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While standard economic theory suggests that individuals spending should not change in response to regular income, research shows

that individuals spend more following a payday. Using both real transaction data and experiments, this work demonstrates that anxiety

leads individuals to construe their income as a windfall leading to overspending.

 
 
[to cite]:

Laura Goodyear, Chuck Howard, Marcel Lukas, and Avni Shah (2020) ,"Exploring the Payday Effect: Anxiety Before Payday

Leads to Overspending", in NA - Advances in Consumer Research Volume 48, eds. Jennifer Argo, Tina M. Lowrey, and Hope

Jensen Schau, Duluth, MN : Association for Consumer Research, Pages: 372-373.

 
[url]:

http://www.acrwebsite.org/volumes/2662167/volumes/v48/NA-48

 
[copyright notice]:

This work is copyrighted by The Association for Consumer Research. For permission to copy or use this work in whole or in

part, please contact the Copyright Clearance Center at http://www.copyright.com/.

http://www.acrwebsite.org/volumes/2662167/volumes/v48/NA-48
http://www.copyright.com/


372
Advances in Consumer Research

Volume 48, ©2020

Exploring the Payday Effect: Anxiety Before Payday Leads to Overspending
Laura Goodyear, University of Toronto, Canada
Chuck Howard, Texas A&M University, USA

Marcel Lukas, University of St. Andrews, Scotland
Avni Shah, University of Toronto, Canada

EXTENDED ABSTRACT
The standard theory in economics posits that an individual’s 

consumption should not change in response to predictable income, 
like a salary paycheck (Carroll 1997; Deaton 1991; Hall 1978). 
However, researchers have continued to document a “payday effect” 
whereby they consistently find that individuals spend more immedi-
ately following receipt of predictable income (Olafsson and Pagel 
2018; Parker 1999; Souleles 1999). While these studies provide evi-
dence that there appears to be a consistent effect of income receipt 
on consumer spending, the findings regarding why this effect occurs 
are inconclusive. Some research suggests that this effect seems to 
be present for consumers who are financially illiquid (Kaplan and 
Violante

2014). However, others suggest that the payday effect occurs 
even for those with substantial liquid assets (Olafsson and Pagel 
2018). A natural question emerges: Why are consumers deviat-
ing from standard economic theory (e.g. Hall 1978) and failing to 
smooth consumption on paydays?

To gain greater insight into the underlying mechanism of the 
payday effect, we used real income and spending data (N=67,360) 
provided by a popular financial application in the United Kingdom, 
Money Dashboard, to examine whether certain groups were more 
prone to this effect. The structure of the data allows us to observe 
the timing and amount of each user’s paychecks and discretionary 
spending from January 2013 to December 2018 before individuals 
began using the budgeting application, as well as demographic in-
formation for each user. Our analysis follows the conventions set 
by Gelman et al. (2014) for investigating payday effects with big 
data. First, to measure the payday effect we perform panel regression 
analysis for which the econometric specification is:
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 (Eq. 1) 

Where is the spending ratio of user i on day k in category c, 
Paid is a dummy equal to 1 if the user receives a pay cheque on day 
t, and is a vector of control variables. We compared the coefficients 
generated by Equation 1 using between-subject t-tests to determine if 
the size of the effect differs between groups (e.g., men and women). 
All consumers in our sample display significantly greater spending 
compared to their average spending across product types, however, 
we find that this effect is significantly larger amongst women (=0.15, 
=0.08; p< .001), younger1 consumers (=0.13, =0.08; p< .001), and 
lower-income2 consumers (=0.23, =0.05; p< .001). This heterogene-
ity could be due to many potential sources. In particular, it could 
be argued that these groups experience greater financial constraint. 
However, past research has also indicated that anxiety is higher 
amongst these groups (Armstrong and Khawaja 2002; Misowsky and 
Ross 1999; Lindemann 1996). Therefore, could anxiety, above and 
beyond financial constraint, prior to payday lead individuals to be 
more prone to the payday effect? 

1  For age we use a median split to identify younger versus older consum-
ers (Median age = 31)
2  For income we use a median split to identify low income versus high 
income (Median income = £1,758)

In order to determine whether anxiety or financial constraint, 
as proposed by past research, could be driving the payday effect, we 
conducted three experiments. In Experiment 1 (N=246), to induce 
anxiety, we manipulated financial constraint, which is associated 
with experiencing anxiety (e.g. Hayhoe et al. 2012). This manipula-
tion allowed us to determine if the payday effect is simply due to 
experiences of financial constraint or heightened anxious feelings. 
In a highly detailed hypothetical scenario, all participants read about 
events during a two-week period of their life where prior to their 
paycheck they experienced a sudden negative shock, a $50 parking 
ticket. Participants were randomly assigned to one of two experimen-
tal conditions that manipulated financial constraint. Participants in 
the constrained condition were told they had to cut back on their av-
erage daily spending prior to payday after a negative financial shock. 
Participants in the unconstrained condition were told they did not 
have to make any changes to their average daily spending prior to 
their payday after the negative financial shock. Following this, all 
participants were told they had received their paycheck. We tested 
payday spending by asking participants to order a meal, a drink and 
a main course at a restaurant, the day after receiving their paycheck. 
We found that though experiencing financial constraint increased 
anxiety (MConstrained=4.61, MUnconstrained=3.39; p< .01), it did not produce 
significant differences in the total cost of participants meal choices 
(p> .1). However, higher anxiety was significantly related to larger 
amounts spent at the restaurant (𝛽 = 1.48, p= .02). 

In Experiment 2 (N=701), we examined why anxiety might 
lead to increased spending. Past research has indicated that anxiety 
leads individuals to construe money differently, like overestimate the 
physical size of money (Zaleskiewicz et al. 2013). Similar to Experi-
ment 1, we presented participants with a hypothetical scenario about 
a typical week in their life. To ensure that participants did not experi-
ence any undue financial constraint, all participants were told that 
they had $500 in their checking account a week prior to receiving 
their paycheck. To determine if anxiety leads to changes in the way 
individuals construe their income, consistent with past research, we 
asked participants to indicate their current level of anxiety and how 
much their paycheck feels like a “bonus” on a 7-point scale. To deter-
mine if individual’s construe their income differently, we conducted 
a regression analysis controlling for participants average level of 
anxiety. We found that those with higher anxiety reported that their 
income felt more like a bonus (𝛽 = 0.22, p< .001). 

While the first two experiments provide initial support for our 
proposition that anxiety drives payday spending, in Experiment 3 
(N=293), we test the full model. Specifically, we examined if con-
struing income as a windfall explains the relationship between anxi-
ety and increased spending on payday. Using the same manipulation 
as Experiment 1, in Experiment 3 we asked participants to indicate 
their preference for a cheap versus expensive restaurant following 
receipt of their income. Specifically, participants were asked to rate 
their preference between two restaurants; one where the average din-
ner was in the $10-30 price range versus one where the average was 
in the $25-45 range on a 7-point scale (Scale: 1=Definitely restaurant 
1 to 7=Definitely restaurant 2). The restaurant choices were coun-
terbalanced to ensure there were no order effects. We again find that 
experiencing financial constraint increased anxiety (MConstrained=4.89, 
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MUnconstrained=3.32; p< .01). However, experiencing financial constraint 
did not produce significant differences in restaurant preference (p> 
.1). Consistent with our anxiety account, we first find that experienc-
ing higher anxiety is significantly associated with a preference for 
the more expensive restaurant (𝛽 = 0.21, p= .001) and construing 
income as a bonus mediated this effect (95% CI = [0.05, 0.17]). To 
examine the entire model, we conducted a path analysis. We found 
that the hypothesized model fit the data well (CFI=0.99; GIF=0.98; 
AGIF=0.94; RMSEA = 0.049; SRMR=0.44). Specifically, we found 
that financial constraint lead to significantly higher levels of anxiety 
(p< .001), experiencing higher levels of anxiety was significantly 
related to construing income as a windfall (p< .001), and construing 
income as a windfall was significantly related to preferring the more 
expensive option (p< .05). 

Collectively, our experiments shed light on the mechanism un-
derlying previous findings regarding the payday effect. Mainly, we 
find that there is anxiety associated with financial constraint, which 
drives the payday effect for lower income individuals rather than fi-
nancial constraint alone. Thus, if anxiety is driving the payday effect 
than we should expect to see a reduction in the payday spending for 
groups that typically experience greater anxiety when uncertainty is 
reduced. 

To examine if a budgeting application could reduce an individ-
ual’s uncertainty, we conducted a pilot study (N=99). Specifically, 
we wanted to understand what the purpose of a budgeting applica-
tion is and why individuals used or would use a budgeting appli-
cation. We asked participants to indicate their level of agreement 
with a number of statements regarding the purpose of a budgeting 
application (Scale: 1=Strongly disagree to 7=Strongly agree). We 
find that individuals believe that a budgeting application restores a 
sense of control (M=5.75), reduces uncertainty (M=5.54), and re-
duces anxiety (M=4.84). However, we also found that individuals 
did not believe that a budgeting application would make decisions 
for them (M=3.10). As such, using the same econometric specifica-
tion in Equation 1 we examined the difference in payday spending 
prior to consumers using the Money Dashboard application and after 
they began using the application, conditional upon them logging into 
the application at least once. Consistent with our prediction, we find 
that those who are most likely to experience greater anxiety display 
the greatest proportional reduction in the payday effect after using 
the budgeting application. 

In sum, these results demonstrate that experiencing anxiety 
prior to receiving a paycheck can lead individuals to increase the 
amount they are willing to spend. Further, we find that higher lev-
els of anxiety lead individuals to think of their predictable income 
like a windfall, which facilitates spending. We also provide evidence 
that reducing uncertainty leads individuals, especially those who are 
most likely to experience anxiety, to reduce their payday spending 
consistent with our anxiety explanation. These results begin to pro-
vide some understanding for many individuals who are in a vicious 
cycle of living paycheck to paycheck, over and above just financial 
constraint alone. In addition, this work begins to provide some in-
sight into practical interventions that can be used to curb overspend-
ing behaviors on payday. 

REFERENCES
Archuleta, K. L., Dale, A., and Spann, S. M. (2013), College 

Students and Financial Distress: Exploring Debt, Financial 
Satisfaction, and Financial Anxiety. Journal of Financial 
Counseling and Planning, 24(2), 50-62.

Armstrong, K. A., and Khawaja, N. G. (2002), Gender differences 
in anxiety: An investigation of the symptoms, cognitions, 
and sensitivity towards anxiety in a nonclinical population. 
Behavioural and Cognitive Psychotherapy, 30(2), 227-31.

Baker, P. M., and Hagedorn, R. B. (2008), Attitudes to money in 
a random sample of adults: Factor analysis of the MAS and 
MBBS scales, and correlations with demographic variables. 
The Journal of Socio-Economics, 37(5), 1803-14.

Carroll, C. D. (1997), Buffer-stock saving and the life cycle/
permanent income hypothesis, The Quarterly Journal of 
Economics, 112(1), 1-55.

Deaton Angus, S. (1991), Saving and liquidity constraints. 
Ecomometrica, 59(5), 221-48.

Drentea, P. (2000), Age, debt and anxiety. Journal of health and 
Social Behavior, 41(4), 437.

Gasiorowska, A. (2014), The relationship between objective and 
subjective wealth is moderated by financial control and 
mediated by money anxiety, Journal of Economic Psychology, 
43, 64-74.

Gelman, M., Kariv, S., Shapiro, M. D., Silverman, D., and Tadelis, 
S. (2014). Harnessing naturally occurring data to measure the 
response of spending to income. Science, 345(6193), 212-15.

Hall, R. E. (1978), Stochastic implications of the life cycle-
permanent income hypothesis: theory and evidence, Journal of 
political Economy, 86(6), 971-87.

Hayhoe, C. R., Cho, S. H., DeVaney, S. A., Worthy, S. L., Kim, J., 
and Gorham, E. (2012), How do distrust and anxiety affect 
saving behavior?. Family and Consumer Sciences Research 
Journal, 41(1), 69-85.

Kaplan, G., and Violante, G. L. (2014). A model of the consumption 
response to fiscal stimulus payments. Econometrica, 82(4), 
1199-239.

Lindemann, C. G. (Ed.). (1996), Handbook of the treatment of the 
anxiety disorders. Jason Aronson.

Mirowsky, J., and Ross, C. E. (1999), Economic hardship across the 
life course. American Sociological Review, 548-569.

Olafsson, A., and Pagel, M. (2018), The liquid hand-to-mouth: 
Evidence from personal finance management software, The 
Review of Financial Studies, 31(11), 4398-446.

Parker, J. A. (1999), The reaction of household consumption 
to predictable changes in social security taxes, American 
Economic Review, 89(4), 959-73.

Souleles, N. S. (1999), The response of household consumption 
to income tax refunds, American Economic Review, 89(4), 
947-58.

Zaleskiewicz, T., Gasiorowska, A., Kesebir, P., Luszczynska, A., 
and Pyszczynski, T. (2013), Money and the fear of death: The 
symbolic power of money as an existential anxiety buffer. 
Journal of Economic Psychology, 36, 55-67.


