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Abstract

Households often learn about the macroeconomy through social communications. We show
how communication via social networks allows idiosyncratic shocks to propagate into meaning-
ful macroeconomic responses. We first motivate such a mechanism by showing the responses
of daily consumption spending of U.S. counties to plausibly exogenous variations in their
social-network exposure to the COVID-19 conditions of geographically remote regions. Vari-
ous identification strategies confirm that the detected consumption responses were primarily
through the channel of expectations, rather than preference interdependence or physical infec-
tion risks. Then, we incorporate a belief formation mechanism through social networks into
an otherwise standard heterogeneous-agent consumption model. We show that a pandemic-
augmented version of this model, where infections initially hit a fraction of more connected
regions and gradually propagated via social networks, produces macroeconomic dynamics more
aligned with the empirical patterns of aggregate consumption and cross-sectional variations.
We also show that such a mechanism is more relevant when the initial shocks hit the more
connected agents and when the influences are more dispersed in the network.
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1 Introduction

Household expectations are increasingly recognized as a central driver of aggregate macroeconomic
activity,! but much less is known about their determinants, especially how social networks can
transmit shocks. In particular, individuals may adjust their consumption as a function of not only
direct shocks and changes in their information set, but also what their friends convey to them,
particularly with the growing importance of social media (Westerman et al., 2014; Ritter, 2020).

Unfortunately, isolating the role of social networks is challenging because of the “reflection prob-
lem” (Manski, 1993, 2000): fluctuations in individual consumption may simply reflect unobserved
and correlated shocks to others in their same social network. We overcome these standard challenges
by leveraging the COVID-19 pandemic as a shock to pre-existing social ties, building a heteroge-
neous agents model consistent with the data to conduct counterfactual simulations over the role of
social networks in explaining changes in consumption and aggregate activity. Unlike the bulk of
contributions thus far that have focused on first-moment shocks,? we explicitly model expectations
and social networks to quantitatively evaluate how information travels and influences consumption.
While our model is calibrated to data from 2021-2021 to exploit variation from COVID-19, our
model could be used to study a wide array of social phenomena. Understanding how information
transmits across the social network, influences individual beliefs, and in turn affects aggregate con-
sumption, is especially important in an era of high uncertainty and politicization (Dietrich et al.,
2022; Canes-Wrone et al., 2022; Baker et al., 2020a; Eichenbaum et al., 2022).

The first part of our paper provides reduced-form evidence that information propagated through

'For a relatively small yet actively expanding literature on social mechanisms on economic expectations, see,
for example, Shiller and Pound (1989); Hirshleifer et al. (2023) on stock investment, Carroll (2003) on inflation
expectations, and Piazzesi and Schneider (2009), Burnside et al. (2016), Bailey et al. (2018a), Bailey et al. (2019) on
housing investment and mortgage choices. Carroll and Wang (2023) does an extensive survey of this literature.

ZSee Krueger et al. (2022), Coibion et al. (2020a), Bartik et al. (2020), Cajner et al. (2020), Baker et al. (2020b),
Coibion et al. (2020b), Eichenbaum et al. (2022), Makridis and Hartley (2020) and Guerrieri et al. (2020).



social networks has an effect on consumption. Using a combination of transaction-level data of 5.18
million consumers from Facteus and the Social Connectedness Index (SCI) from Facebook (Bailey
et al., 2018a), we find that a 10% increase in SCI-weighted cases and deaths is associated with a
0.15% and 0.42% decline in consumption, respectively. We also find that these declines are greater
among social-contact-based consumption categories and activities away from home. For instance,
each 10% increase in SCI-weighted cases is associated with a 0.5% decrease in clothing, footwear,
and cosmetics, a 1.1% decrease in contract-based service, and a 1.2% decrease in travel. These
decreases are two-to-three times as large as the drop in average spending. We implement several
robustness exercises. First, we control for state x day fixed effects, which isolates variation across
counties in the same state. Furthermore, we show that increases in SCI-weighted infections are
associated with stronger declines in consumption when stay-at-home orders are in place. This
is consistent with the idea that online social networks are more influential when consumers are
unable to gather information through local in-person communications. Second, we conduct a wide
array of heterogeneity exercises, showing that the heterogeneous treatment effects align with theory
(e.g., greater effect in younger counties since social networks are more prevalent with millennials).
Finally, we exploit counties’ heterogeneous exposure to day-to-day changes in infections in South
Korea, Italy, France, and Spain. We find similar results even when we restrict our sample to days
between February 15th and March 15th 2020 prior to the U.S. national pandemic response.

The second part of the paper constructs a tractable model of social-network-based learning in
which agents both learn from respective local news and communicate their posterior beliefs about an
aggregate hidden state via a network. The model combines various existing models of expectation
formation at the individual level with “naive learning” (DeGroot, 1974; DeMarzo et al., 2003) at

the social level.?> Naive learning assumes that individuals’ partial belief updating is a weighted

3For instance, diagnostic expectations (Bordalo et al., 2020), and information rigidity (Coibion and Gorod-
nichenko, 2015a).



average of their friends’ posteriors, and the relative weights are proportional to the strength of the
interpersonal ties. Due to asymmetric influences of different agents in the network, naive learning
results in additional inefficiency in information aggregation. This also allows idiosyncratic shocks
to be gradually propagated into society and has persistent aggregate belief effects. Such effects
are especially salient when the shocks hit the most connected locations and when the agents have
more dispersed influences. We integrate this social-communication mechanism into a pandemic-
augmented quantitative consumption model featuring market incompleteness. We assume that
individuals learn about the imperfectly observable aggregate transmission of COVID-19 via changes
in local infections and then communicate their beliefs via a network, reflecting the gradual spread of
information and beliefs over the course of the pandemic. Meanwhile, local infections also negatively
affect income and preferences toward contact-based consumption.

After matching the pre-pandemic cross-sectional consumption inequality and externally esti-
mated dynamics of infection, our model generates economically significant impacts of the social
network on the consumption responses. For instance, following a one-time 10% increase in local
infections to the top one-third “influencers” in the economy, a medium degree of social communica-
tion in the model moderated the initial cut in spending by 0.5 percentage points compared to the
scenario of zero social communication. This is economically meaningful: it corresponds to a differ-
ence of 5 percentage points in terms of the consumption responses to a standard permanent income
shock. Our results also help explain the slow recovery of consumption due to the stickiness in belief
adjustment induced by social communications. In addition, a higher dispersion in influence in the
social network in 2019, relative to in 2016, also explains the the observed aggregate consumption
responses. In sum, our model shows how social networks can propagate the effects of idiosyncratic
shocks and generate consumption dynamics that are more consistent with the empirical regularities.

Our paper most closely contributes to an emerging series of studies on the effects of social



networks on economic decisions (Bailey et al., 2018a, 2019, 2022a; Makridis, 2022). Unlike the
large body of work on peer-effects via preference dependence, this literature emphasizes the role
of influence channeled via expectations/beliefs, although direct evidence using belief data remains
rare. Closely related to our paper is Eichenbaum et al. (2022), showing how accounting for consumer
expectations about COVID-19 can explain the decline in expenditures. Our empirical results show
similar effects as these studies, but we take one step further to build a model of belief formation
reflecting social influences and apply it to a macroeconomic setting. We show it has important
implications for the macroeconomic response and dynamics following shocks. Although we have
calibrated it to a COVID-19 setting, the model is general and provides a handy framework to
incorporate social-network-based learning in different macroeconomic settings such as the housing
market, where social communication has a large role to play in driving aggregate beliefs in the
presence of local and aggregate news (Burnside et al., 2016; Bayer et al., 2021).

Our work is also related to a line of theoretical work on social learning that mostly focuses
on equilibrium and asymptotic properties like the naive learning originally formulated by DeGroot
(1974), Friedkin and Johnsen (1999) and DeMarzo et al. (2003). Further extensions of these models
also explore the existence of the “wisdom of crowds” (Golub and Jackson, 2010) and the spread
of misinformation (Acemoglu et al., 2010). Our model modifies their formulation into a dynamic
setting, with newly arriving signals used for private updating. More importantly, our focuses are
on dynamics and responses to local and aggregate shocks and how it is translated into aggregate
belief changes and outcomes instead of long-run properties. We think this is especially relevant for
understanding how to quantitatively model macroeconomic shock propagation mechanisms.

In addition, we directly contribute to a large literature on the household response of consump-
tion to macroeconomic shocks, which focuses on the impact of income volatility and borrowing

constraints (Zeldes, 1989; Pistaferri, 2001; Gourinchas and Parker, 2002), stimulus (Di Maggio



et al., 2017; Fuster et al., 2018), tax rebates (Souleles, 1999; Johnson et al., 2006; Agarwal et al.,
2007), sentiment(Carroll et al., 1994; Gillitzer and Prasad, 2018) on consumption. Quantifying how
shocks affect consumption is important for understanding the presence of partial insurance and the
pass-through of shocks (Blundell et al., 2008; Kaplan and Violante, 2010, 2014; Heathcote et al.,
2014).% Our results highlight how social communication and information transmits these shocks in
a more realistic setting of imperfect information and individual over (under)reactions.

Finally, our paper is related to an emerging empirical literature on the role of personal experience
in expectation formation. Studies have highlighted the role of personal experience in forming
beliefs about future returns (Cogley and Sargent, 2008), inflation (Malmendier and Nagel, 2016;
Coibion and Gorodnichenko, 2015b), energy prices (Binder and Makridis, 2020), housing prices
(Kuchler and Zafar, 2019), macroeconomic activity (Malmendier and Nagel, 2011; Makridis, 2022;
Makridis and McGuire, 2020), asset prices (Malmendier et al., 2018), political preferences (Giuliano
and Spilimbergo, 2014), and consumption (Malmendier and Shen, 2021). Our evidence on social
communications corroborates this literature as well, as essentially communications are part of the
experiences, and it is fair to conjecture that the effects of experiences on expectations are by and
large reinforced via interpersonal communications. This is reminiscent of models of macroeconomic

expectation formation of average households via interpersonal communications (Carroll, 2003).

2 Data and Measurement

The transaction-level data is provided by Safegraph and Facteus based on an anonymized panel of
roughly 5.18 million debit card users’ daily spending records between January 1st, 2017 to June

30th, 2020.° Average nationwide daily spending of the whole sample is 194 million dollars from a

4See Jappelli and Pistaferri (2010) for a survey.
STransactions are collected from primarily four types of cards providers across the United States: (1) bank debit
cards whose majority users are young people, (2) general-purpose debit cards that are primarily distributed by



total of 2.3 million transactions. Despite some limitations, three features make the data particularly
useful to our analysis.® First, there is rich geographic heterogeneity. In particular, transactions are
partitioned by the residential zipcode of the card user. We then aggregate zip-level transactions
into county-level consumption observations of 3051 counties (out of 3141 in the United States as
of 2019). For zip zones that are associated with multiple counties, we allocate total consumption
to its multiple corresponding counties based on its population weights. To ensure the county-level
consumption is not biased by abnormal individual users’ records and extreme values, we restrict
our sample to include only county-day observations with more than 30 card users. Daily average
consumption expenditures per card user is roughly $40 based on 0.5 transactions.

Second, there is high-frequency variation. In particular, we exploit the daily variation in trans-
actions to identify the response of consumption to news about the pandemic. Since the epidemic
crisis has eclipsed nearly ever other national and international event with release of daily news on
the number of infections and deaths, daily records provide much cleaner variation than the common
alternative of monthly data to recover the effects of news and social media. Although the transac-
tion data goes back to 2017, we restrict the sample to the period between February 1st and June
30th with a total of 152 days and roughly 450,000 county x day observations. This period spans
from the early spreading stage of the COVID-19 in Asian and European continents to the peak of
the crisis within the United States. Depending on if the focus of analysis is domestic or interna-
tional, we split our sample with the cutoftf date of March 15—a widely acknowledged watershed in
nationwide response to the crisis in the country.

Finally, the spending transaction is recorded by the merchant’s type identified by its merchant

merchants and retailers, (3) payroll cards used between employers and employees, and (4) government cards.

60One limitation of our data is that the location of a transaction differs from the location of residence; we only
observe the latter. While we suspect that exploiting county-level (rather than zipcode-level) variation mitigates this
concern, since people consume locally most of the time, we view potential misclassification as a source of measurement
error (Chen et al., 2011). This would bias us against finding a result. We nonetheless conduct robustness where we
investigate potential heterogeneous treatment effects in areas that have high versus lower levels mobility in “normal
times", i.e. college towns.



classification code (MCC), a commonly adopted classification scheme by major card providers such
as Visa/Mastercard. This allows us to study the consumption responses by category. We group
each one of the 982 MCCs into 16 broad categories based on their degree of exposure to the
infection risks.” For instance, eating/drinking/leisure outside the home, contact-based services
such as barbershops, and travel are expected to be most severely hit by the infection risk. Grocery
and food shopping, financial services, and housing utilities, in contrast, are expected to have mild
responses to the pandemic news during this period. In Appendix A.1, we validate that both the
category coverage and time-series pattern from our constructed series of consumption represents
the pattern in the commonly used macro consumption data series well.

We also draw on the Social Connectedness Index (SCI) from Facebook®, introduced originally
by Bailey et al. (2018b) to study how information about housing prices is diffused among social
networks and affects the decision to rent versus own a home. This data are now used more widely
to understand how social ties are related with economic activity (Bailey et al., 2018b) and expecta-
tions about macroeconomic activity (Makridis, 2022). The index is constructed from anonymized
information between all Facebook users, counting the number of friendship ties between county ¢
and every other county ¢ in the United States. We use the 2019 data extract. Each user is limited
to a total of 5,000 friends on a profile. Network ties require that both sides agree. Finally, we
obtain the number of COVID-19 infections and deaths at the county x day level from the Center

for Systems Science and Engineering from Johns Hopkins.”

3 Reduced-form Evidence

"See Section A.2 in the Online Appendix for examples of merchant types that fall into each category.

8Till 2011, there were about 149 million users of Facebook in the U.S. out of the 260-million eligible population,
15.9 billion edges, an average of 214 friend ties per user (Ugander et al. (2011)).

9Gee Figures A.3 and A.4 in Section A.3 of the Online Appendix.



3.1 Identification Strategy

In order to identify an individual county’s consumption responses to heterogeneous information
exposure to COVID news, we draw on the Social Connectedness Index (SCI) to produce an SCI-

weighted index of COVID-19 cases and deaths:

COVIDI" =3 (COVIDyy x SCI../) (1)
c'#c

where COVIDSCT denotes the logged SCI-weighted number of cases or deaths in connected
counties, COVID. ; denotes the logged number of cases or deaths in county ¢, and SC1,. denotes
our measure of the SCI. We underscore two important features about our construction of SCI. .

First, we omit the number of friendship ties between county ¢ and itself, thereby exploiting only
the variation in its exposure to other locations. This means that Equation 1 will not “double count”
local infections. Second, we normalize the number of friendship ties in a county to its total number
of friendship ties, thereby exploiting the relative exposure to other locations. This means that
differences in the level of friendship ties will not explain differences in consumption; only relative
differences across counties.'® Using this SCI-weighted index of the number of cases and deaths, we

consider regressions of the following form that also control for local infections:

Y, =yCOVIDZ" + ¢COVIDey + Co + A + €cy (2)

where ¥, denotes logged consumption for county ¢ on day ¢ for category-k consumption good,
c,t

and ¢ and A\ denote fixed effects on county and day-of-the-year. We cluster standard errors at the

10For example, suppose that county A has 100 friendship ties with county B and county C. If county D has
1000 ties with both county B and C, then the level of friendship ties would differ, but the relative amount is the
same. Because we do not want to confound differences in the level of social media and/or network exposure with
consumption, but rather focus on the connectivity to different locations, we normalize our measure. However, we
also obtain qualitatively similar results if we leverage the differences in levels too.



county-level to allow for arbitrary degrees of autocorrelation over time.

Our identifying variation in Equation 2 comes from the fact that the social network in a county is
pre-determined with respect to the infections that it and others faces over the pandemic. Consider,
for example, two counties that share the same population, industrial and occupational composition,
and education and age distributions. To the extent that they are both heterogeneously connected
to different external counties, then their local response might differ as some residents hear more
pessimistic versus optimistic information. We believe that the variation in heterogeneous exposure
to other counties is plausibly exogenous. We also consider additional robustness exercises where we
exploit the exposure of different countries to the pandemic based on their social connectivity before

the quarantines began in the United States in March 2020.

3.2 Main Results

Table 1 documents the results associated with Equation 2. We begin with a standard fixed effects
estimator in columns 1 and 6, exploit variation within the same county over time. We find that
a 10% rise in SCIl-weighted cases and deaths are associated with a 0.51% and 0.62% decline in
consumption expenditures, respectively. One concern with these results, however, is that we are
failing to control for local infections and deaths. If, for example, counties that are relatively more
exposed to counties with higher infections also have higher infections themselves in some time-
varying way, then we may obtain downward biased coefficient estimate.

To address these concerns, columns 2 and 7 control for logged county cases and deaths. Con-
sistent with our concerns about the potential for bias, our point estimate on the SCI-weighted
infections index declines: a 10% rise in SCI-weighted cases and deaths is associated with a 0.15%

and 0.42% decline in consumption expenditures respectively. Moreover, increases in contempora-
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neous local cases are also associated with declines in consumption, but with a lower magnitude.
Local deaths also decrease consumption by a similar degree, but are statistically significant. We
have also experimented with one-week and two-week lags on county cases and deaths because of
the incubation period for the virus, but the results are not statistically different: if anything, the
gradient on SCI-weighted cases is slightly higher.

Yet another concern is that state policies vary considerably over these months. Even though
there was a national quarantine, states introduced policies of varying restrictiveness, including
stay-at-home orders (SAHOs). For example, Ali et al. (2021) find that the adoption of SAHOs is
associated with a persistent decline in job postings for early care and education. This may also
impact consumption by shifting the composition of goods and the overall amount of goods as people
stay home. Consistent with this interpretation, columns 3 and 8 show that the adoption of a SAHO
is associated with a 5.6-5.8% decline in consumption. Moreover, increases in SCI-weighted cases
and deaths continue to have a negative association with consumption.

Next, we exploit variation in SAHOs to provide an additional diagnostic into the potential causal
interpretation of our estimates. If social networks have a causal mediating effect on consumption,
then our estimates should be concentrated in states and days that have enacted SAHOSs since they
keep individuals in doors where they are more likely to rely on social networks for information
through, for example, Facebook, rather than through in-person interactions. Consistent with our
hypothesis, columns 4 and 9 show that a 10% rise in SCI-weighted cases and deaths following the
adoption of a SAHO is associated with an additional a 0.24% and 0.26% decline in consumption
expenditures, which is roughly twice the magnitude obtained in columns 2 and 7. These coefficients
are also more precisely estimated, significant at the 1% level.

Although we have taken measures to control for local infections and focused on areas with low

mobility due to SAHOs, it is still possible to question whether individuals’ consumption responses
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to online exposures are primarily driven by concerns about immediate physical infection risk in
their own neighborhoods. This is because people are more likely to be connected online to others
who are physically close to them. To address this concern, we conducted additional analyses in
Columns 5 and 10 using alternative SCI-weighted measures that only include connected counties
outside the state. Remarkably, we found that the coefficients in these columns remain significantly
negative. Specifically, a 10% increase in out-of-state SCI-weighted cases and deaths is associated
with a decline in consumption spending of 0.16% and 0.59%, respectively.

Furthermore, to account for the fact that physical proximity extends beyond state borders, we
included regression results in Section A.4 of the Appendix, that jointly control for SCI-weighted cases
and corresponding measures weighted by physical distances. Importantly, the statistical significance
of the coefficients for SCI-weighted cases and deaths remains unchanged in these analyses.

Did the spending responses differ across different types of consumption? If the reactions were
mostly due to concerns about the infection risk, instead of about the economic conditions of the
connected regions, the responses should be the strongest in the types that bear the highest risk
of COVID. We did find that this is the case. Figure 1 documents these results by reporting the
coefficients associated with major categories of goods, which we created based on merchant category
codes (MCC) in the transaction data. Both the direct effect of infections and the indirect effects of
social communications are reported. We find that clothing, footwear, and cosmetic products decline
the most, followed by contact-based services, durables, travel, and eating or drinking outside the
home. For example, a 10% rise in SCI-weighted infections is associated with nearly a 0.5% decline
in clothing, footwear, and cosmetic spending, whereas the effects on grocery/food or home leisure
spending are nearly zero. These results are consistent with Coibion et al. (2020b) who find a 31 log
point drop in consumer spending concentrated in travel and clothing. Similarly, we see the largest

association for contact-based consumption: a 10% rise in SCI-weighted infections is associated with



12

'020% ‘U0€

aun[ 07 ST YoIRJN Uem1aq st porrod o[dures oy, ‘[9A9] A1UNOD 9} 1@ PAISISN[D dIv sIolle plepuelg ‘Ajrurxold [eorsAyd I0] [0I3U0D 01 998IS SRS O) UIYIIM SOIIUNOod SUIPN[OXO [HS OY) JONIISUOD
(S97'IS T30, PIJOULD oI eI} SO[(RLIRA IN() ‘SUOIIRIO[ IaYj0 0} ainsodxs aAre[al oy Surjiojdxe Aqaiay) ‘sery dIYsSpPULLY JO IaqUINU [€}07 ST 0} AJUN0d ® Ul so1) dIYspuslij JO Iaquinu pa[eds oY)
QZI[RWLIOU O\ "TDS O} JO SINSBOUWI INO $230ULP ° 7 )G PUR *,2 AJUNOD UL SYILOP 10 S9SED JO IDqUINU PSSO 9y} $9j0Usp + 2(T] A(O) ‘SOIIUNO0D POIOUUOD Ul SYFEIP 10 SOSED JO IOQUINU POIYSOM-TDS
Poa3307 o1y sejousp ~OMQ~>QD aroym (2198 X ¥ PATA0D) \UHW = TWMQN\VOD :SMO[[O] SB POJONIJSU0D ST XOpUl [Jeap Pur sosed pajydom-[)§ InQ "xopul ainjipuadxe uorpdwnsuos peuosiod
[euoIRU 9} Aq PaR[OP ST UopdWNsUOy) '$109Jo PIXY-ou) PUR AJUNOD UO [RUOIIIPUOD ‘SYIRIP PUR SUOIOQJUT AJUunod pa33o] pue (J[os)l Yiim so1) diyspuoLyj s,0 AJuNod JuIpnioxe) suorjdejur pajy3om
-1DS pe88o[ uo Surpuads uorpdwnsuod paSS0[ JO SUOTSSAISAI M POJRIDOSSE SIUSIOYJP0D 91} s10dal a[qe) Y], 'snejdeq ‘6T0G 10J (IDS) XOPU] SSoUPIOaUUO0)) [RIDOS JOOGadR,] :SOIINOG—SIION

w@»ﬁ w®> m®> OZ OZ m@»% m®> m®> OZ OZ mrrH SQQOE X @p@gm
m®> m®> m®> OZ OZ w®> w®> w®> OZ OZ wwﬁoﬂonﬁ @p@pm
w@»f m@»% m@xﬁ m@xﬁ m@xﬁ w®> w®> m®> m@»% w®> mrm @Ewrﬁ
m®> m®> w®> m®> m®> m®> m®> m®> w@%» w®> m,m %QQSOO
CPOTGE  GPOTGE  GPOTGE  GPOTGE  GFOTCE  GFOTGE  CFOTGE  GFITGE  GPITGE  CPITGE ozig ojdureg
L6 L6 L6 L6 L6 L6 L6 L6 L6 L6 porenbs-y
ool [vool  [wo0]  [1007] [coo]  [eoo]  [eoo]  [F007]
L00- w800 .900-  €00°- el TO™  a8T0" w810 4eGTO'- (styea(q £ymop))Sog
[co0]  [eo0]  [eo0]  [¥007] ool  [vool  [vo0l  [¥007]
G00- €00 €00 .ET0°- 900 900 L9007 weCT0- (sesen £yumop))Sog
[2107]
680" (so9e1§ YO ‘sYIRI( POISIOM-T)G)FO[
[600]
910~ (soyelS 10YIQ) ‘sose)) poyySom-1)H§)30]
[500]
€10l [eto]  foto]  [8007]
b0 xn€90  anlFO ™ 4en890°- (syrea(] poyySrom-1DS)8o]
700
P20 OHVS X
[600]  [800]  [8007]  [2007]
€00 LFT0-  LCT0-  weslCO- (soseD) paySem-1HS)So]
[co0]  [go0  [g00] lcoo]  [e10  [g007]
w0907 B FO™ 1es0G0°- 860" L00°  wx8G0- OHVS seH
(01) (6) (8) (L) (9) () (%) (¢) (2) (1)
(semyrpuadxy] uorpdumsuo)))307 = -rea “do(]

SYJRO(] PUR SOSBY) SILITARUOIO)) POJIOUUOI-A[[RIDOG UL SoseoIoU] 0} sosuodsoy uonydwmnsuo)) :T a[qe],



13

a 1.3% decline in consumption.

Figure 1: Consumption Response to COVID-19 Shocks, by Consumption Category

log(county cases) log(SCl-weighted cases)
ITA —— o
alcohol and tobacoo —— ——
clothing, footwear and cosmetic - —— —
contact-based service | —*— —
durable —— —
eating/drinking/leisure outside home - —— ——
financial service —-— —o—|
grocery and food —— ——
home leisure - P -~
housing and utilities —— —
non-contact-based - —— —
other —— ——
shopping —-— ——
transportation —~o— -
travel - —— ——
06 -04 -02 0 .02-15 -1 -05 O

Notes.—Source: Facebook 2019 Social Connectedness Index (SCI) and Facteus. The figure reports the coeflicients associated with
regressions of logged consumption in a county on the logged number of COVID-19 cases (Panel A) and the logged number of SCI-
weighted cases (Panel B) by category of consumption. Each transaction is classified as one of the following category based on its
merchant category code (MCC).The sample period is between March 1st to June 30th, 2020

3.3 Heterogeneous Treatment Effects Across Space

We now turn towards evidence of heterogeneity in the treatment effects by county characteristics.
We control for the direct effects of county infections and deaths, focusing on variation in the SCI-
weighted infections. We focus on per capita income, the age distribution, population, the share of
digitally-intensive employees as defined by Gallipoli and Makridis (2018), and the share of telework-

ing employees as defined by Dingel and Neiman (2020). We partition each variable based on the
g Yy
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median value, allowing for heterogeneity above and below the median. Our results with the digital
and telework shares are both estimated on a restricted sample because we obtain them from the
American Community Survey microdata, which does not cover every county.

Table 2 documents these results. While not all the differences across different types of counties
are statistically distinguishable from one another, they are consistent with theory. For example, a
10% rise in the SCI-weighted infections is associated with a 0.47% decline in consumption among
the counties below the median in per capita income and a 0.12% decline among the rest. This
could be consistent with the presence of greater information asymmetries in lower income counties,
so individuals have to rely on more informal networks for information. However, given that our
consumption data has better coverage in lower income areas, it is possible that we simply have more
measurement error in higher income counties.

Turning towards heterogeneity in the age distribution, we distinguish among those counties that
rank above and below the median in terms of the share of individuals below age 35 and the share
of individuals above age 65. We do not see statistically different effects when we partition by the
median share of individuals below the age of 35: in both cases, a 10% rise in SCI-weighted infections
is associated with a 0.21-0.25% decline in consumption. However, when we partition on the median
share of individuals over age 65, we find that the elasticity is concentrated in counties with lower
shares, implying a 0.28% decline in consumption (compared with a 0.14% decline for counties with
higher shares of individuals over the age of 65). This is consistent with the fact that younger
individuals are more likely to pay attention to information from social media (Smith and Anderson,
2018). We also find that the effects are concentrated among counties with a larger population.

Finally, we do not see much of a difference between states that rank higher versus lower in terms
of digital intensity based on occupational composition (Gallipoli and Makridis, 2018, 2022), but we

do see a larger elasticity for states that have a higher share of telework (Dingel and Neiman, 2020).
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This could be consistent with the fact that states with more remote workers are likely to rely more

on social networks for information, rather than personal experience.

3.4 Understanding the Mechanisms

We have shown that there is an economically and statistically meaningful decline in consumption
associated with increases in the number of COVID-19 infections in socially connected counties even
after controlling for time invariant characteristics across space and time, as well as time-varying
shocks to local health outcomes (e.g., infections and deaths). However, one concern is that these
results are plagued by other time-varying omitted variables that jointly affect connected counties
and local consumption outcomes. This section provides further evidence that the results reflect a
genuine information effect, rather than potential omitted variables.

One of the primary examples of omitted variables bias is the introduction of state-specific poli-
cies. For example, one possibility is that the introduction of emergency orders within a state
naturally lead to declines in consumption by significantly disrupting foot traffic and leading to
closures of businesses. While we show that our results are robust to controlling for state x day
fixed effects, we nonetheless explore this possibility further by exploiting variation in the staggered
introduction of state-specific stay-at-home orders (SAHOs) using data from Ali et al. (2021). If,
for example, the introduction of SAHOs and other state policies account for the decline in con-
sumption (Coibion et al., 2020b), then we should see that the effect of the SCI-weighted infections
loads on the interaction between it and the SAHOs. However, when we estimate these fixed effect
specifications, we find a statistically insignificant point estimate of -0.002. This placebo counters
the possibility that there are other unobserved and time-varying county-specific policies that vary

with both consumption and connected counties.
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We further investigate the role of social networks by turning towards measures of international
exposure for each county, leveraging the fact that some countries began experiencing the surge
in COVID-19 cases much sooner and more severely than the United States. We focus on four
countries—South Korea, Italy, Spain, and France—although our results hold on a broader set of
countries exposed early on.!! Each of these four countries successively experienced large number of
infections in different scale since late February preceding the United States.

We exploit variation along two dimensions. First, counties vary cross-sectionally in their expo-
sure to these countries. For example, whereas Maricopa County in Arizona has an SCI of 142,771
with France, San Francisco has an SCI of 258,825. Second, countries vary in their intensity of
COVID-19 shocks. Figure A.5 in the Appendix shows how Italy experienced a sharper and more
severe surge in cases than France even though its population is roughly 6 million smaller. We
now consider regressions of logged consumption on the product of the cross-sectional exposure to
a country and its time series variation in infections, conditional on the usual county and day fixed
effects. Importantly, we restrict our sample to the period between February, 15th to March, 15th,
which covers the time leading up to the full-scale outbreak in the United States.'? This allows us
to purge variation that is possibly correlated with time-varying shocks in the United States.

Table 3 documents these results. We find that there is a robust negative association between
the SCI-weighted number of infections / deaths and consumption for each country. For example,
a 10% rise in infections (deaths) in Italy for counties that are more closely connected to Italy
is associated with a 0.07% (0.52%) decline in consumption. One reason for the potentially larger

coefficient on deaths over infections stems from the way that media covers international deaths more

1 Although we would, of course, ideally include China, the Facebook data does not have representative coverage
of ties with China because their government prohibits the use of Facebook.

12\We also conduct the same analysis for the period after March, 15th for a different consideration. Since the
Federal government of the U.S. announced the travel ban from Europe in the same week, focusing on this later
period potentially shuts down the channel via which socially connected cases posed a real risk of infection. The
negative impacts of consumption by SCI weighted cases from each of this country, if any, becomes more significant.
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intensively than the number of infections, although we cannot say conclusively. We see broadly
similar treatment effects for each country, although they are smaller for France, perhaps because
the United States had already witnessed the experience of Asian countries, like South Korea, and
Spain and Italy earlier in the month of March.'3
Our finding that consumption in one county depends on the infections among connected counties—

even if they are geographically distant—builds on an emerging literature on social connectedness
(Bailey et al., 2018a, 2019, 2022a). However, separately identifying the causal effect of shocks
to a network from selection effects is challenging (Goldsmith-Pinkham and Imbens, 2013). Our
diagnostics—the combination of domestic and international connectivity—suggest that we are de-
tecting meaningful effects from social networks, rather than just selection effects, but this remains
an area of ongoing research. Our paper is also related to recent evidence from Charoenwong et al.
(2020) that finds some counties were more likely to adopt social distancing and restrictions measures
based on their exposure to Italy and China, although the data on social connectivity to China is

confounded by the fact that use of Facebook is blocked within the country.

4 A Model of Learning and Social Networks

4.1 Model Setup

In order to explore if the social influences on individual expectations identified in the previous
section have meaningful aggregate implications, we first construct a model of communications via
social networks by adapting the “naive learning” framework, as formulated by DeGroot (1974);

DeMarzo et al. (2003); Golub and Jackson (2010), to a dynamic macro setting.

13Section A.4 of the Online Appendix also presents additional diagnostics that mitigate concerns that our results
simply reflect differences in physical distance between connected counties.
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Assume N agents/nodes in the economy (corresponding to counties in our empirically measured
social network) are connected through a pre-determined social network. We use the “listening
matrix” W with a size of N x N to represent bilateral influences between any two agents 7 and j in
the network. More specifically, w; ;, the ith row and jth column of W, is the share of connections ¢
has with j in total connections of ¢ in the network (corresponding to SCI in our empirical section).
It reflects the influence j has on ¢. If a particular node ¢ has zero social connections with other
nodes, then the ith term in the diagonal of W, w;; = 1.

It then follows that each row of W always sum up to 1. The sum of each column of W, denoted
as d; = Zf\il w; j, is what the network literature refers to as the degree of j, and it reflects j’s
overall influence in the network. By construction, the average degree of all nodes is always one,

N N N
Zj di,j . Zj Zi:l Wi, j
. N - N

. = 1. Meanwhile, a higher cross-sectional dispersion in the degrees reflect

ie
a higher asymmetry in influence of different nodes in the network. Degree dispersion has been
recognized as a key property of the network that matters for aggregate belief dynamics.'*

Agents in the network are learning about an unobservable aggregate state v, (the spreading
speed of the virus in our pandemic setting) via both private signals (changes in local infections) and
social communications with connected friends. Specifically, assuming a constant weight A is given
to social communication and the rest comes from private updating, the post-communication belief
zzm is a weighted sum of privately updated belief Q@i’t and socially updated belief Z;-V:l wiﬁjﬁjﬁt_l.
The latter is the average of posteriors of all connected nodes from ¢ — 1 weighted by the degree of

influences of each node has on 7. ' )\ is one of the key structural parameters in this model. A

higher value of A implies a higher degree of social communications.

MFigure A.7 in Section A.3 of the Online Appendix plots the empirically observed distribution of degrees based
on SCI in 2016 and 2019.

15This is a variant of naive learning from Friedkin and Johnsen (1999). Instead of assuming a constant prior, we
assume it to be updated each period.
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~ A N ~
Vig = (1= N + XD wijthje (3)
=

The belief @/AJM from the private learning is a weighted average of prior @/?Lt_l and an individual

noisy signal, s;;, where a constant weight k is given to new signals.

zﬁi,t =(1- k)i/;i,tq + ks;y (4)

This formulation nests various expectation formation mechanisms developed in the literature,
including information rigidity due to noisy information (in the form of Kalman filtering, (Coibion
and Gorodnichenko, 2015a)), and overreaction due to “diagnostic expectations” (Bordalo et al.,
2020). Generally, k£ can be time varying and optimally adjusted based on the noisiness of signals,
as assumed in the original Kalman filtering. We focus on the case of a constant k for realism.

Combining private and social learning defined above gives a linear recursive formula expressed

only in terms of post-communication belief 12”

N
T;z',t =(1-XN(1- k)l/;i,tfl +A Zwi,j%,tq + (1= Nksiy (5)

i=1

It is worth commenting on why such a form of social learning is “naive”. When agents repeatedly
take the average of the posteriors of their connected nodes using the constant weight, they fail to
account for possible repetition in the information contained in others’ signals as if they are inde-
pendent signals. This heuristic rule is justified by assuming agents do not have perfect knowledge

of the whole network structure and cannot trace the source of information received from friends due



22

to bounded rationality (Chandrasekhar et al., 2020). Instead of optimally adjusting the weights to
each signal based on their precision, each person simply uses the same weights from social connect-
edness. This gives rise to the “persuasion bias” shown in DeMarzo et al. (2003). It states that the
consensus that arises after repeated communications among agents do not converge to the correct
belief unless the social influence structure is balanced. The model also implies persistent differences
in opinions in the presence of heterogeneous priors, and the speed of belief convergence is slower
than in a rational framework where agents optimally adjust weights given the precision of signals.'

We also characterize the belief dynamics for the entire society. Stacking individual beliefs into a
N-sized vector 1, each period after social learning, the belief dynamics can be summarized by the

following.

Yy = Mipy_y + (1 — Nks,

M= (1—\)(1—k)+\W

where s; is a N x 1 vector stacking all individual signals at t and k; is a N x N matrix with its i-th
diagonal element being the agent ¢’s information gain and zeros elsewhere. [ is an identity matrix
sized N. The weight assigned to the previous belief M consists of one component from individual

updating and another from social communication determined by the network structure W (given

A>0).

4.2 Implications for Shock Propagation

Regardless of the specific form of individual learning (various values of k), the presence of social

communication (A > 0) introduces a mechanism via which idiosyncratic shocks that hit a certain

16Gee this Jupyter Notebook for the simulation exercises of these results using SCI data.


https://github.com/iworld1991/FriendsPandemic/blob/main/model/BeliefDynamics.ipynb

23

fraction of the agents can propagate into the society level through its effects on the distribution of
the beliefs regarding ). This is particularly relevant when the listening matrix is more asymmetric,
and when more influential nodes are hit by the idiosyncratic shocks. Figure 2 illustrates these points
by showing the impulse responses of the average belief, ™, to a one-time and equally sized shock
to the beliefs (1;) of the top (left panel) and bottom (right panel) one-third of agents in terms of
their influence, under a range of values of £ and A\. We use the listening matrix from SCI in 2019
as the input, although the patterns hold for any asymmetric matrix.

In period v = 0, the initial response is equal to é(l — Ak across different parameter values. The
subsequent path of the response exhibits different patterns; it is not always monotonic. Although
ultimately the local news is moderated in social communication, and the society’s belief responses
converge to zero because the shocks are idiosyncratic by assumption and are exogenous to the
underlying aggregate state, the aggregate belief may exhibit a hump-shaped adjustment if social
communication has a relatively high weight (larger \) and individual responsiveness is moderate
(small k). A higher social weight and lower responsiveness to the news allows the noise to slowly
unfold and spread through the network before being diluted away. This can be seen in the IRFs
with A = 0.8, where the idiosyncratic shocks have long-lasting effects on aggregate beliefs.

Lastly, the left and right panels in Figure 2 also show noticeable differences in the paths of shock
propagation depending on whether the top or bottom influencers are hit. Since the local shocks
that hit the bottom influencers are not amplified to the society as those hitting the top influencers
from the beginning, the response only has a one-time jump and then gradually subsides afterward.
The difference is also smallest when the role of social communication is less significant (small \).

Another determinant of the belief dynamics is the structure of the listening matrix. The most
relevant structural property is the distribution of degrees across agents. For all balanced or sym-

metric listening matrices with zero dispersion (every node has a degree of 1), the structure of the
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Figure 2: Impulse Responses of the Average Belief QZf}r’ to Local News Shocks
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Note: This figure plots, under various parameter values of A and k, the impulse responses of the average belief 1[)‘“’ in v periods after a
local news shock to the top (left) and bottom (right) one-third fraction of nodes at ¢t = 0.

network and the location of the shocks is no longer relevant to the transmission of local shocks to
aggregate beliefs. An asymmetric matrix with a higher degree of dispersion implies more asym-
metric influences among agents, and local shocks to nodes of different influences would now have

disproportionate impacts on aggregate belief and its dynamics.

5 A Quantitative Model of Consumption in the Pandemic

This section builds the network-based learning framework formulated in Section 4 into a pandemic-

augmented consumption and saving model with uninsured idiosyncratic income risks and borrowing
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constraints. We explore whether the effect of social influences on individual expectations and con-
sumption spending generates a sizable aggregate response that alters the macroeconomic dynamics.

We allow for two consumption sectors that are potentially affected differently by the pandemic.
Moreover, given our primary focus is the propagation mechanisms of aggregate demand via social
networks, we adopt a partial equilibrium approach by taking the supply side of the economy as
given. However, nominal rigidity and cross-sector frictions could be added to a general equilibrium
model so that the aggregate demand generates real effects in output and unemployment.

It should be noted that our choice of specifically modeling the pandemic environment was meant
to be more comparable to our reduced-form empirical evidence. We explore aggregate implications

of the social communication mechanisms in a more general setting in a companion ongoing project.

5.1 The Consumer’s Problem

The economy is populated by N infinitely-lived consumers, indexed by i. Each consumer derives

utility from a stream of consumption in the current and all future periods.

max Fj i Bru(ciy) (7)

t=0
The instantaneous utility within each period takes a CRRA form with relative risk aversion p

(and the elasticity of intertemporal substitution %)

u(c) = (8)

Total consumption in each period, denoted as ¢;, is a CES (constant elasticity of substitution)
bundle of goods/services from two sectors: one contact-based represented by subscript ¢ and non-

contact-based consumption by n, respectively.



26

e—1 e—1

Cie = (TiedeCify + (1= Ge)cif )™ (9)

The elasticity of substitution between two sectors is € and the relative preference weight are
¢. and 1 — ¢.: a larger € implies the two sectors are more substitutable and a larger ¢. implies a
stronger relative preference toward contact-based consumption. Moreover, the taste shock, denoted
as T; 4, scales the utility from contact-based consumption. In the steady state, it takes a value of 1.

In each period ¢, the agent receives an idiosyncratic draw of the taste shock, 7;;, which varies with
the local infections, and this is specified later. Lower 7;; implies less utility from consuming contact-
based services due to exposure to infection. This conveniently captures the idea that consuming
contact-consumption bears higher health risks from the individual’s point of view. A lower utility
from contact-based consumption could be either due to self-precautionary actions to avoid infection
or compliance with local government containment policies such as stay-at-home orders.

The intertemporal budget and borrowing constraints of the agent 7 at time ¢ are the following.

Cip + Qi = Myy
Miy = Yiz + biy

(10)
bitr1 =a;(1+7)

a;; > 0

where a;; is the end-of-period saving at a real interest rate r, m; is the total wealth in hand,

consisting of the current bank balance b;; and the labor income ¥, ;, which is determined by.
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Yit = Nit0it2it

log(0is) = log(05—1) + viy (11)
2
v~ N(=2,07)

where n;, is the labor supplied inelastically, which we normalize to one. The labor income
received by an individual ¢ depends on the realizations of two multiplicative idiosyncratic income
shocks: a permanent component o;;, and a transitory (or a persistent) component z;,, which is
potentially a function of local infection. The logged permanent income o;; follows a random walk
with i.i.d. shock of size 0,.!” The component 2+ is equivalent to a standard transitory income
component without the impact from the local infection. During the pandemic, a higher infection

leads to lower income or unemployment. We specify z;; as a function of infection later.

5.2 The Pandemic

We model the pandemic as an agent-specific stochastic state that evolves subject to both aggregate
and idiosyncratic shocks. Each agent ¢ at time ¢ is faced with a local infection state, =;;, which
represents the severity of the local epidemic. It could be approximated, for example, by the reported
COVID infections in the region. =;; grows exponentially with two multiplicative components: one
an aggregate growth rate of exp(¢:), and the other an idiosyncratic shock exp(n; ;). The combined
growth rate from the two shocks is equivalent to what is commonly referred to as the “reproduction
rate” in a micro-founded epidemiological model such as SIR or SIRD.*® The aggregate state follows

a random walk. Both aggregate shock, 0;, and idiosyncratic shock, 7, +, are log-normally distributed

1"We set its mean to be —02/2 so that the expected value of o;, is unity. This follows from the fact that for a
random variable & ~ N(u,0?), the expectation of its exponential E(exp(z)) = exp(p + 02)
18For instance, see Eichenbaum et al. (2021) and Krueger et al. (2022).
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with mean zeros. Taking the log, we obtain a law of motion of local infection.

Ei,t = €$p(1/ft)€xp(7h,t)5i,t—1
log(Ziy) = &ip = Ve + Mip + &ivr (12)

Yy =P+ 0,

Our main assumption is that agents do not have perfect observation of the aggregate transmission
1y in real time. Instead, they form subjective perceptions about it ?Zi,t following the learning rule
defined in Section 4. In the individual updating, the observed changes in local infections are used as
the noisy signals, which consist of the true state ¢, and noises 7; ;. Under these specific assumptions,
the aggregate shock 6, in this model is a fundamentally relevant and permanent shock for learning.
The local shock is from idiosyncratic changes in infections, which are time-independent noises for

belief updating. It instead affects the consumption of individual agents directly.

Sit =&t — &irm1 = Yr + My (13)

The local infection state &;; affects the time-varying taste shock 7;, and individual productivity

shock z;, according to the following linear functions.

log(T;4) = sy + iy

log(zit) = a&ir + Cis
(14)
On
it ~ N(—?a%)
ot
Ci,t ~ N(_?a JC)
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Logged preference 7;; and labor productivity z;; are both linear functions of the underlying
infection state &, plus i.i.d. shocks p;, and (;, respectively. Both shocks are normally distributed
with standard deviations of o, and o¢." a5 and «, are the loading parameters from the infection to
preference and individual income, respectively. Since higher infections cause income to drop. and

increases the disutility from contact-based consumption, both o and «, are negative by assumption.

5.3 Optimal Consumption

We start by characterizing the optimal consumption policy and sector-specific demand function
of the individual consumer. Under perfect understanding of the spreading speed of the virus, an
individual’s optimal consumption depends on local infection &;; together with preference weight 7; 4,
wealth in hand m,; and permanent income 0;;. Under the “learning from friends”, the perceived
state of infectiousness LEM enters as an additional state variable. An individual’s value function at
time t is therefore evaluated based on her perceived state of the world, @i,t, the local infection §&; ,

the draw of the taste weight 7;, in addition to permanent income o;; and total wealth m, ;.

Vi,t(mz‘,t, Oit, ¢i,ta fi,t, Ti,t) = max u(ciﬂf(ci,c,ta Ci,n,t)) + 5Ei,tv;,t+1(mi,t+1a 0i t+1, ¢t+1, fi,t+1> Ti,t—i—l)

Ci,c,tyci,n,t}

(15)

Notice that the expected value in the above value function is evaluated on the individual-time
specific expectation operator, E,t() Each agent uses her perceived aggregate state 1/?2-775 at time
t to infer the aggregate state 1);,1 in the next period. Following the common practice in many
dynamic decision models involving belief updating, we adopt the bounded rationality assumption,

i.e. individuals ignore the possibility of future belief updating when evaluating the expected value

19Their means are both adjusted so that the expected value of exp(p;) and exp((; ) are equal to one.
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of their actions. This explains why we write ¢;,, instead of ¢i7t+1 within the expectation operator.

Further simplification of the problem can be made, since the value function treats the choices
in intertemporal consumption policy and sector-specific demand as one problem. It turns out that
we can separately solve the two problems to reduce the number of state variables. This is due to
the two-stage budgeting principle. Since the CES aggregator within the period is homothetic, the
indirect utility gained within each period from an optimal allocation between two sectors becomes
independent from the realization of the preference shock. We can first solve the intertemporal prob-
lem by treating the total consumption as the single control variable. The value function associated

with the problem can be written as the following.

V;Z,t(mi,ta Oit, @/;z;ta gzt) :%nafii U(Cz',t) + BEi,tV;,t—i-l(mi,t-i—la 0i t+1, ¢i,t+1> gi,t—&-l) (16)

Ci,t

Applying the Envelope Theorem to the value function, we can obtain the households’ Euler

equation associated with the total consumption ¢;; as the following.?"

~ ) C; C;
Ey[e 0y (Z55)] = B(L 4 r)up (=) (17)
0i,t+1 Oit

Intertemporal optimality requires proportional allocation between ¢ and n depending on the
taste shifter 7;;. It is solved as an allocation of the total consumption into two categories based on
the realized preference and the relative price of the two. We assume the relative nominal price of

the two is one.

20When solving optimal consumption in the presence of permanent income, one commonly used trick is to normalize
consumption and asset by the permanent income level to reduce the number of state variables by 1. We do the same
following Gourinchas and Parker (2002) and Carroll (2011).
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ucc(ci,c,taci,n,t) _ Ti,tgbc Cic,t _% _ (18)
Ue,, (Ci,c,t) Ci,n,t) 1 - ¢c Ci,n,t

5.4 Parameter Calibration

The two structural parameters in the model regard belief formation: A and k. A direct identification
of these two parameters requires individual panel data of beliefs in addition to an SCI-based listening
matrix, a task to which we decided to devote a separate paper. Instead, we indirectly calibrate the
two parameters based on empirically recovered consumption responses to infection shocks. That is,
the individual consumption response to local infections is equal to the multiplicative term a,k(1—\),
according to Equation 5 and the convenient fact in this model that consumption is a linear function
of the individual belief 1/31-7,5 scaled by the income elasticity to infections a,.

In particular, we choose the combination of k£ and X such that the sensitivity of consumption with
respect to contemporaneous local infections is 0.015, the baseline estimated coefficient from Table
1. Dividing it by a value of a,, say 0.1, gives exactly the consumption-implied belief sensitivity
of (1 = A)k = 0.15. At the same time, we know that cross-sectional variations in consumption
sensitivity to differently socially weighted shocks reveal the value of A independent of k.

What is a reasonable value of a7 Due to limited access to high-frequency cross-sectional income
data, we choose not to estimate it externally. More importantly, we believe that the assumed loading
from infection to the income, in reality, is just a catch-all parameter that embeds various channels
perceived by households, such as drops in consumer expectations (Eichenbaum et al., 2022) and
the introduction of nonpharmaceutical interventions (NPIs) (Coibion et al., 2020b), particularly on
hospitality, arts, and leisure sectors (Huang et al., 2020). Hence, we choose a baseline value of 0.1,

meaning that a 1% percentage increase in local infection leads to a 0.1% drop in income, which we



32

view as an extremely conservative estimate and invite further research over.?!

We set the loading parameter of the infection to the preference a;, to be —0.2 to match an upper-
bound value of the estimated elasticity of contact-based spending to local cases of 0.05% reported
in the Figure A.1. This is set to be internally consistent with the chosen value of a, = —0.1, which
reflects a higher dis-utility of contact-based consumption and guarantees that 7;; < 1, i.e., infection
lowers the weight of the contact sector compared to its steady-state level. Finally, the size of
taste shock o, = 2.9 is chosen to match the cross-sectional inequality of contact/non-contact-based
consumption before the pandemic, as we discuss along Figure 3.

We estimate the parameters of the infection dynamics as described by Equation 12 using the
weekly panel of reported cases of U.S. counties between Feb 1st to June 30th. The estimation takes
a form of GMM. We first take the double difference of log infections to get the sample analogue
of 0; + n;;. Then a time-fixed effect regression on this residual will decompose the shock into an
aggregate and idiosyncratic component. Taking the cross-sample standard-deviation of the time-
fixed effects and the residuals gives the estimates for oy = 0.1209 and o, = 0.209, respectively.

Besides, one of the novel additions of this model regards the distinction between two sectors
of consumption that bear different infection risk. The literature has not provided an estimate
regarding the preference parameters associated with the subcategory demand. We therefore rely
upon both Consumer Expenditure Survey (CEX) and the card transaction data to infer them.
We group reported subcategory consumption series into contact and non-contact-based ones. The
steady-state share of contact consumption ¢, is then set to be 0.41.

We also estimate the elasticity of substitution (EOS) between the two via a reduced-form regres-

2n fact, the recent survey evidence by Dietrich et al. (2022) shows that average U.S. households expected a drop
of 15% in GDP and 13% in their own household income in middle March 2022, where the total number of infected
cases remained in two digits. The perceived COVID-19 income effects by households were drastic and large. See
Coibion et al. (2020b) for additional evidence of consumer expectations about COVID-19 and their corresponding
economic forecasts.
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sion of the change in one on that of the other. Our estimates suggest an € of 0.75. This indicates that
our baseline model assumes the two sectors of consumption are gross complements. We recognize
the substantial disagreement on the assumption regarding the substitutability of the two sectors in
the recent literature about the pandemic. For instance, Krueger et al. (2022) assumes a baseline
EOS of 3 and 11 for the alternative assumptions, although no empirical estimates are provided.
Guerrieri et al. (2020) discusses the important aggregate demand implications of the value of EOS
without taking an empirical stance on it. Given this, we will compare the calibration results by
assuming complementarity and substitutability in later sections.

The non-pandemic block of parameters of income process and preferences is standard. The size
of permanent income volatility o2 is set to be 0.01 * 4/11. The size of transitory income volatility
02 is set to be 0.01 x4, both of which are quarterly counterparts of annual volatility commonly used
in the literature. This allows us to match the cross-sectional consumption inequality during the
run-up of the pandemic (see Figure 3). For our other preference parameters, we follow the standard
consumption/saving literature in choosing the preference parameters. Since the model is set at
a quarterly frequency, both the time discount factor and interest rates are converted accordingly:
B3 =0.99"* and 1 +r = 1.02/4. The relative risk aversion p is 2.

The exact procedures of calibration are as followed. (1) Solve the model based on the optimality
conditions laid out in the previous section. (2) Simulate the cross-sectional histories of idiosyncratic
infections and the corresponding perceptions of individual agents about the aggregate state using the
belief updating rule in this paper. (3) Simulate the history of individual consumption streams based

on the simulated beliefs and resulting assets, and compute the aggregate consumption responses.

6 Counterfactual Experiments
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6.1 Benchmark: Pre-pandemic Consumption

Before exploring the implications of the pandemic for the consumption responses, we first calibrate
the model for the pre-pandemic period. Specifically, we set the underlying local infection state to
be zero ;; = 0 deterministically for all agents in the economy. This turns the income process into a
standard permanent /transitory two-component process. The relative preference for contact versus
non-contact consumption now depends solely on the idiosyncratic and transitory taste shock.

Like many other models featuring ex-ante homogeneity and uninsured idiosyncratic income risks
(Castaneda et al., 2003; Carroll et al., 2017), our model generates ex-post heterogeneity across agents
in terms of consumption and wealth. Since the data on cross-county wealth is not available, we
focus on consumption inequality. We simulate the pre-pandemic histories of the economy for a long
period of time such that the cross-sectional consumption inequality implied from the simulation
broadly matches that from the data, giving us a useful benchmark.

Figure 3 plots the simulated and data-implied Lorenz Curves of total and subcategory consump-
tion across all U.S. counties in our data sample before the pandemic. Since we suspect that the
inequality suggested by the raw transaction data is driven by cross-regional differences in the data
coverage and other unobservable characteristics, we compute the consumption inequality based on
regression residuals of the consumer spending on a broad set of county-specific variables, including
population, GDP per capita, the share of males, the education distribution, and the race distribu-
tion. This implies a cross-sectional standard deviation of log consumption per capita of 0.89 over
the period of June 2017 to February 2020. While it is larger than the 0.3 to 0.45 dispersion of
log consumption found in other household data, our calibrated parameters nonetheless allow us to
broadly match the consumption inequality (Blundell et al., 2008; Heathcote et al., 2010; Kaplan

and Violante, 2010; Heathcote et al., 2014; Aguiar and Bils, 2015).



Figure 3: Lorenz Curve of Cross-county Consumption Before the Pandemic
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Note: This plot compares the Lorenz Curves of consumption across counties computed from data and simulated from the model.
Consumption from data is based on the regression residuals of county-level spending on a list of county-specific demographics. Average
consumption between January and February 2020 is used.

We can also validate the assumption of the model regarding the two sectors by examining the
subcategory consumption inequality. We group detailed card spending data into two sectors, as
we defined in this paper. Lorenz Curves of contact and non-contact-based consumption, which are
shown in the middle and right panel in Figure 3 indicate that the consumption inequality within
categories is higher than the total consumption, suggesting the role of heterogeneity in preference
shocks. This subcategory inequality helps identify the size of preference shock o, = 2.9. We pick
this value such that the Lorenz Curves of both categories match that from data, respectively (e.g.,
Aguiar and Hurst (2013) and Attanasio and Pistaferri (2016)).

Taking the pre-pandemic wealth distribution as the initial condition, we proceed to explore the
aggregate consumption responses after the outbreak of the pandemic. At the time ¢ = 0, we hit
a chosen fraction of agents with an infection shock to get the impulse responses of the economy.
All impulse responses are defined as the differences between shocked paths of aggregate variables
relative to the steady-state scenario where there is no change in infections in all nodes. We also
assume that all agents start with a common and correct prior about the aggregate transmission

rates. At the same time, individuals keep drawing new permanent and transitory income shocks.



36

6.2 Experiment 1: Different Degrees of Social Communi-

cation

We first examine the aggregate responses under imperfect information regarding aggregate transmis-
sion with different degrees of social communication (different As). A = 0 corresponds to the case of
zero-social communication. We undertake the analysis fixing the degree of individual responsiveness
k at k* = 0.33, the stead-state weight from Kalman filtering computed from estimated volatility
of aggregate and local infections (see Appendix A.5 for derivations). This is essentially to assume
individuals rationally respond to their local news under imperfect information. Furthermore, the
shock is assumed to hit the top one-third of nodes according to the influence.

Figure 4 shows the responses of aggregate variables. A 10% increase in infections for a third of
the agents corresponds to a 3.3% increase in the average infection in the economy and affects the
average wealth via the income shocks correspondingly. The aggregate belief overreacts compared
to the full-information case since by assumption of the experiment the shocks are local and did not
alter the spreading speed of the virus.

With social communication, the same news will be propagated to the economy along different
paths depending on the degree of communication, thus inducing different aggregate consumption
responses. A bigger value of A lowers the initial response to the shock but slows the convergence
speed to zero. The L-shaped belief responses under a lower social weight induce a bigger drop
in consumption spending at first and are followed by a faster recovery afterward. In contrast, a
moderate hump shape of belief response under more social communication smooths the responses
to noises, hence the consumption dynamics. This suggests one of the possible drivers of different re-

covery patterns might be the effect of dispersed shocks from the COVID-19 surge on social networks
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that in turn affect individual beliefs (Bailey et al., 2018a, 2022b).*

Quantitatively speaking, moving from zero social communication to a medium level of social
communication (A = 0.5) implies a smaller drop in spending by 0.1 percentage points in the first
period of the shock. The effects on sub-category consumption follow the same token, as higher
perceived transmission not only lowers total consumption but also induces shifting toward non-
contact consumption. Again, this is under the assumption that the income elasticity with respect

to local infection is 0.1. A higher value implies a bigger difference in adjustments.

6.3 Experiment 2: The Location of the Pandemic Shock

Individual nodes have different influences in the network. Therefore, the aggregate responses may
differ depending on where the infection shock takes place. Figure 5 plots the impulse response
graphs following the same-sized 10% infection increase in the top, middle, and bottom one-third
of the nodes in terms of their social influence measured by their degrees. It is not surprising
that aggregate consumption sees the biggest reaction if the infection news takes place in the most
influential agents in the economy. Although in all scenarios the initial drop in consumption is equal
in size before the social communication, the shocks that hit the top influencers are first amplified via
social communications thus inducing a further drop in aggregate consumption before the recovery
while the other two scenarios see a gradual recovery following the initial shock. This suggests
that the location of the initial shocks may not only affect the overall size of the aggregate demand
response but also the shape of the dynamics.

This location-dependent mechanism of aggregate amplification is very similar in flavor to related
macroeconomic work in other contexts such as input-output linkages (Acemoglu et al., 2012; vom

Lehn and Winberry, 2020), but the impacts here are belief-driven. As our empirical evidence has

22Gee Kuchler et al. (2023) for a survey on housing market expectations.
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Figure 4: Impulse Responses of the Economy to An Infection Shock at Different Degrees of Social
Communication
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Note: This figure compares the impulse responses of the economy under different degrees of social communication (\) following a 10%
increase in one-third of the agents in the economy whose average degree is greater than 1 at time ¢t = 0. The variables are average local
infection &, average perceived transmission ¥V, average total consumption ¢ and average contact-based consumption ce.

shown, a similar mechanism is present with the COVID-19 pandemic: since the infections first
hit the metropolitan and well-connected regions such as New York City and Seattle, it is fair to

conjecture that this has induced a more sizable drop in aggregate consumption than a counterfactual
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Figure 5: Impulse Responses of the Economy to An Infection Shock in Nodes of Different Influences
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Note: This figure compares the impulse responses of the economy following a 10% increase in a random top/middle/bottom third fraction
of the most influential agents in the economy at time ¢ = 0. The variables are average local infection &, average perceived transmission
P, average total consumption c and average contact-based consumption cc.

scenario where the COVID-19 first hitless connected regions.
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6.4 Experiment 3: Alternative Network Structure

What would have happened to the consumption responses if the economy is set in a social network
of different structures? Figure 6 compares the impulse responses to the same shock based on the
social network in 2016, 2019, and an imagined autarky world, respectively. Since Figure A.7 shows
that the social influence has grown more dispersed over time, shocks that take place in the most
influential nodes will receive greater weight. This gives more room for possible amplification of the
local shock via the network. Since the network does not affect the initial response, average belief
responses are the same at the time of the shock but play out along different paths.

We set A = 0.7 a larger value than our benchmark to show the differences from the network more
clearly. Individual responsiveness k remains £* = 0.33. As the Figure shows, the belief response
in 2016 no longer takes a hump pattern as in 2019 due to the smaller dispersion in influence.
An autarky network, not surprisingly, shows a rapid return to zero following the shock due to
zero influence from others. Despite the differences in belief patterns, their implied differences in
consumption spending end up being negligible in this scenario. All three scenarios witness around
a same-sized drop of 0.5% and almost identical consumption recovery following the shock.

Of course, for higher sensitivity of income to the infection or more overreaction to the news at
the individual level, the differences in the macroeconomic impacts by different networks will be more
significant. We take this evidence as assurance regarding our modeling assumption that the weight
matrix is time-invariant. Our conjecture is that the slow-moving nature of the social networks at the
macro level will not fundamentally change the macroeconomic responses. The results help confirm
this. However, we remain cautious about overinterpreting these results because the alternative
network structure could have a much higher dispersion in influences than the observable ones. It is

nonetheless clear that a more asymmetric network will increase the chance that any local shocks,
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especially those that hit the influential, contribute to aggregate effects.

Figure 6: Impulse Responses of the Economy to An Infection Shock: Different Social Networks
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Note: This figure compares the impulse responses of the economy following a 10% increase in the top one third most influential nodes
in the economy at time ¢ = 0 under the social network in 2016 and 2019. The variables are average local infection &, average perceived
local infection &, average total consumption ¢ and average contact-based consumption cc.

6.5 Discussion

Although our model is tailored towards understanding the quantitative effects of the pandemic on

consumption, the framework is flexible, and it carries broader implications for how social networks
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can have an aggregate effect in a more general macroeconomic setting. The core structure of the
framework is that individual agents form beliefs about some unobservable aggregate state of the
economy via private updating of noisy local signals and social communication. We show, in such
an environment, the impacts of a higher degree of social communication also depend on individual
responses to their own news. Higher social influence moderate beliefs swing by counterbalancing
overreactions to noises. But this comes at the cost of slower learning at the society level. By this
token, the welfare effects from higher social communication crucially depend on the nature of the
shocks as well as the degree of the irrationality of individuals.

The presence of interpersonal influences on beliefs, hence resulting in interconnection in behav-
iors, poses an important question on how to think about the impacts of local/idiosyncratic shocks
at the aggregate level. Due to asymmetric influences of different agents in the network, even in-
dependently drawn shocks across the economy induces non-balanced responses to the news at the
aggregate level. The effect tends to be higher with more overreaction by individuals. Our paper
suggests that acknowledging these effects is important when considering the macroeconomic effects
of local shocks. This point is essentially very similar to the rapidly developing literature on the
production networks and their macroeconomic effects (Acemoglu et al., 2012; Baqaee and Farhi,
2018), although our focus is on interpersonal influences via beliefs.

What this paper does not fully explore are the implications of social communication on belief
heterogeneity and how it interacts with market incompleteness. On one hand, social learning induces
more convergence in beliefs among individuals due to mutual influence, on the other hand, the slow-
spreading nature of such an environment also leads to non-monotonic patterns of cross-sectional
belief dispersion. Combined with ex-post heterogeneity in wealth and the marginal propensity to
consume from uninsured income shocks, the cross-sectional consumption responses as well as its

inequality properties will be different. We leave this for future work to explore.
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7 Conclusion

How are economic behaviors such as consumption affected by social communication and information
disseminated via online networks? What are their implications for macroeconomic shock propaga-
tion mechanisms? This paper tackles these questions both empirically and theoretically.

We first identify the effects of using 5.18 million debit card users’ transactions across the United
States during COVID-19 and large-scale online social networks. We found significant consumption
adjustments in responses to the infection news in one’s socially connected counties/foreign countries.

We then extend a standard incomplete-market model to a pandemic setting, featuring belief
updating from both private signals and social communications. We show how social communication
may moderate overreaction to irrelevant local news in the aggregation, but also slows down the
belief adjustment to fundamentally relevant shocks. Our model also shows how shocks to different
locations of the social network can amplify and propagate macroeconomic fluctuations, especially
for consumption. Future research should incorporate microdata directly on beliefs linked with
consumption and the social network so that the parameters governing the belief formation process

can be estimated jointly and used to disentangle among different theories of belief formation.
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A Online Appendix

A.1 Validation of the consumption spending data

Figure A.1 plots the average daily spending of each month since February 2020 by consumption
category. The bulk of the consumption is accounted for by goods and services that are generally
most exposed to the pandemic, including eating and drinking, leisure outside of the home, contact-
based services, travel and transportation, and clothing, footwear, and cosmetics. However, some
goods and services, such as financial services, grocery shopping, and home leisure, have actually
increased in March, relative to the two months prior. One important difference in the data, however,
is that grocery shopping and other necessary purchases account for a large share in total spending,
reflecting the fact that the composition of consumers in the sample is lower income and younger
than a more nationally representative sample.

While the data contains these three important advantages over the traditional sources, we
nonetheless are concerned about whether the data is nationally representative enough to map
elasticities identified in the micro-data to the aggregate economy. We explore several validation
exercises. First, Figure A.2 plots monthly total spending in contact and non-contact sectors based
on our transaction records and the advanced retail sales provided by the Census Bureau. For each
sector, we combine sub-category series to make the retail sales data approximately comparable with
that constructed from the transactions. Specifically, the contact-based consumption for retail sales
is approximated by the sum of “drinking and eating places” (RSFSDP) and “health and personal
car” (RSHPCS). The non-contact consumption is approximated as the total of “grocery store”
(RSGCS) and “food and beverage stores” (RSDBS).

As shown in the Figure A.2, in both sectors, our separately constructed time series track with
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Figure A.1: Descriptive Statistics on Consumption Expenditures, by Category
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Notes.—Source: Facteus. Average daily consumption by category. Each bar plots the average spending per day in the specific category
within each month. See the Appendix for the examples of each consumption category.

each other reasonably well, although they are not apples to apple comparisons—the correlation is
0.55 in non-contact consumption and 0.26 in contact consumption over the four-year period that
overlaps.?? Despite the lower correlation in contact consumption, importantly, both series mark a
dramatic drop in spending in March 2020 and a similar recovery since late April. In its trough, the
retail sales and food service decreased by around 16.4% from the same month last year. Given our

empirical analysis primarily rely upon the subsample of the year 2020, we are additionally assured

23Some of the differences between the two series may emerge because the sample selects lower-income individuals
and does not have complete coverage throughout the country. These low income and younger groups are widely
known in the literature to have a high Engel index, i.e. a large share of spending on necessities such as grocery/food.
That means the composition of the spending recorded in the transaction is geared toward basic items. Moreover, both
low-income and young people tend to have a high marginal propensity to consume (MPC) due to under insurance.
This will undoubtedly induce more volatility in consumption spending across different periods.



about the representativeness of our results.

Figure A.2: Benchmarking Consumption Expenditures with Retail Sales Over Time
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Notes.—Source: retail sales from the Census Bureau and transaction data from Facteus from June 2017 to June 2020. The upper and
bottom figures plot the contact and non-contact consumption, respectively. See the appendix for the classification of card transactions.
Both retail sales and transactions are without seasonal adjustment and deflated by the PCE price index. Contact-based consumption
for retail sales is approximated by the sum of “drinking and eating place” (RSFSDP) and “health and personal care” (RSHPCS). The
non-contact consumption is approximated as the total of “grocery stores” (RSGCS) and “food and beverage stores” (RSDBS). The
correlation coefficient of the two series is 0.26 and 0.55 on the top and bottom, respectively.
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A.2 Data Description: Consumption Classification

Grocery and food. 1. grocery stores and supermarkets; 2. convenience stores; 3. drug stores and
pharmacies; 4. miscellaneous retail stores; 5. meat provisions; 6. bakery, etc.

Transportation. 1. bus lines; 2. railway stations 3. car rentals; 4. toll and bridge fees, etc.
Home leisure. 1. TV cable fees; 2. digital goods, i.e. games, etc.

Housing and utilities. 1. housing rent payment; 2. home utilities, etc.

Shopping. 1. department stores; 2. discount stores; 3. variety stores; 4. general merchandise; 5.
wholesale clubs, etc.

Eating, drinking, and leisure outside the home. 1. restaurants; 2. bars/taverns/clubs; 3.
different kinds of parks; 4. outdoor sport and sports events; 5. orchestra and theaters, etc.
Information technology services. 1. computer network; 2. telegraph; 3. telecommunication,
etce.

Contact-based services. 1. barber and beauty shops; 2. child care; 3. home cleaning; 4. repair
stores; 5. veterinary services; 6. home furnishing; 7. laundry; 8. auto repair, etc.

Durables. 1.vehicles/motorcycle /auto parts; 2. furniture; 3. home appliances; 4. electronics and
equipment; 5. home supplies; 6. music instruments, etc.

Non-contact-based services. 1. accounting/auditing; 2. business services; 3. programming; 4.
consultations; 5. horticultural/ landscaping, etc.

Clothing, footwear, and cosmetics. 1. clothing stores of different kinds; 2. cosmetic stores; 3.
footwear and shoe stores, etc.

Alcohol and tobacco. 1. package stores selling wine, beer and other liquor; 2. cigar and tobacco
stores, etc.

Travel. 1. airlines; 2. lodging and hotels; 3. duty-free stores; 4. airports; 5. travel agencies, etc.
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Financial services. 1. insurance; 2. money orders; 3. wire transfers, etc.
Other. 1. public organizations; 2. government fees; 3. educations; 4. medical spending such as a
dental clinic, etc.

In our model with two broad sectors of consumption, contact-based consumption includes trans-
portation, shopping, eating/drinking/leisure outside the home, contact-based services, durables,
clothing/footwear, and cosmetics travel. Non-contact consumption includes grocery and food, home
leisure, housing and utilities, information technology services, non-contact-based services, alcohol

and tobacco, and financial services.

A.3 Data Description: Social Connectedness Index

Figures A.3 and A.4 characterize the spatial distribution of not only infections and deaths, but also
SCI-weighted cases and deaths based on exposure to connected counties as of April 1, 2020. While
the actual number of infections or deaths in a county c are correlated with their SCI-weighted
versions, they display important differences. In particular, the correlation is only 0.40 between
infections / deaths and their SCI counterparts. Moreover, the correlation is roughly half as large

when comparing SCI-weighted infections and deaths or infections and SCI-weighted deaths.
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Figure A.3: Actual and Socially-connected COVID-19 Case Infections
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Notes.—Source: Facebook 2019 Social Connectedness Index (SCI). Panel A plots the number of COVID-19 infections per 1,000 individuals
within each county as of April 1st, 2020. Panel B plots the SCI-weighted number of infections per 1,000 individuals, obtained by taking
the population-weighted average across the product of infections in county ¢’ and the SCI between county c and ¢’.



Figure A.4: Actual and Socially-connected COVID-19 Deaths
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Notes.—Source: Facebook 2019 Social Connectedness Index (SCI). Panel A plots the number of COVID-19 deaths per 1,000 individuals
within each county as of April 1st, 2020. Panel B plots the SCI-weighted number of deaths per 1,000 individuals, obtained by taking the

population-weighted average across the product of deaths in county ¢’ and the SCI between county c and c’.
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Figure A.5: Time Series Patterns in COVID-19 Infections: Italy and France
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Notes.—Source: Johns Hopkins. The figure plots the number of COVID-19 infections for Italy and France over time.

Figure A.6 presents the heat map corresponding to the listening matrix using 2019 SCI data. It
demonstrates the significant variability across counties.

Figure A.7 plots the distribution of degrees from the SCI in the years 2016 and 2019, respectively.
The distribution is right-skewed with a long tail. This indicates a small fraction of nodes has a
disproportionately strong influence within the network. By construction, the average degree in the
network is 1. The observed standard deviation, a measure of the dispersion of influences, is 0.27
in 2016 and 0.29 in 2019, respectively. This suggests that social network connections have grown

more dispersed over time. All symmetric matrices have the property that all nodes are of degree 1
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Figure A.6: Listening Matrix Across Counties
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Notes.—Source: Facebook 2019 Social Connectedness Index (SCI). The heatmap plots the logged listening matrix of 3141 U.S. counties
according to SCI data of 2019. The matrix W is defined as in Equation ??. The i-th row and j-th column entry of the W, w; ;,represents
the social influence the j-th node has on i-th node in the network.

thus zero-dispersion represents. In contrast, higher dispersion of the degrees implies the nodes have
more asymmetric influences on others across the network. A more disperse distribution in 2019
compared to 2016 will lead to a higher degree of amplification of local shocks to the whole network,
albeit small, as we will see in the next sections. These differences across the network imply that

the aggregate fluctuations in consumption will depend on where the initial shocks take place.
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Figure A.7: Distribution of the Degree of Direct Influences in the Network
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Notes.—Source: Facebook Social Connectedness Index (SCI) for 2016 and 2019. The histogram plots the distribution of degrees of 3141
counties according to SCI’s 2016 and 2019 extracts, respectively. The degree is defined as in Equation ?7?.

A.4 Supplement to the Empirical Results

We now explore several robustness exercises to our main empirical results that show how increases in
the number of SCI-weighted cases are associated with declines in consumption. One of our concerns
is that social connectivity is simply a proxy for physical proximity. We examine this concern by
obtaining the distance from each county to every other county, just as in our SCI data, and use it
to construct a similar index for coronavirus cases, which we call the physical connectedness index
(PCI). Figure A.8 documents these results, showing that there is only a correlation of 0.35 (0.13)
between the SCI and PCI -weighted number of coronavirus cases (deaths). This suggests that social

connectivity is not simply capturing differences in physical distance.
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Figure A.8: Social and Physical Connectedness -Weighted Coronavirus Cases & Deaths
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Notes.—Sources: Facebook Social Connectedness Index and the NBER Physical Distance data. The figure documents the number of
coronavirus cases and deaths constructed using the physical and social connectedness indices normalized to the total distance and number
of friendship ties.
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We subsequently investigate the role of physical distance in greater detail by replicating the main
results under different specifications with physical distance as a control. Table A.1 documents these
results. We present the simple specification in columns 1 and 5: a 10% rise in SCI-weighted cases
and deaths is associated with a 0.5% and 0.16% decline in consumption expenditures. After we
add PCl-weighted cases and deaths, our main results are not significantly altered: our coefficient
on logged SCI-weighted cases is statistically indistinguishable and the coefficient on logged SCI-
weighted deaths is even larger (columns 2 and 6). Columns 3 and 7 subsequently add time-varying
state policy controls, which only reduces the magnitude of our coefficients marginally. Finally,
columns 4 and 8 add two-week lagged values of logged coronavirus cases and deaths. Although the
coefficients decline in magnitude, the main results remain statistically and economically significant.
We also note that PCI-weighted cases are not associated with consumption, but PCI-weighted
deaths is strongly negatively correlated with consumption.

In summary, these results show that our SCl-weighted coronavirus cases and deaths index is
not simply capturing variation in physical distance. Moreover, even when we control explicitly for
a comparable measure of PCl-weighted cases and deaths, our results remain. These exercises are
on top of the baseline specification, which excludes counties in the same state (otherwise closely
connected geographies).

Since our consumption data is based on a sample of debit-card users that is disproportionately
represented by young and low-income people, it is also worth checking if the empirical results are
robust to an alternative measure of consumer spending from a separate data source. We utilize the
county-level consumer spending of 1481 counties across the United States based on both debit and
credit card transaction data provided by Affinity, a commercial provider.?* Table A.2 reports the

results of the same regression as the baseline, except for replacing the dependent variable with the

24Chetty et al. (2020) shows that the aggregate series of the transaction data tracks the national retail sales
(excluding auto and gas) from the Monthly Retail Trade Survey remarkably well.
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Table A.1: Examining the Role of Physical Distance for Predicting Consumption Responses

Dep. var. = log(Consumption Expenditures)
(1) (2) (3) (4) (5) (6) (7) (8)
log(SCI-weighted Cases) -.051%*  -.050™* -.042** -.017**
[.004] [.006] [.007] [.008]
log(SCI-weighted Deaths) -.016™  -.050** -.046™* -.023***
[.007] [.006] [.006] [.009]
log(PCI-weighted Cases) .007 .006 .026
[.018] [.018] [.017]
log(PClI-weighted Deaths) - 175 - 1Th - 15T
[.016] [.015] [.015]
log(County Cases), 14 day Lag -.018** -.022%*
[.004] [.004]
log(County Deaths), 14 day Lag .008 011
[.006] [.005]
R-squared .99 .99 .99 .99 .99 .99 .99 .99
Sample Size 351644 351644 351644 351644 351644 351644 351644 351644
County FE Yes Yes Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes Yes Yes
State Policies No No Yes Yes No No Yes Yes

Notes.—Sources: Facebook Social Connectedness Index (SCI) for 2019, Facteus. The table reports the coefficients associated with
regressions of logged consumption spending on logged SCI and PCI -weighted infections (excluding county ¢’s friendship ties with itself)
and logged county infections and deaths, conditional on county and time fixed effects. Consumption is deflated by the national personal
consumption expenditure index. Our SCI-weighted cases and death index is constructed as follows: COVI fol = EC,(COVI Dy X

SCI, ) where COV]DCStCI denotes the logged SCl-weighted number of cases or deaths in connected counties, COVID,.s ;, denotes
the logged number of cases or deaths in county ¢/, and SCI, ./ denotes our measure of the SCI. We normalize the scaled number of
friendship ties in a county to its total number of friendship ties, thereby exploiting the relative exposure to other locations. The physical
connectedness index (PCI) is constructed similar using miles between counties, rather than friendship ties. Our variables that are denoted
“other states” construct the SCI excluding counties within the same state to control for physical proximity. Standard errors are clustered
at the county-level and observations are weighted by county population. The sample period is between March 1st to June 30th, 2020.
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growth rate relative to January 2020 of each day. The negative and significant coefficients associated

with the SIC weighted cases and deaths remain negative and significant.

Table A.2: Alternative Data Source of Consumption Spending

Dep. var. = log(Consumption Expenditures) Growth
(1) (2) (3) (4) (5) (6) (7) (8)
Has SAHO =011 .015** -.010"*  -.008**
L003]  [.007] L003]  [.003]

log(SCI-weighted Cases) — -.028* -.018** -.029"* -.025**
L004]  [005]  [004]  [004]

x SAHO -.008***
[.002]
log(SCI-weighted Deaths) =023  -.024**  -.042** -.039***
[.003] [.004] [.005] [.005]
x SAHO -.004*
[.002]
log(County Cases) .000 .002 .002 -.003*  -.001 -.001
[.002] [.002] [.002] [.001] [.001] [.001]
log(County Deaths) -007 -.007*  -.007 .003 .001 .001
[.003] [.001] [.001] [.002] [.002] [.002]
R-squared .84 .84 .75 .75 73 73 .75 .75
Sample Size 175857 175857 175857 175857 175857 175857 175857 175857
County FE Yes Yes Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes Yes Yes
State Policies No No Yes Yes No No Yes Yes
State x Month FE No No Yes Yes No No Yes Yes

Notes.—Sources: Facebook Social Connectedness Index (SCI) for 2019, Affinity Solutions. The table reports the coefficients associated
with regressions of logged consumption spending growth from January 1st on logged SCI-weighted infections and logged county infections
and deaths, conditional on county and time fixed effects. The consumption spending is from the Affinity Solution, including both debit
and credit card transactions of consumption spending at the county level.

A.5 Derivations and Proofs of Model Results

Steady state of the Kalman filtering

Under efficient updating using Kalman filtering, the weight x;; evolves as the following.

- Zi,t—l
it —
Zi,t—l + O'g + 0'727

(19)
it =1 —kit) (B + ;)
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where ¥, is i’s prior uncertainty regarding 1; before updating.

Combining the two equations gives

2 2
Yt = 1 i1+ 02 20

In steady state, >;;, = X* Vt and x;; = k* Vt. We can solve it as

02 4+ o02)o2
ot — ( 0 77) 0 (21)

V(05 +02)of + 0f + 02

Evolution of the average belief
We define the average belief of the society at time ¢ by 7,@?” as following, where H isa 1 x N

vector and N is the number of agents in the economy.
P Hy (22)
t N t
Using the law of motion of the social belief from Equation 6, we can write v-step-ahead average

belief zﬁf}ﬁv as a function of realized signals between t and ¢ + v as the following.

- v - 1 v S
ﬁv = H Mt+h¢fv + NHZ H Mt+h(1 - A)"v’t+sst+s (23)
h=1 s=0 h=1

Under constant-gain learning
Under constant-gain learning, we can drop the time script ¢ from k; and further assume it to be

a constant k across individuals, then x; becomes a constant diagonal matrix.
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ke = kI WVt (24)

Then time scripts in x; and M; in the Equation 23 all drop.

~ - 1 v
fo = MU+ = H 3 M (1= Nkl sy (25)
s=0

Belief multiplier to exogenous local and aggregate belief shocks

Aggregate effect v periods after a shock to j’s belief

social effect4+composition effect

i SO0 £ 0)
P S [t e(A = 0)

composition effect

=1, v=0
d; .
:(1 k—l))\—i—1>1 if di+k>1, v=1
- 2(1 — M)A
= daw,; +———"2d + (1= N)? =2
(1_k)2; 5w57]+ 1—k J+( )\)’ v
Y
d;

where d; is the friends-weighted influence (degree) of j. d; 1 as d; = XN w,; 1 d; > d; if
dj > 1

As a special case, let A = 1, then we have
1 N

MP = =5 > dews; > 1 if d; > (1—Fk)?
(1-k)2 oD
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The average belief v periods after an exogenous belief shock to all the nodes, the belief multiplier

is equal to the sum of individual MP following each node, which is

N
> dy=N—
s=1
1 X ,
MPt+v|t_NZMptj+v|t
j=1

1
:NN_l, v=0>0

1 YN, d 1
— 1-M\)=— Af(1— —1

Aggregate belief responses to the aggregate news
The news in our model s; consists of one aggregate component and an idiosyncratic component
which can be stacked up as 7;. The shock to the former, 8; is permanent, while the latter plays the

role of idiosyncratic and serially independent noises by the assumption of the paper.

ss=& =& =U0H +n =0, H +0,H +n (27)

Notice the aggregate shock 6, enters the news permanently, i.e. there is 6, in s;, s;11... Therefore,

the v-step impulse response(IRF) of average belief to §; can be summarized by the following scalar.
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— g oYY, 1

IR, == :N(l—)\)kH;)MSH’ Yo =0,1...
1 v N N (28)
=N<1—A)kZZZmij
s=0 ¢ j

where m . is the i entry of the matrix M to the power of s. Combining the fact that

J

YN >V wiy = N, we can show the following.

IRFY!, =Y a"
=0 (29)
2t = (1= NE[(1 = M\)(1— &)+ A]*

In general, the IRF is a function of A\, k, and the time horizon v. Critically, it does not depend
on the network structure W. A trivial case is when v = 0, IRF,” = (1 — \)k, increasing in k
and decreasing in A. This does not depend on W since social communication has not incorporated
the newly updated private belief. From v = 1 onward, the repeated social communications start
propagating these beliefs across society.

The actual v-step-ahead IRF of the ;,, to the aggregate shock 6, is exactly 1. The difference

between [RF.®

i+ and 1 characterizes the belief deviation or nowcasting error of the society.

Aggregate belief response to local news

Similarly, we can define the impulse response of average belief to a vector of shocks to the n;.
But the difficulty is that since the response will depend on many details such as the size and the
exact locations of each node-specific shock, we cannot derive a close-form formula of IRF for a
general N x 1 vector of the shocks.

To proceed, we focus on a special case. If the imagined shock is an equal-sized shock of 7, (a
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scalar) in all the nodes whose influence measured by degree is above a cutoff level d. We can more

specifically rewrite the shock to 7, as 1, Z; where

Z, =[1(1€Q),12€Q).. 1N € Q)
(30)

Q={ie{l,2,..,N}d; > d}
Combining Equation 27, we can then derive the v step impulse response for this special with
respect to 7, as below.
A [ S

IRF)}, = 5ot = (L= NRHMZ, Yo =0.1.. (31)
Uy

——id
A special case when v = 0, IRF, = +(1—-XNkXX, 1(i € Q) and it decreases in both A and k.
Since all the shocks are idiosyncratic and transitory and the aggregate state v, stays the same,
—id’
the actual I RF in all horizons is zero. The difference between I RF',, and zero characterizes social

belief deviation from the local shocks.

A.6 Other Counterfactual Experiments

A.6.1 Individual Responsiveness to the News

Fixing the degree of social communication at A = 0.5, we could explore the consumption responses
under different degrees of news responsiveness by individual agents in the model (different k). At
the macro level, the effect of higher k£ and lower A are similar. Figure A.9 plots the responses.
Overreaction to the news at the individual level induces a sharp reaction in aggregate belief but a

more rapid reverse to zero. Lower overreaction in contrast slows the spread of the news in general



and smooths both belief reactions and consumption responses.
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Figure A.9: Impulse Responses of the Economy to An Infection Shock at Different Degrees of
Individual Responsiveness to News
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Note: This figure compares the impulse responses of the economy under different degrees of individual responsiveness to the news (k)
following a 10% increase in one-third of the agents in the economy whose average degree is greater than 1 at time ¢ = 0. The variables
are average local infection &, average perceived transmission Y, average total consumption ¢ and average contact-based consumption

Ce.
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A.6.2 Substitution and Complementarity

In the results thus far, we maintain the assumption that the two sectors of consumption are gross
complements. We now compare the impulse responses of following the same shock under a range of
values of EOS, 0.75, 0.99 and 1.5. The first is the baseline value we use in the paper. The second
represents a case close to unit elasticity. The third is when the two sectors become substitutes.
Although the aggregate consumption responses remain the same, the sub-category responses vary
substantially depending on whether the two sectors are substitutes or complements for consumer.

Figure A.10 presents the scenario with more substitution, the 0.5% drop in total consump-
tion consists of 1.0% in contact consumption and a 0.2% drop in non-contact consumption. In
contrast, the scenario with complementarity implies a different reallocation: 0.8% drop in contact
consumption and 0.4% drop in non-contact based consumption.

Such heterogeneity in sectoral reallocation has important implications for the macroeconomic
effects of the pandemic. First, through the general equilibrium effect, a higher degree of substitution
will help mitigate the drop in aggregate consumption. Second, if we further allow the consumption
behaviors to endogenously affect the infection, higher substitutability across sectors also reduces
the infection risk exposure as a whole. Although our model does not incorporate both mechanisms,

these effects are rather self-explanatory.
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Figure A.10: Impulse Responses of the Economy to An Infection Shock: Different EOS between
Contact and Non-contact Consumption
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Note: This figure compares the impulse responses of the economy following a 10% increase in the top one third most influential nodes
in the economy at time ¢ = 0 under degree of elasticity of substitution between two sectors. The variables are average local infection &,
average perceived transmission %Y, average total consumption ¢, and average contact-based consumption c.
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