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Consumers make financial decisions everyday



All choices involve tradeoffs

¨ Overspending on food and entertainment à less 
money for rent, utility and savings
¤ Impact of small decisions adds up

¨ Low and middle income families are especially 
vulnerable
¤ Live pay-check to pay-check

n Little room for error
¤ No buffer against inevitable shocks 

n Savings 
n Credit 



Making choices is difficult 

¨ Consumers have limited time resources to weigh the 
financial cost of every decision

¨ Emotions and mental short-cuts do most of the work
¤ Help manage decisions and time

¨ Can lead to costly mistakes 
¤ Choices are highly influenced by context 
¤ Biased by the world around us 



The marketplace is not helping 



We think in terms of now vs. later

¨ Lots of temptation, poor self control
¤ Now is real, later is abstract
¤ Discount the future 

¨ Vulnerable to financial time bombs
¤ Mortgages

n Interest only; adjustable rate
¤ Loans

n Teaser interest rates; delayed payments 
¤ Retirement 

n “safe” and “status quo” savings 



How can we help? 

¨ Increase awareness
¨ Improve financial literacy
¨ Supply information 



A different approach 

¨ Insights from behavioral science
¤ Information has limited power to change behavior
¤ Financial decisions are particularly challenging

n Complex; Ongoing and persistent self-control

¨ Despite good intentions, people know that they
n over-spend…… under-save….. borrow too much…. 

¤ Maybe lack of information is not the problem……

Can we help activate self control? 



One approach to self-control

¨ People are “sophisticated” about self-control 
problems

¨ Limit temptation with restrictions
¤ Pay premium for small quantities of vices
¤ Self-impose costly deadlines 
¤ Make Ulysses Pacts…. 

¨ Can precommitment improve behavior?



Ulysses as a modern marketplace hero



Marketplace opportunities



Would you like to downsize that meal? 

“Would you like to cut 200 calories from 
your meal [and save 25¢] by taking a half 
portion of your side dish?”



Sun Mon Tue Wed Thu Fri Sat

BASELINE BASELINE DOWNSIZE
no discount

DOWNSIZE
no discount

BASELINE BASELINE DOWNSIZE
25¢ discount

DOWNSIZE
25¢ discount

1
3

Results 

1% 35%

4% 32%



Discovery Vitality Program

¨ Discovery Health South Africa

¨ Vitality Rewards Program 
¤ Rewards healthy behaviors

¨ HealthyFood™ Benefit 
¤ 25% cash-back on Pick n Pay healthy foods

n Fruit, vegetables, whole grains, lean meats, fat-free dairy
n Consistent with USDA; UK traffic light

¤Underutilized
n ~ only 1/3 of eligible food groceries discounted



Precommitment Program

¨ Commitment to increase healthy food items purchased
¨ 5-percentage points over their historical baseline

¨ Contract lasted 6 months
¨ Vitality members put their 25% discount on the line

¨ They got to keep their discount each month they met their goal
¨ Forfeit entire discount if they don’t

¨ Primary Research Questions
¤ Is there interest in a pure commitment device?

n No additional incentive beyond existing discount
n Only threat of loss

¤ Can it improve behavior? 



Results 

¨ Did anyone really try this? 
¤ Yes! 36% of invited households made the 5 percentage 

point pledge

¨ Did households purchase more healthy food? 
¤ Yes! Avg = 3.5 percentage points 

¨ Did households lose money? 
¤ Yes! Only 1/3 were successful each month
¤ $50,000 + in forfeitures



Results 

¨ Did people drop out? 
¤ No – fewer than 15% dropped out

¨ Would they try it again? 
¤ Yes! 2/3 would precommit again – and try it in other 

domains

¨ How long did the effect last? 
¤ ~ 6 months after the penalty ended



Did precommitment help? 
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Conclusions

¨ People are sophisticated (self-aware)
¨ Willing to make a one-time decision that limits 

future behavior
¨ Will keep trying…..
¨ Commitment devices are effective (and scalable)

¤ Cost-effective for firms
¤ Better incentive design 



Does this work in financial decisions

¨ Yes! 
¨ 30% of customers offered a commitment contract 

opened an account and saved 80% more than 
clients who were not offered the contract

¨ 78% of customers offered a chance to precommit a 
portion of their future salary raises to retirement 
accounts agreed to try it
¤ 10 percentage point increase in contributions over 3 

years



Can credit unions teach sophistication?

¨ How do we get members to think more about their 
future selves? Resist short-term temptation?
¤ Rainy day funds, retirement savings 

¨ What types of contracts would they precommit to?
¤ For how long?

¨ What happens if they fail? 
¤ Who gets the forfeitures? 



Thank You!


