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Review of Habit Formation Theory in Consumption
Zhai Tianchang' and Hu Bingchuan®
(1:Graduate School of Chinese Academy of Social Sciences;
2 . Rural Development Institute , Chinese Academy of Social Sciences)
Abstract; In recent decades,theory of habit formation in consumption has been widely used in the
domestic and international consumption researches, and it can better explain the consumption
phenomenon due to some advantages. By reviewing domestic and international literature
intensively , this paper demonstrated the situation of the proposal , development and applications of
habit formation theory. The results showed that the theory of habit formation in consumption had
been maturing in model , data and estimating methods gradually in the past decades,displays strong
advantages in explaining the consumption of residents and has widely potential applications. And we
proposed two key directions for future research: one was to further improve the theory by
combining the studies of precautionary savings motive with period of rapid economic development
under the background of economic transition period ;the other was to further study the influences of
demonstration effect and ratchet effect on consumption and compare the differences of habit
formation between urban and rural residents under the background of urbanization process.
Meanwhile , the paper also gave some advices about domestic consumplion researches base on habit
formation theory in the future.
Keywords: Consumption,Habit Formation, Ratchet Effect, Demonstration Effect
JEL Classification: D91,E21
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