observe empirically.

Now consider a fiscal stimulus policy that allows the consumer to transfer a certain
amount of illiquid wealth a; to cash-on-hand wealth y;. We assume that the permitted
transfer amount is small compared to total wealth, allowing us to approximate the effect
of the reform by a marginal change dx. This gives the consumer the opportunity to change

the allocation of wealth between liquid and illiquid wealth according to

dyl = —da1 = dx. (5)



The welfare gain of the consumer from doing this, measured in period-two consumption
units, is equal to the interest wedge 7 (d) — 7 > 0, and the gain is therefore increasing in
the liquidity constraint tightness faced by the consumer.*

The consumption response to the reform is found by differentiating equations (1)—(4)

with respect to x and using the relationship (5), which gives

1+r(d)+ca/c1
dz

1 kink

dcq S - tangency
| .

This result is illustrated in Panel A of Figure 2. The reform expands the budget set
of the consumer as illustrated by the gray curve. From expressions (1)—(3), it follows
that the horizontal movement equals de;/dx|y,, o = (7 (d) —7) / (1 + 7 (d)), showing that
the budget set is expanded only at points where the consumer is liquidity constrained,
r(d) > 7, and that the expansion is larger, the higher the marginal interest rate. The
consumption response to the stimulus policy is illustrated for different types of consumer
preferences. Consider first a person with indifference curves represented by [; and I,
where the optimum before the reform is point Y. With homothetic preferences, MRS is
constant along a ray from the origin, implying that the new optimum is at Y’. A more
impatient person is at Z, with a higher marginal interest rate before the reform, and
moves to Z’, which gives a larger immediate consumption response to the stimulus policy.
On the other hand, a person at point X where r (d) = 7 does not respond at all to the
reform. This illustrates why variation in marginal interest rates may predict consumption
responses to stimulus reforms.

For consumers who are initially at a kink such as point Q the stimulus policy moves
their consumption to point Q’ and the propensity to spend is 1. While such kinks exist
only if there is an interest wedge, and therefore when liquidity constraints are present,
they do not necessarily imply a positive association between the propensity to spend and
the marginal interest rate. However, if the share of individuals at kinks is larger among

individuals with higher marginal interest rates then the average propensity to spend is

4This is based on an interior solution and is derived by differentiating utility and using the first order
condition (4). For individuals at a kink point, the incentive is larger because MRS>1+r (d).



increasing in the marginal interest rate across households.

In Panel A differences across consumers in marginal interest rates arise because of
preference heterogeneity. Differences in marginal interest rates may also arise because
of heterogeneity in the budget set. This is illustrated in Panel B of Figure 2 where
household A has all life time income in period one while household B has a large part
of life time income in period two. Household A will never have to borrow and faces the
intertemporal trade-off 1 4+ 7 everywhere. Household B will have to borrow at some point
when increasing period 1 consumption and will then face a higher intertemporal trade-
off. With identical preferences and no credit market imperfections both households would
attain the consumption levels at X, but because B faces a higher marginal interest, she
obtains only the consumption level at Y. The stimulus policy does not have any impact
on the budget set of household A but expands the budget set of household B and moves
the optimum from Y to Y’, thereby increasing current consumption. In this case, we
therefore also get a positive relationship across households between liquidity constraint
tightness and consumption responses to the stimulus policy.

To conclude, heterogeneity in preferences (patience and risk aversion) and in timing
of income may generate variation in marginal interest rates across consumers, and this
variation in liquidity constraint tightness can predict differences in consumption responses

to fiscal stimulus policy.

4 Data

The measurement of consumer spending responses to the stimulus policy is based on survey
data collected in January 2010 for a random sample of persons with SP savings. For that
purpose, we commissioned a survey company (Epinion A/S) that asked individuals about
their response to the SP release. The survey data are joined at the individual level with
third-party reported administrative register data from the Danish Tax Agency (SKAT)
containing information about loans, deposits and interest payments, used to compute

marginal interest rates, as well as a host of background information from other adminis-
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trative registers.

4.1 Survey data and the spending response to the stimulus pol-
icy

The window of the SP release ended on the 31st of December 2009. Shortly thereafter,
in weeks 4-7 in 2010, we issued a telephone administered survey where we asked about
the use of the SP funds. Each interview lasted 10-12 minutes and covered 40 questions
about the SP policy and a range of other topics. The questions about the SP policy
were placed in the beginning of the interview and were followed by questions about the
respondents’ financial situation and expectations regarding the future. In the survey we
asked respondents about their SP account balance, whether the money was withdrawn

and finally the following question:®

The sum of money that you have at your disposal is the sum of money that
you have available for spending, saving, and reducing your debt. The SP pay-
out increased the amount that you have at your disposal in 2009. Considering
this increase, how did you allocate it:

- to increase spending (for example on food, traveling, clothes, televisions,
cars, home appliances, computers, restaurants, maintaining the house, or other
types of spending);

- to increase your free savings (i.e. putting money in the bank, buying
shares, bonds, or other securities);

- to reduce your debt;

- to increase your pension savings?

Respondents were sampled randomly from the entire set of SP account holders. The
response rate in the survey is 50 percent when including item-nonresponses among nonre-

spondents, resulting in 5,037 completed interviews where the respondent decided to take

>The question is inspired by Shapiro and Slemrod (1995, 2003). In section 5.1 we validate the survey
answers against register data.
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out the SP balance.® 225 respondents did not take out the SP funds. We know the
identity of non-respondents and we are therefore able to characterize differences between
respondents and nonrespondents in terms of the variables available in the population-
wide administrative registers. In Appendix Table A1 we show that nonrespondents are
on average slightly younger, slightly more likely to be single, renters, have lower income,
and smaller SP accounts. These differences are statistically significant but quantitatively
small.” Based on the 2008 characteristics observed in the administrative registers, we
have estimated the propensity to participate in the survey and recalculated our estimates
weighting with the inverse of the probability that the observation is included. If the par-
ticipation decision is adequately captured by these characteristics used for estimating the
propensity score then this would give a consistent estimate of the effect in the popula-
tion. The results from this exercise did not deviate in any important way from the results
presented in the paper and are relegated to the appendix (Table A2).

The survey question allows respondents to distribute the stimulus freely across all al-
ternatives and in any portion they wish. We use this information to calculate a marginal
propensity to spend by putting the amount spent in proportion to the total payout. Fig-
ure 3 shows the distribution of the net-of-tax payout (Panel A), the distribution of the
propensity to spend (Panel B), and the relationship between the propensity to spend and
the size of the payout (Panel C). The mean payout in our sample is 11.200 DKK.® The
average propensity to spend out of the SP payout is 65 percent. However, the respondents
mainly give extreme answers to the question about spending, with 63 percent indicating

that they spent everything and 33 percent indicating that they spent nothing, leaving

6Two data sources that have been used extensively for measuring the effect of stimulus policies in the
US are the CEX and the Michigan Survey of Consumers. The response rate in the CEX is 70-75 percent
(http://www.bls.gov/cex/2012/csxintvw.pdf) and it is 40 percent in the Michigan Survey of Consumers
(personal communication with the staff).

"The fact that we have more owners among respondents could suggest that we have more wealthy
hand-to-mouth consumers, cf. Kaplan and Violante (2014), with high spending rates. However, we note
that the differences are small, and that participants do not have less financial assets suggesting that they
are not likely to be more prone to behave as if they are liquidity constrained.

8The average pay-out is slightly bigger in our sample than in the population. In appendix table Al
we compare our sample to the random sample from the population to which we sent out invitations to
participate in the survey.

12



only 4 percent who spent a fraction of the payout. The smoothed regression in Panel C
shows that the propensity to spend is higher among respondents with small SP accounts
balances and that it declines monotonically as the payout amount becomes larger. It is,

however, noticeable that the propensity to spend is significant across all levels of payout.

< Figure 3 >

4.2 Third party reported register data and computation of house-
hold interest rates

The register data are of three types, covering different periods and providing different
amounts of detail. First, we have the register with information about SP accounts from
the government pension fund, ATP. The data includes information about all SP accounts
and the value of these on the 1st of May 2009. These data were used to draw the random
sample of persons who were interviewed.

The second type of register data includes standard demographic information from sev-
eral public administrative registers as well as information from the income-tax register for
the period 1998-2009. The income tax register holds detailed information about incomes
and values of assets and liabilities measured at the last day of the year. The asset and
liability information that we have access to from these registers is aggregated into broad
classes such as bonds, stocks, cash in banks, mortgage loans and the sum of other loans.
A feature of these data is that they are organized longitudinally, enabling us to track in-
comesback in time for the persons in our survey. Another attractive feature is that the data
are third party reported: Information about earnings is collected directly from employers
and information about transfer income from government institutions, while information
about the value of assets and liabilities by the end of the year is reported directly from
banks and other financial institutions. The tax authorities use the income information to
calculate tax liabilities and the wealth data to cross check if reported income is consistent
with the level of asset accumulation from one year to the next. A recent study by Kleven
et al. (2011) conducted a large scale randomized tax auditing experiment in collabora-

tion with the Danish tax authorities and documents that tax evasion in Denmark is very
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limited, in particular among wage earners. This indicates that the third party reported
information about income collected by the tax authorities is of a very high quality; see
also Chetty et al. (2011) for more detailed information on the Danish income-tax data,
and Leth-Petersen (2010) for a detailed description of the wealth data.

The third type of register data is obtained from the raw data files of the tax authorities
and provides information about every individual deposit and loan account held by the
persons included in our sample in the period 2007 to 2009. These data provide information
about the value of deposits and loans at the individual account level at the last day of the
year as well as interest payments over the past year.” We use the information from these
files to calculate the realized marginal interest rate in 2008, i.e. before the SP payout was
announced, for each person in our survey.

To do this, we link the interview persons to any spouses or partners and calculate
an interest rate for each and every account held by the household. One may argue that
mortgage loan interest rates reflect little about the marginal cost of obtaining further
credits since it depends mainly on the collateral and income at the time when the loan
was established. It turns out that the results are practically identical whether we include
mortgage loans or not in the calculation of the marginal interest rate. The reported results
are without mortgage loans. We perform the calculation at the household level to allow
for the possibility that members of the household can shift funds within the household
to obtain the lowest possible marginal interest rate.!® Account specific interest rates are
calculated as interest payments on loan [ relative to average debt on loan [ over the year:

Th = % where R(,)fl are interest payments from account [ for household h during
2008, D} is the value of the account by the end of 2007 and Dy is the value of the account
by the end of 2008. We only include loans with a balance of at least 1,000 DKK. For people
with loan accounts, we pick the highest calculated account-specific interest rate from a

loan account if the household has at least one loan account. If the household only has

9We have received separate files for mortgage loans and other loans, but have otherwise no information
about the types of loans that people hold. Thus, we cannot distinguish between for example credit cards,
consumer loans, car loans and regular bank loans.

10We also performed all calculations at the individual level. This does not affect the results.
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deposit accounts, we pick the smallest account-specific interest rate among the calculated
account-specific interest rates for that household. The idea is that if a household has loan
accounts then the cost of liquidity is determined by the highest interest rate, whereas
the cost of liquidity is given by the account where the lowest return is earned when the
household has only deposit accounts.!!

The high level of detail in these data generates significant dispersion in marginal interest

rates across persons. Figure 4 plots the distribution for our sample.
< Figure 4 >

The distribution is bimodal with the area around the lower modal point dominated by
households that have only deposit accounts, and the area around the upper modal point
dominated by households that have loan accounts. The distribution shows that there is
significant heterogeneity in marginal interest rates in our sample.

By calculating the interest rates, we potentially introduce a measurement error. How-
ever, our detailed account data includes a subset of accounts with information regarding
the actual interest rates and this enables us to directly compare the calculated interest
rates with the actual interest rates to get an impression of the accuracy of our imputa-
tion. Figure 5 plots the calculated interest rates against the actual interest rates for the
1,425 observations where we have an actual interest rate to match the computed marginal
interest rate. The figure shows that the estimated interest rates match the actual interest

rates quite well.!2
<Figure 5 >

Many previous studies have used low levels of liquid assets as a fraction of income as an

indicator for being affected by credit constraints, including Zeldes (1989), Johnson et al.

HPeople may be discouraged from borrowing and therefore effectively face a higher interest rate than
we calculate. To check for the importance of this, we included a question in the survey, where we ask
whether the respondent has had a loan application rejected. Including this in the analysis did not change
the results and it was in itself insignificant.

12We have reproduced the entire analysis on this subsample using the actual interest rates. Estimates
were practically similar, but standard errors were obviously much larger.
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(2006) and Leth-Petersen (2010). Such a measure is obviously not perfect, since people
may have access to credit even when their financial asset holdings are low. Recently,
Johnson and Li (2010) have suggested to complement this measure with the ratio of debt-
service to disposable income. They show that people with a high debt-service to income
ratio are more likely to be denied credit and that their consumption growth is excessively
sensitive to income. In Figure 6, Panel A, we plot local polynomial regression curves of
the liquid asset ratio and the debt service to income ratio on the marginal interest rate.
The picture shows a clear negative relationship between the realized marginal interest rate
and liquid asset holdings, and a clear positive relationship between the marginal interest
rate and the debt service ratio. The three measures are thus clearly related.

According to the theory the incentive to take out the money following the release
of the funds is increasing in liquidity constraint tightness. Panel B of Figure 6 shows
local polynomial regressions of the three indicators of liquidity constraint tightness on the
number of days elaspsed since the release date (1st of June) and the point in time where
the money are paid out. It reveals that people with a high marginal interest rate, a high
debt service ratio and a low liquid asset ratio on average take their funds out sooner than

others.

< Figure 6 >

5 Empirical results

5.1 Comparing survey answers to third-party reports from ad-
ministrative registers

A standard concern with survey questions is whether they are able to capture the varia-
tion intended. When analyzing the effects of stimulus policies, it is particularly important
that the respondents understand the counterfactual nature of the questions, so that the
answers reflect the causal effects of the policy. We therefore start by comparing the survey
responses to net savings (comprising both savings and debt reduction), contributions to

private pension savings accounts and imputed spending constructed from the adminis-
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trative registers. The idea is that register data and survey data provide two potentially
noisy measures of the same object. If the noise in the two data sources is orthogonal then
comparing the two measures should reveal if there is a signal.'®

The administrative data contain information about bank deposits and bank debt (in-
cluding credit card debt) recorded at the last day of the year. Net savings is hence mea-
sured as the difference in net bank assets, i.e. bank deposits minus bank debt, between
time t and £ — 1, and denoted AW}, for individual i. Pension contributions are measured
directly and we denote pension contributions by p;;. Spending is not recorded in adminis-
trative data, but we construct a measure of spending, ¢;;, by subtracting from disposable
income, v;;, the value of net savings and pension contributions, i.e. ¢; = y;y — AWy — pis.
This imputation was proposed by Browning and Leth-Petersen (2003) who showed that
it, while noisy, performs well in terms of matching the individual level expenditures in the
Danish Expenditure Survey. To compare survey answers with the register based measures,

we estimate equations of the following form:

Z,L»]f = Bot + 51%@-52009 + Uit (7)

where i is a person-identifier and ¢ indicates the year running from 2005 to 2011. 2z

is the measure constructed from information in the administrative registers, 239 is the
corresponding measure collected from the survey about the response to the SP payout in
2009, and u; is an error term. If both zff and 23, were measured without error then
regressing 2%, on z30, should yield f1a000 = 1. A characteristic of the register based
measures of net savings and imputed spending is, however, that they are quite noisy. The
noise appears, for example, because the timing of spending in general is to some extent
random, and this creates random variation in bank assets and debt. The survey data also
contains noise, but of a different type that relates to recollection and rounding error. In
practice the noise is substantial and a challenge to the exercise. We do two things to reduce

the impact of these noise components. First, we normalize 27 and z; on the level of the

13Kreiner et al.(2015) show the precise conditions under which register data can be combined with
survey data at the individual level and used to validate information collected in the survey.
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SP payout to make the scale more compact. Second, we apply a threshold approach as in
Chetty et al. (2014), where the dependent variable is transformed into a dummy variable
125 > m(2])] where m(z%) is the mean of 2. The pattern of estimates of f;; will reveal
if the survey answers contain signals about actual spending/savings responses. If the
answers to the survey merely reflect selection, i.e. that individuals who always have high
spending/saving are the respondents who indicate spending/saving in the survey without
having spent/saved any more than they always do, then estimates of (31; should be at a
constant level across all the years for which equation (7) is estimated, i.e. £y = f1;-1 > 0
for all ¢t. If, on the other hand, there is no selection and all respondents are of the same
type then estimates of 81; should be close to zero in all years except 2009 where it should
be positive, i.e. (12009 > St = 0 for ¢ # 2009. If 2152009 is measured with noise, then 31’2009
will be attenuated. Hence, finding that 31,2009 > Bl,t for t # 2009 is a strong indication
that the survey measure actually carries a signal. Panel B of Figure 2 in the theory
section illustrates the case where those spending/saving the most out of the stimulus are
also types who generally have a higher level of spending/saving. In this case, the pattern
of estimated parameters will be such that the estimated (;; parameters are positive in all
years, but bigger in 2009, i.e. Bi 2009 > B1: > 0 for ¢ # 2009. Estimates of 3, are presented
in Figure 7.

< Figure 7 >

Panel A shows that survey responses regarding how much of the SP payout that is
allocated to net savings are strongly correlated with actual net saving in the register data
in 2009 but not in the other years. Panel B shows the corresponding picture for pension
saving. Survey answers about the allocation of the SP payout to pension saving are clearly
correlated with actual pension saving in 2009, but less so in the other years. The fact that
there is still a moderate correlation between pension savings as measured in the survey in
2009 and pension savings in other years reflects that individuals who decide to allocate
their payout to pension savings are types who are more likely to save in such schemes in

the first place.
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Panel C shows the corresponding picture for spending. Imputed spending inherits
noise from all the components entering the imputation and the estimates are therefore less
precise than for net saving and pension saving. Nevertheless, the survey answers about the
allocation of the SP payout to spending exhibits a stronger correlation with the imputed
spending in 2009 than in the other years. As in the case of pension savings, the fact that
the survey answers about spending are moderately correlated with the imputed spending
in other years likely reflects that the individuals who decide to allocate their SP payout to
spending are types who generally spend more than the average person in the population.
This is consistent with the illustration of the theory in Figure 2, Panel B, where those
spending the most out of the stimulus are also types who generally have a higher level of
spending.

Overall, the conclusion is that increases in spending/saving measured in the survey
correlate with increases in spending/saving in the third party reported register data, sug-

gesting that respondents understand the counterfactual nature of the survey questions.

5.2 Cost of liquidity and the propensity to spend

The theory in Section 3 shows that the propensity to spend the stimulus should be corre-
lated with the observed marginal interest rate. Figure 8 plots a local polynomial regression
curve of the propensity to spend against the marginal interest rate measured in 2008. Con-
sistent with the predictions of the theory, the figure shows a significant positive and almost
linear relationship between the propensity to spend and the marginal interest rate, with
a 1 percentage point difference in the marginal interest rates between individuals being

associated with a 0.5 percentage point increase in the propensity to spend.
< Figure 8>

In Table 1 we report corresponding OLS regressions and include more covariates. Col-
umn 1 reports the bivariate relationship corresponding to Figure 8. It shows that a 1
percentage point increase in the marginal interest rate is associated with an increase in

the propensity to spend of 0.5 percentage points. In column 2, we include the liquid asset
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to disposable income ratio and the ratio of debt service to disposable income. The pa-
rameter on the liquid asset ratio is negative and precisely estimated. It shows that the
propensity to spend decreases by 0.06 percentage points when the liquid asset holdings
are increased by an amount corresponding to 1 percent of a full year of disposable income.
The parameter on the debt service ratio shows that the propensity to spend increases
by 0.1 percentage points when the debt service increases by an amount corresponding
to 1 percent of the annual disposable income. This parameter is, however, imprecisely
estimated and the confidence interval spans zero. After including these two measures of
liquidity constraints, the coefficient on the marginal interest rate decreases only slightly,

to 0.4, but it is still precisely estimated.
< Table 1 >

In column 3 we include the size of the SP payout, the income level in 2008 and a
measure of permanent income calculated as the average of incomes over the period 1998-
2008. Consistent with Figure 3, Panel C, we find that the propensity to spend is decreasing
in the size of the SP payout. The parameter estimate indicates that an increase of 1 percent
in the size of the payout measured relative to the annual disposable income is associated
with a 1.35 percentage point lower propensity to spend. The impact of the 2008 income
level is estimated imprecisely and the confidence intervals spans zero, but the measure of
permanent income is precisely estimated and the estimate shows that a 1 percent difference
in permanent income is associated with a 10 percentage points difference in the propensity
to spend. The past variability of income and the subjective variables capturing whether
people thought that their income developed better or worse than expected in 2009 do not
explain the propensity to spend. Overall, the inclusion of these extra covariates affects
the parameter estimate of the marginal interest rate only slightly.

In column 4 we include a standard set of demographic covariates. Only age of the ac-
count holder and the number of children are clearly important for explaining the propensity
to spend. Older account holders have a lower propensity to spend, and account holders

with children are more likely to spend, but these effects are not large. Adding ten years to
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the age of the account holder is associated with a two percentage points lower propensity
to spend, and adding a child to the family is associated with a two percentage points higher
propensity to spend. The parameter on a dummy variable for having a long education
shows that people with a long education have a five percentage points lower propensity
to spend. This parameter is, however, imprecisely estimated. Adding the demographic
covariates has a negligible effect on the parameter of interest.

According to the life cycle framework, agents that have a precautionary motive also
adjust their behavior if they expect to be affected by constraints in the future. In column
5 we introduce a set of indicators for expected constraints. Specifically, in the survey we
asked people whether they expected their chances of obtaining credit the next year to be
better or worse than in the previous year. Similarly, we asked respondents about whether
they expected their income to develop better or worse in the next year than in the previous
year. The parameters on these variables are imprecisely estimated and confidence intervals
include zero. Finally, the SP release was announced at the same time as a tax reform to be
implemented from January 2010 aiming at increasing incentives to work. The tax reform
was fully financed and lowered the highest marginal tax rate on wage income from 63
percent to 56 percent. In the survey we asked about subjective expectations regarding the
permanent effects of the tax reform on the respondent’s own income, and we include two
variables for this in the regression presented in column 5, but neither of these indicators

have explanatory power.!415

1 Appendix Table A3 presents summary statistics for all the right-hand side variables entering the
regressions in Table 1. The table reveals that 8 and 13 percent of the respondents indicate that they
expect better/worse credit access in 2010 than in 2009. 13 percent expect their income to decline and
20 percent expect their income to increase. 37 percent expect their income to increase with the 2010 tax
reform and 12 percent expect it to decline. While these are not small numbers we cannot rule out that the
lack of precision of the estimates associated with these dummy indicators is the result of lack of variation.

15Browning and Crossley (2009) find evidence that when people face liquidity constraints they cut back
on durable spending. In a follow-up question we asked: Concerning the part of the increase [in the sum
of money that you have at your disposal] that you allocated for spending, did you mainly spend it on: 1)
large items (for example televisions, cars, white goods, computers, maintaining/improving the house) or
unusual items (for example travels, nice clothes, eating at restaurants) 2) everyday spending (for example
food). 3) do not know. 67 percent of the spenders indicated that they had spent the money on large or
unusual items. In a set of regressions (not reported), similar to the regressions presented in Table 1 but
using an indicator for having spent the money on large or unusual items as the dependent variable, we
confirm the results from Table 1.
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Across the regressions in Table 1, we find that the marginal interest rate is precisely
estimated and is economically significant in explaining the propensity to spend the stim-

ulus.

5.3 Comparison with other measures of liquidity constraints and
additional Analyses

This section presents additional empirical analyses. First, we examine the robustness of
our approach to computing the interest rate on marginal liquidity. Second, we compare
the ability of the marginal interest rate and conventional measures of liquidity constraints
to predict spending of the stimulus. Third, based on hypothetical questions, we analyze
the importance of the magnitude of the SP pay-out for the spending propensity and its
relationship with liquidity constraint tightness. Finally, the last subsection summarizes

the results of a number of additional robustness checks.

5.3.1 Alternative ways of calculating the marginal interest rate

In constructing our measure of the marginal interest rate, we assume - in accordance with
the theory - that people always access liquidity from the account that has the lowest
opportunity cost. The closest proxy to the actual marginal interest rate for borrowers
is then the highest interest rate among loan accounts, and it is the lowest interest rate
among deposit accounts for people who only have deposits. Howeever, this might not be
how people actually structure their thinking about accessing liquidity. To address this
concern, we have conducted a number of robustness checks. The results are shown in
Table 2.

First, our approach may not describe appropriately the behavior of people with both
deposit and loan accounts. It is a well-known observation that some people hold expensive
debt and at the same time have cash on a low-return deposit account, the so-called credit
card puzzle, which is difficult to rationalize within a standard economic model and is not
captured by our simple theory. However, we are able to verify in the data whether such

types exist and whether they appear to behave differently in terms of their responses to
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the stimulus policy. To do this, we define a group in our sample who holds both assets
and debt. One practical challenge is that everyone has a salary/transfer income account
to which income is transferred a day or two before the account is summarized for the tax
register by December 31. We therefore label people who have a total balance on their
deposit accounts corresponding to more than one month’s worth of disposable income as
“having a balance” on their deposit accounts. There are 1,689 individuals corresponding to
34 percent of the observations in this category. In Table 2, column 1 we have reproduced
column 5 from Table 1. In column 2 we have estimated the same specification for the
subsample of respondents who hold both deposit accounts and loans. Because of the
smaller sample the standard errors are now larger, and the parameter estimate on the
marginal interest rate is insignificant. However, it is also never significantly different from
the reference case presented in column 1. In other words, there is not sufficiently statistical
power to tell whether people holding both deposit and loan accounts behave differently
than other people. Another way to approach the same issue is to assume that persons
who have a deposit account faces a low marginal interest rate. In column 3 we therefore
assume that anyone who does not have loan accounts or have both loan accounts and
deposit accounts with a total balance corresponding to at least one month’s worth of
disposable income faces a marginal interest rate of zero. This approach does not drop any
observations and is hence not subject to loss of statistical power. The results show that
the marginal interest rate in this case clearly predicts the propensity to spend, and that
the parameter estimates are always within two (even one) standard deviations from the

reference model in column 1.
< Table 2 >

It may also be that people have a range of accounts and that they do not order the
accounts based on their liquidity costs in the way we assume. This could be behaviorally
motivated or motivated by differences in convenience or transaction costs associated with
accessing different accounts. In column 4 we have included a measure of the range of

interest rates calculated across all the accounts, including mortgage loans, held by each
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individual in our sample. We calculated an interest range measure for everyone and
allocated a range equal to zero for the 6 percent of the respondents with no spread or who
are only recorded to have one account. The interest rate range turns out to be almost
linearly related to the marginal interest rate, i.e.that individuals with a broad range of
interest rates are also the individuals who have high marginal interest rates according to
our definition of the marginal interest rate. When including the interest rate range as an
additional regressor, column 5, we find that the parameter on the marginal interest rate
is not significantly different from the original estimate.

According to the theory, the marginal interest rate should be better at predicting the
stimulus response than the average interest rate. In Table 2, columns 6-7, we compare the
ability of the average and the marginal interest rate to predict the spending response. To do
this, we calculate a balance-weighted average interest rate by calculating account specific
interest rates and averaging across all accounts while weighting with the account balance.
Column 6 reproduces column 1 using the balance-weighted average interest rate instead
of the marginal interest rate. The average interest rate turns out to be significant and it
attains an order of magnitude similar to the reference estimate using the marginal interest
rate, c¢f. column 1. However, this may just reflect the strong correlation between the
average and the marginal interest rates. In column 7 we include both the average and the
marginal interest rate. In this case, the marginal interest rate is precisely estimated while

the average interest rate is is very imprecisely estimated and does not predict spending.

5.3.2 Comparison with conventional measures of liquidity constraints

Starting with Zeldes (1989), there is a long tradition for using measures of liquid assets to
disposable income as a proxy for being affected by liquidity constraints. Recent examples
include Johnson et al. (2006) who estimate the change in consumption expenditures caused
by the 2001 federal income tax rebates; they show that people with little liquid wealth
are likely to spend more and point to liquidity constraints as a likely driver of spending
responses. Souleles (1999) examines the effects of tax refunds and reaches similar find-

ings. Broda and Parker (2014) measure the effect of the 2008 tax rebate using scanner
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data and find that low liquid wealth households account for the majority of the spending
response. Leth-Petersen (2010) analyzes a mortgage reform implemented to boost house-
hold spending and finds that increasing the supply of credit increases spending for those
with limited liquid assets. Also, the size of debt service relative to income has been used
as a proxy. For example, Johnson and Li (2010) show that the debt service to income
ratio predicts whether households are turned down for credit and that it predicts which
households have consumption growth that is excessively sensitive to past income. In this
section, we explore whether our measure of liquidity constraint tightness affect inference
about the importance of liquidity constraints based on these conventional meausures.

The results are presented in Table 3. In column 1 we present results from a regression
where only the ratio of liquid asset to disposable income is included as a proxy for liquidity
constraints. The effect is precisely estimated and indicate that individuals with a high
level of liquidity are less prone to spend the stimulus. In column 2, we add debt-service to
disposable income. This variable is also precisely estimated and the paramater estimate
indicates that individuals with a higher debt-service to disposable income ratio are more
likely to spend the stimulus. The inclusion of debt-service to income does not affect the
magnitude nor the precision of the estimated parameter on liquid assets to disposable
income. In column 3 the marginal interest rate is included among the regressors. This
regression is identical to the one presented in column 5 of Table 1. The parameter on
the marginal interest rate is precisely estimated, and while the parameter estimates on
the liquid asset and debt measures now become smaller, they continue to be estimated
precisely.

The liquid asset and the debt service measures are typically applied in the form of
threshold dummies rather than as continuous measures. To check whether this affects
the insights about the relative ability of the different measures to predict spending out of
the stimulus, we repeat the exercise from columns 1-3 using threshold versions of liquid
assets to diposable income and debt service to disposable income. Specifically, we define a

dummy variable to take the value one if the individual holds liquid assets worth less than
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one months’ disposable income and a dummy variable taking the value 1 if debt service
is 15 percent or more out of disposable income. These exact threshold values were chosen
based on experimenting with different threshold values and picking the threshold values
that had the highest predictive power for spending the stimulus. Column 4 presents a
regression including only the dummy variable for low liquid assets to disposable income.
The estimated effect is economically important and relatively precisely estimated, saying
that people who are likely to be affected by liquidity constraints spend six percent more
out of the SP-payment than individuals who are not likely to be affected by constraints.
In column 5, the dummy variable for having a high level of debt service is added. This
variable also predicts approximately six percent higher spending, and its inclusion affects
netiher the magnitude of the effect of the liquid asset dummy nor its precision. In the
final column the marginal interest rate is included together with the two dummy variables
for low liquid assets and a high level of debt service. In this regression the marginal
interest rate is precisely estimated and of the same magnitude as our preferred estimate
presented in Table 1, column 5. The parameter estimate of the liquid asset dummy is
slightly muted by the inclusion of the marginal interest rate, but the debt service dummy
is not affected. The main insight gained from the estimations based on threshold values
for liquid assets and debt servive is, for all practical purposes, similar to the insight from
the estimations with continuous measures of liquid assets to disposable income and debt
service to disposable income, cf. column 1-3, Table 3.

Overall, we conclude that the marginal interest rate captures aspects of spending be-
havior related to being affected by liquidity constraints which re not captured by more
conventional measures. Moreover, inference based on the conventional measures is af-
fected somewhat, but the results suggest that all three proxies for liquidity constraints are

relevant predictors of spending the stimulus even when included simultaneously.

< Table 3 >
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5.3.3 Response to hypothetical payments of varying sizes

The average propensity to spend out of the stimulus was 65 percent according to our
survey, consistent with recent stimulus studies by Parker et al. (2013), Broda and Parker
(2014), and Agarwal and Qian (2014).1® Figure 8 suggests that the propensity to spend
is relatively high among individuals observed to have a low realized marginal interest rate
in 2008, even though the theory predicts low responses in this case.!” This suggests that
while liquidity constraint tightness may be important in explaining the response, there are
arguably other factors that are also important for explaining the response. The evidence
in Sections 4.1 and 5.2 indicates that the size effect is important, i.e.the propensity to
spend is decreasing in the size of the SP payout.

To get further insight into the importance of a size effect, we repeated the survey in
January 2012 and asked hypothetical questions about what the spending response would
have been if the SP payout had been 1,000 DKK, 10,000 DKK or 100,000 DKK (in
random order). The follow-up survey included 3,116 persons from the original survey
and was supplemented with randomly selected new respondents to reach a total of 5,866
respondents. We then matched these responses with the marginal interest rates from 2008
that we used in Figure 8. The results are presented in Figure 9. They show that the
intercept, i.e. the spending response at a zero interest rate, varies considerably with the
size of the hypothetical payout. Changing the size of the hypothetical pay-out from 1,000
to 10,000 to 100,000 changes the intercept from 60 percent to 40 percent to 25 percent.
While we do not claim that this exhausts the list of explanations, these findings suggest
that the level of the response is clearly affected by the size of the payout. This analysis
is not conclusive. The 100,000 DKK question may be considered so different from the

actual payout that it is not comparable. Also, the level of stated spending does not match

16In a supplementary analysis we investigate whether the infusion of liquidity is associated with a
reduction of the marginal interest rate among people with loans. The results indicate that the payout is
not associated with a change in the marginal interest rate. In the survey, 10 percent indicate that they
allocate the payout to reduce their debt. We do not find any effect for this group either. These results
are available upon request.

17 As noted earlier, 67 percent of the spenders indicate that their spending is mainly on large or unusual
items. To the extent that such items are durable goods, actual consumption in 2009 will be lower.
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the level of spending in Figure 8. This could be related to the hypothetical nature of the
question or to the fact that the hypothetical questions were asked two years later than
the original questions. However, the 2008 marginal interest rate gradient that we observe
for the actual outcome in Figure 8 appears in all panels of Figure 9 as well.!® Tt is also
interesting to note, that the rate of extreme responses (i.e. a spending share equal to either
0 or 1) declines with the size of the amount: the fraction of extreme responses is 0.95, 0.83
and 0.49 for the 1,000, 10,000, and 100,000 hypothetical pay-out questions. This suggests
that at least part of the reason for the high rate of extreme responses in the survey, cf.

Figure 3, is related to the size of the pay-out.

< Figure 9 >
5.3.4 Additional robustsness checks

Estimations are based on OLS, and this can potentially lead to biased estimates as most
responses are either 0 or 1. To make sure that potential misspecification is not driving
the results, we have also reproduced the results using probit and tobit estimators, which
did not affect results (reported in Table EA.1 in the electronic appendix). Furthermore,
the specification presented in Table 1 includes linear terms only. Figure 3 suggests that
the propensity to spend may be nonlinearly related to the size of the SP payout. Another
concern might be that the realized marginal interest rate is just picking up variations
in income across the persons/households in our sample. To address these concerns we
repeated the estimations including up to 4th order polynomials in the size of the SP
payout, in all the income variables, and in age. The inclusion of the polynomials affects
the results only marginally. Results are reported in Table EA.2 in the electronic appendix.
We also did an analysis where the sample was split into four groups according to the
income quartiles in 2008 and carried out regressions corresponding to column 5 in Table
1 separately for each of these four sub-groups. The results from this exercise are reported

in Table EA.3 in the electronic appendix. The estimated effect of the interest gradient is

18We also performed the exercise for the subsample of 3,119 persons who participated in the original
survey and found the same results.
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almost identical across the four subsamples confirming the observation that income is not
a strong proxy for liquidity constraint tightness. As an additional robustness check, we
included respondents who did not take out the SP funds as non-spenders. This did not

affect the results either (cf. Table EA.4 in the electronic appendix).

6 Conclusion

Liquidity constraints have been the leading explanation for the observation of positive
spending responses in the literature studying the effects of fiscal stimulus policies. This
paper studies the effects of a Danish 2009 stimulus policy that transformed illiquid pension
wealth into liquid wealth, available for spending. The overall spending effect of this policy
of “giving people their own money” is significant: 65 percent of the respondents in our
survey indicate that they spent the money. Aggregating the survey responses suggests that
the stimulus policy had an aggregate spending effect of about 1.8 percent of total private
spending equal to 0.9 percent of GDP. In interpreting these numbers, it should be noted
that the stimulus policy was introduced during a credit crunch. The results may therefore
be specific to this particular environment, and the spending effect of the policy might be
smaller in a normal business cycle situation where people are less credit constrained.

We examine the payout in the context of basic consumption theory where variation
across consumers in preferences and budget sets creates variation in the interest rates that
consumers face on marginal liquidity. The theory predicts that this variation in liquid-
ity constraint tightness predicts consumption responses to stimulus policy. We test this
proposition directly by merging, at the individual level, survey data concerning consump-
tion responses to a stimulus policy with third-party reported information from income-tax
registers about all individual deposit and loan accounts held by our survey respondents
before the reform. We find that marginal interest rates vary a lot across people, and
consistent with the theory we find that the marginal interest rate is a robust predictor of
the propensity to spend out of the stimulus: a 1 percentage point difference in the inter-

est rate between consumers is associated with a 0.3-0.5 percentage point difference in the
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propensity to spend. Our results suggest it is possible to measure spending responses using

survey techniques and that future studies will be able to quantify the effect of liquidity

constraint tightness better by including information about the marginal interest rate that

people face. If not available through administrative data such information can be collected

in surveys by including questions about the interest rates that people pay on their loan

and deposit accounts. We also find large spending responses for people who are unlikely

to be affected by liquidity constraints, which suggests that other factors, including size

effects, are arguably also important drivers of spending responses. Learning more about

other factors driving spending responses is an important objective for future research.
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