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Behavioral Economics

* 1980-2024: Behavioral Economics - lots of progress
* Lab evidence (fairness, ref dep, cog biases, level k)
* Models (present bias, ref dep, social prefs)
» Field evidence (savings, finance, health, devo, 10)

* 2010-2024 —Behavioral Economics and Policy
e Savings and Defaults Y

e Nudges (Thaler and Sunstein, 2008)

* Questions:
e Is it justified and worth it?
e What policies does it change?
 What are the frontiers?
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Outline

* 1. Behavioral Economics - the key forces
 Two key forces
» Additional three forces

* 2. How do they change Policy?
 Evidence for three of the forces
* Existing policies, with new design/magnitudes
e Entirely different policies

* 3. Role of Nudges
» Effect Sizes
* Research Transparency

 Evidence creation and Adoption
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Behavioral Economics and Policy

* How does behavioral economics explain behavior?

o “Please, Not Another Bias! The Problem with
Behavioral Economics” “The “List of cognitive biases”
was up to 165 entries on the day I took this snapshot”
(Jason Collins, Evonomics)

* “There is a tendency to propose some new theory to
explain each new fact. The world doesn’t need a
thousand different theories to explain a thousand
different facts.” (David K. Levine, Is Behavioral

Economics Doomed?)

* Is behavioral economics a laundry list?
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Behavioral Economics and Policy

e No. Two forces stand out:
e Limited Attention
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Behavioral Economics and Policy

e No. Two forces stand out:
e Present Bias
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Behavioral Economics and Policy
e Three more forces important:

Incorrect Beliefs
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Behavioral Economics Changing Policy

Limited Attention 1: Taxes/benefits ignored

Low-income earners low participation in IRAs for
retirement savings, despite subsidies. Why?

Duflo et al. (2006): Field experiment with H&R Block

Control group: Explain IRA saving opportunity, no match
20% (50%) match: Add 20% (50%) match (up to $1k)
Measure impact on IRA participation

Pre-experiment No match 20% match 50% match

2.52 2.90 71.72 13.98
(0.38) (0.24) (0.40) (0.50)

Sizable 11 pp impact of 50% match

Also, heterogeneity across staff (4 pp variation) -
Presentation matters
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Behavioral Economics Changing Policy

e Compare to match incentives in Saver’s Credit for IRAs
— Cut-off at $30k income

->100% to 25% match (larger incentive) up to $2k

e Impact on IRA participation
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e Estimated impact: 1.3 pp, compared to 11 pp in H&R Block
e Salience and explanations matter
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Behavioral Economics Changing Policy

* Large set of related papers, two examples

s Chetty, Looney and Kroft (2009): Inattention to state tax

e Lower purchases when price inclusive of state tax g

e Consumers only about 50% attention to tax
e Inattention tempers deadweight loss of taxation

e Taubinsky and Rees-Jones (2018):
» Replicates inattention to state tax
e Adds: Inattention is highly heterogeneous
e - Inattention increases deadweight loss due to heterogeneity
e Also: Inattention decreases when stakes higher
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Behavioral Economics Changing Policy

» Limited Attention 2: Ironing of taxes/benefits

e Even when consumers pay attention, do they perceive
incentives correctly?

20+

Cents per kWh

157 SDG&E

SCE

10

Example (Ito, 2014): Electricity prices with tiered pricing
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Monthly consumption as percent of baseline (percent)

* Do consumers respond to marginal rate (standard model)?
e Ordo they iron and respond to average rate?

T T T T
200 300 400 500
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Behavioral Economics Changing Policy

 Ito (2014): Response to average, not marginal price
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—&—  Average price(1V) =& (Consumption
TABLE 2—ENCOMPASSING TESTS: MARGINAL PRICE VERSUS AVERAGE PRICE
(1 (2) 3) (4) (5) (6)
Aln(marginal price,) —0.034 0.002
(0.004) (0.011)
Aln(average price,) —0.051 —0.054
(0.005) (0.015)
Aln(marginal price, ;) —0.050 0.006
(0.004) (0.011)
Aln(average price, ) —0.074 —0.082
(0.005) (0.015)

e This undoes goals of tiered electricity pricing
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Behavioral Economics Changing Policy

o Self Control 1: Large impact of bureaucratic costs

» Benzarti (2020): tax filing and charitable deductions
e Choice A: Claim standard deduction of $X
e Choice B: Look for receipts and itemize $Y

e B>AifY-C > X, where C is hassle cost
o Strategy: Estimate C from missing distribution of itemized

items Panel A. 1987—1989 comparison
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Total itemized deductions bin size of $2,000 adjusted to account for inflation

N » Estimate cost: $175 to $590, equivalent to working 10-15 hours
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Behavioral Economics Changing Policy

Inertia when choices require immediate effort cost

Madrian and Shea (2001): Impact on 401(k) participation
Company has generous 401(k) program with 50% match up to 6%
Switches for new hires from opt-in to opt-out
Only change in default - How much impact?

- B0 32% B3%
a0, ! - o [
84% B o ik '

[0

40%

Participation Rate

2%

0%

- S I -

MEWY WlDOAY oL *hyrs 5-10yrs 1015 yrs. 15-20yra. 204 yrs

Tenure Category

W After Automatic Enroliment B Before Automatic Enrollment |

Finding replicated everywhere — health insurance (Handel,

2013), gyms (DellaVigna-Malmendier 2006), subscriptions (Einav
et al., 2023, Strulov-Shlain et al., 2023)...
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Behavioral Economics Changing Policy

o Self Control 2: Many consumers hand-to-mouth

Very rare design: 3,000 {

= How benetfits are distributed has important impact

Unemployment benetfits:
Western Countries: Paid as monthly benefits for N months
Developing countries: Mostly paid as one-time severance

Panel A. Average statutory benefits
40004 i

Gerard and Naritomi (2021): Brazil | FoTS bocomes qudat ot

...........
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= Analysis sample

2010 R$
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Positive temporary income shock! | Statutory Ul benefits
- = 1,000

Match to consumption data -

Months to/since layoff month

N (from anti-tax evasion lottery drawn from SSNs)

12 3 4 5 6 7 8 9 101112
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Behavioral Economics Changing Policy

Gerard and Naritomi (2021): Brazil

Panel A. DD estimates for laid-off workers
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Panel A. Spending in data and standard model beta model
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Behavioral Economics Changing Policy

e Isitjust Brazil? Ganong and Noel (2019): Ul recipients in US
e Compare response to:

e Entering UI: plausibly unanticipated = Cannot smooth consumption
e Expiration of Ul: anticipated = Can smooth consumpion

e Match to consumption data (from Chase Foundation)

Panel A. Spending in data and heterogeneous

e Support for models with high impatience / present bias




Behavioral Economics Changing Policy

Reference Dependence: Reference points matter

DellaVigna et al. (2017): Consider Ul system with 1-step
versus 2-step Ul benefits - Hungary

15t tier (U1 2nd tier ESociaIAssistance
68,400 | (UA) | (HHincome
$342 LA : dependent)
T
@ |
O 44 460 Before Nov, 2005
— T EEEEEEEEEEEEENS
o %222 schedule "
> m
= o
S 34,200 After Nov, 2005 &
= $171 schedule
22,800
$114

90 180 270 360
Number of days since Ul claim

Ref Dep: 2-step system triggers loss relative to reference
point at end of step 1 (9o days) and step 2 > more search

Standard model: Only benefit level matters, not changes
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Monthly Ul Benefit

68,400
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44,460
$222

34,200
$171

22,800
$114

Behavioral Economics Changing Policy
DellaVigna et al. (2017): Hungary

15t tier (UI)
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2" tier Social Assistance

(UA)

(HH income
dependent)

90 180

270

Number of days since Ul claim

Hazard by Duration
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200 400 ‘
Number of days since Ul claim

---e-- after

Samplesize: 11867

e Confirmed in SMS panel survey of search effort in Germany

DellaVigna et al. (2022)

7 (B) Hazard Rate around Ul Exhaustion,

Reemployment Hazard

Months since Ul Exhaustion
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Behavioral Economics Changing Policy

e Implications for Public Policy I

1. Taxes/Benefits need to be clear and salient (unless
goal is to shroud them)

>.  To achieve welfare goals - increase savings, benefit
participation - minimize effort costs of application

3. In designing benefits, keep in mind difficulties in
consumption smoothing

* Behavioral forces interact with forces underlying
tradition design of programs (eg, moral hazard), are
. not asubstitute for studying traditional forces )




Behavioral Economics Changing Policy

e Implications for Public Policy II:
* Behavioral forces call for different gvmt programs

. Social Security as forced saving
e Ensure people save enough given self-control problems

2. Sin Taxes. Taxation of internalities
* Alcohol and tobacco, Soda taxes most recently

3. Mandates for energy efficiency
e Light bulbs, car emissions




Role of Nudges

e Given limited attention/self-control problems,
how far can we go without changing
taxes/subsidies and without mandates?

NEW YoRrRE TIMES BESTSELLER

° Nudges (Thaler and Sunstein, 2008)
e Communicate more clearly with citizens

. conies a0

e Impressive finding 1: Bhargava-Manoli (2015) on EITC

m T Hotice CPO8 (oint) - Rl: sponse
s, i3

MNotice date July 1. 2012
IRS [ — e

- CP First Notice (CA TY 2009) 0.41

Overall Response 0.22

Important information about the Eamed Income Credit

You may be eligible for a refund of up to $5,751

Overall Response - Hispanic Adjusted 0.25

‘Our records show that you may be Summary
eligible for the Eamed Income Credit it A
c i 't claim il 1 The credit, which can be up to $5,751, is for certain people who have worked {: = - }
(20), but cin® c!alrr‘ t fm Yo, 2'.:” and earned income. Flease complete the worksheet on Page 3 to determine C m.'“:rul Cm"plex I\ C umP]El 1""’ S 0 1 4
tax form. Depending on your earnings

F ‘re eligible for th dit.
and eligibility, your benefit can be up to ambih .

$5.751. = . - " 3
Do not discard or overlook this notice Slmplt‘ (Smplt‘ ?‘1 L Sﬂ'nplt W S} D 3 3 3
because you may be entitled to some
additional money.

What you need to do Complete the Eamed Income Credit Workshest on page 3. Simple + Information 0.28

If the worksheet confirms that you're eligible for the credit
= Sign and date the attached worksheet, and mail it to us in the enclosed

envelope. S-n"n_ple T Lﬂ"ﬂ" Sﬁm 'D:Z




Role of Nudges

e Also impressive finding, Dynarski et al. (2021)

e RCT: Send under-represented students that qualify for
free tuition at U Michigan a flyer informing of that

Panel A. Application to University of Michigan

Four Years of Free Tuition

el o If Admitted to the University of Michigan
. MICHIGAN (N

P,
Lo g
e - A e r—

Sample,

chedu

on deadline of February 1.

ke a and discuss them with your fi Faplo i about the Unive
& are eager Lo receive your application by our Early
Go Blue! a ? = C
Mark Schlisee!

Presiclent

e In both cases, nudges explain
existing benefits

Average UM application rate

0.8

0.6

04

0.2

0

0.68

0.26
T
1

Control Treatment
Treatment effect: 0.422 (0.022)

Panel C. Enrollment at University of Michigan

Average UM enrollment rate

0.8

=
(=]

=
.

=
P

=

Control Treatment
Treatment effect: 0.151 (0.019)




Role of Nudges

e However, other times null findings of nudges

 Linosetal. (2022): RCT: Send messaging for EITC take up
similar to Bhargava-Manoli (2015), but for non-tax filers

e Null effect

Filed return Claimed EITC
@D
=
.
¥ -
Study 1 ' = '
Any text —+— —0.00 1.00 -+-
Study 2 I I
Any letter - e —-0.19 0.53 —
I‘_]_Ba-"lfﬂrmal— ———— (.12 0.80 ——
FTB/informal- o} ~0.12 0.80 S T—
GSO/formal - -0.02 0.97 ——
GSO/informal o | -0.73 0.13 —_—
1 1

e Do we understand enough heterogeneity of findings?

* What is average effect across interventions?
» Is there is role for selective publication of effects?

0.02
—0.30
0.36
—0.00
0.04
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Role of Nudges
» Nudge Units A D g et oty oima i @) OECD
e Work with governments \
e Take nudging to scale \§ o £ ///
* Hundreds of RCTs 7: \\§§ ////;//\ .
e Typically not published /// /\\\ >l

* Provide setting to address Qs:

* What is the average effect size of nudge RCTs?
o (Even if effect size small, ROI can be high as cost near zero)

e How is the evidence used?

/




Role of Nudges

» DellaVigna-Linos (2022): Collaborate w/ 2 major Units

sbst

SOCIAL AND BEHAVIORAL SCIENCES TEAM

THE
BEHAVIOURAL

INSIGHTS
TEAM

Office of Evaluation Sciences

e Data on 126 RCTs, all trials run by these units in 2015-2021

» Effect sizes in percentage points (pp) on policy outcomes:
» Roth (retirement savings) participation
e Renewal of driver licenses online
e Sewer bill payments

N e Compare to effect sizes in pp in published nudge papers




Role of Nudges

UNWEIGHTED TREATMENT EFFECTS.

Academic Journals Nudge Units
All BIT OES
(1) (2) 3) (4)
Average treatment effect (pp.) 8.682 1.390 1.698 1.023
(2.467) (0.304) (0.528) (0.206)
Nudges 74 241 131 110
Trials 26 126 78 48
Observations 505,337 23,556,095 2,008,289 21,547,806
Average control group take-up (%) 25.97 17.33 15.60 19.47

* Nudges in Nudge Units effective (1.4pp, 8%) but 5 times
less than in published papers. Why?

 Publication bias in journals (hard to publish null results)

© — ] -

Frequency
3
|

f T T T T T T 1
<-3.96 -296 -1.96 -0.96 0.96 1.96 2.96 3.96 496 >5.96

t=Effect size/Standard error
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Role of Nudges

e = Importance of Research Transparency

e Publication bias implies
 Distorted view of effect sizes = Ineffective policy choices
* Disappointment of policy-makers
» Underpowering of experiments -> Exacerbate pub. bias

* What can we do?
 Pre-register studies

e RCTs with no file drawer problem (eg, Nudge Units or Mega—
studies)

* Prediction of research findings Y

Platform




Role of Nudges

e Nudge Units allow study of key Q for evidence-based policy

 Are effective treatments (eg, nudges) adopted?
e If not, nudges do not impact policy and RCTs toothless

* DellaVigna-Kim-Linos (forthc.): Contact all cities in BIT-NA sample

* Example of adoption

Control status-quo arm in trial (2017) Treatment arm with nudge features (2017)

municipaLiTY oF I

June 5,2017

This is A Test
123 Test Street

RE:

Balance Due § 96.67

Our records indicate you still owe on the court case listed above. This is a courtesy reminder for payment,
which must be made within 10 days from the date of this letter to avoid further collection action. Your case
may have been referred to our 3™ party collection agency and additional collection fees assessed.

Your cutstanding balance due is reflected on our public website at www JEEE(Link: Your Govemment >
Delinguent Criminal & Civil Fines > Search the DCF Databasc). Your payment options are listed below:

s Pay onlinc

g & credit card, debit card or clectronic check through Municipal Services Burcau at

and pay with a credit card, debit card or electronic check through Municipal

s Bureau.

«  Mail a check or money order to: Municipal Services Bureau, PO Box [N
Note: a convenience fee is assessed by Municipal Services Bureau for electronic payment services.

IMPORTANT: To ensure the accurate application of your payment, please reference the case number(s),

Failure to resolve this mater within 10 days from the date of this letter may result in the exercising of
our rights under the Court’s judgment, including one or more of the following actions: of
vol bank account(s), or Municipal referral of your account fo an outside collection
agency.

1f you have any questions, please feel free to contact us ¢ IR

This is an antempt to collect a debt and any information obtained will be used for that purpose.

Current (2022)

PAYMENT

D
August 31, 2017

MUNICIPALITY OF
TREASURY DIVISION

August 4, 2017

This is A Test Case
123 Test St

Y YOUR COURT-ORDERED CRIMINAL FINES/FEES NOW

DELINQUENT AMOUNT DUE: § 96.67*
HOW TO PAY

pay by Phone: 1 | NEEEEEENNNIN

PaybyMail:  Check or Money Order Payable To:

P.0, Box I

Note: Reference your Il Case Number o check or monex order for prompt processing, You may also use the enclosed postage-
paid emvelope (o mail your payment. A convenience fee is assessed by MSB for clecironic payment services. Creditidebit card
transactions may appear as charges from Gika Corporation on your hank or credit card statement.

INFORMATION YOU NEED TO MAKE A PAYMENT
I Casc Number: MO W Ticket Number: A123456  Offense Date: 01/01/2000

Charge: AMC9.22.040(C): Stop-Decree Speed Without Notice To Rear Driver

Important: [

insusance companics) by v

e amount still due, can be viewed by anyon (examples: employess, landiords, and
blic records website at: ww

IF YOU DON'T PAY NOW, WE CAN GARNISH THE FOLLOWING:
Your PFD, wages, andior bank accountfs).

TROUBLE PAYING?
Contact Treasury / Delinquent Fines & Fees Customer Service ot [N

* Your case has been referred 1o owr thind-pary n apency. MSB. 50 the delinquent amount due may not inciude MSB's full
colction e, Contact S8 for e halanordoe To dicues etende peyment ot comsct 3655 at ! BN

“This is an astempt o collect a debt and any informmation obtained will be uscd for that puzposc.

PAYMENT
DUFE

COLUMN A

MUNICIPALITY OF
TREASURY DIVISION
FINAL DEMAND
COLUMN B

N e

Corom T, COLUNN T COLUMN 1

PAY YOUR COURT-ORDERED TRAFFIC FINES/FEES NOW

DELINQUENT AMOUNT DUE: $ COLUMN K*
HOW TO PAY

Online: www, com ~ Local Payments, Juri

Phone: | I (Pross 3, then Jurisdiction NN

Check or V¢ e Order Payable To:

B, Type: DCF Payments

Mail:

Note: Refevence vour I Case Number on check or money order for promipt processing. A comvenience fee of 2.55% is assessed
by ACH for electronic payment services, Credit/debit card iransactions may appear as charges from ACt Payments Inc. on your bank
or credit curd swdement.
INFORMATION YOU NEED TO MAKE A PAYMENT
M C:se Number: COLUMN L [l Ticket Number: M Offense Date: N
Charge: O
Amportant: Delinquent cases, including the amount still due, can be viewed by anvone {examples: employers, landlords, and
insurance companics) by visiting ih public records wabsite at: hio:/wovv: S
1K YOU DON'T PAY NOW, WE CAN GARNISH THE FOLLOWING:
Your Il your wages, and/or your bank accouni(s).

IF YOU HAVE ANY QUESTIONS

Contact Treasury / Dolinquent Fines & Fees Customer Sorvice at [N .

* 1 vou do not iy pay the delinguent amonn due by the payment de date above, thel may refor your case to our third-party
collection agency, Professional Creedit, who will udd a collection fee of 35.14% to pour balunce. Your new amount due would then
become SP.

To discuss extended payment options after your case has heen referred, contact Professional Credit ot | I

This s an attempt to collect a debt and any information obtained will be used for that purpose.
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Role of Nudges

e Does evidence predict adoption? No! . Forecasted observed
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11% (N=118)| [23% (N=118) 47% (N=118) 25% (4/16) 25% (6/24) | |30% (10/33)
o4
Zero or Positive Positive Zero or Positive Positive
negative insignificant  significant negative insignificant  significant

Max t-stat across treatment arms in trial

e Strongest predictor: Communication pre-existing

Percent of trials adopted
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Forecasted £=0.00 Observed

30% (N=118)

p=0.00

p=0.00

41% (N=118) 12% (6/52)

New

Pre-existing New Pre-existing

Communication in trial existed before the trial?

Example: Suppose in a trial, BIT and the

city send reminder letters for timely utility

bill payment

* New communication if city had not
been sending such letters before the
trial

* Pre-existing comm. if the city had
been sending, and the trial tested new
nudge features
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Role of Nudges

 Interpretation? Organizational inertia

 C(ities with no previous communication revert to status quo and send no
communication in years after RCT (and thus do not adopt)

 C(ities with ongoing communication find it easier to adopt

10% (2/21)

24% (5/21)

88% (46/52)

Percent of trials
0 10 20 30 40 50 60 70 80 90 100

1

New Pre-existing

Communication in trial existed before the trial?

I Treatment arm communication adopted
I | Control arm communication adopted
[ | No communication adopted

* For behavioral econ to atfect policy, we need to work also on
bottlenecks to adoption (surprisingly understudied) y
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Conclusion

e Behavioral econ insights can have important policy impact

e Channels are mostly straightforward
e Limited attention (esp given limited literacy)

e Present bias — bureaucratic costs and focus on immediate
consumption

e Others too - reference dep, mental accounting, social norms

 Incorporating these insights is not easy though
e Some striking success cases
e But average impact is moderate
* Heterogeneity of nudge effects all to be studied
e Need to build clean evidence base, limiting publication bias
e Important also to study what gets implemented
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