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Abstract

The discrete choice to adopt a financial innovation affects a household’s exposure to
inflation and transactions costs. We model this adoption decision as being subject to an
unobserved cost. Estimating the cost requires a dynamic structural model, to which we
apply a conditional choice simulation estimator. A novel feature of our method is that
preference parameters are estimated separately, from the Euler equations of a shopping-
time model, to aid statistical efficiency. We apply this method to study ATM card
adoption in the Bank of Italy’s Survey of Household Income and Wealth. There, the
implicit adoption cost is too large to be consistent with standard models of rational
choice, even when sorted by age, cohort, education or region.

Bank topics: Bank notes; Econometric and statistical methods; Financial services
JEL codes: E41; D14; C35

Résumé

Le choix discret d’adopter une innovation financiere influe sur I’exposition d’un ménage
a I'inflation et aux coflits de transaction. Nous modélisons cette décision d’adoption en
considérant un colt non observé. L’estimation du colit nécessite un modele structurel
dynamique, auquel nous appliquons un estimateur de simulation de choix conditionnel.
Notre méthode est nouvelle en ce qu’elle permet d’estimer séparément les parametres de
préférences, a partir des équations d’Euler d’un mode¢le portant sur le temps passé a faire
les magasins. Notre démarche vise a améliorer I’efficience statistique. Nous appliquons
cette méthode pour étudier I’adoption d’une carte bancaire en nous appuyant sur
I’enquéte sur le revenu et la richesse des ménages (Survey of Household Income and
Wealth) menée par la Banque d’Italie. D’aprés les données d’enquéte, le colt implicite
d’adoption est trop élevé pour étre compatible avec les résultats des modeles standard de
choix rationnel, et ce, méme lorsqu’un tri est opéré selon 1’age, la cohorte, le niveau
d’instruction ou la région.

Sujets : Billets de banque; Méthodes économétriques et statistiques; Services financiers
Codes JEL : E41; D14; C35












































































































Figure 3: Money-Consumption Ratio for ATM Card-Holders and ATM Non-
Card-Holders

ATM non-card-holders

ATM card-holders

Note: Authors’ calculations of the money-consumption ratio (mr/c) for ATM card-holders and ATM
non-card-holders from the SHIW.
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Figure 4: CRRA Euler Equation
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Notes: These figures are generated from Table 3. They show the estimated heterogeneity in the level (5\0,1‘)
and ATM card-holders shift (§o;) in money demand.

36



Figure 5: Log Euler Equation
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Notes: These figures are generated from Table 3. They show the estimated heterogeneity in the level (5\0,1‘)
and ATM card-holders shift (§o;) in money demand.
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Figure 6: ATM Card Adoption, Money-Consumption and Wealth-Consumption
Ratio
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Note: Authors’ calculations of the mean money-consumption ratio (mr/c) and wealth-consumption ratio
(w/e) over a three-period window for adopters of ATM cards (0,1,1) with adoption during the year: 1993
(top left), 2000 (top right), and 2002 (bottom left). For comparison, the always-adopters of ATM cards
(1,1,1) and never-adopters (0,0,0) are provided.
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Figure 7: Sensitivity of Adoption-Cost Estimates to the Discount Factor
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Note: This figure illustrates the median parameter estimates and the 95 percent confidence intervals (based
on 1,000 bootstrap samples) of &, (blue, left vertical axis) and & (green, right vertical axis) versus the value

of the discount factor, 3 (horizontal axis).
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