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Job Market Paper

Deeper Habits

Inertia in consumption is a well-established fact both at the aggregate and at the
individual goods level. Whether inertia results from habits or costs, however, remains an
open question. We use an experimental approach to distinguish between the two. In an
experiment that replicates the consumption/savings problem we find that our subjects
exhibit inertia even when their objective is time-separable and there are no external
switching costs. We argue that consumers condition on past actions as a way of
economizing on cognitive resources. We develop a model of “rationally inattentive
reconsideration” and estimate the costs of inertia in our set-up to be around one percent
of consumption.
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