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Do You Know Your Future Self?

8

People often struggle to follow through on things they want to accomplish. When we try to do
something like quit smoking, save money, or exercise, many of us have short-term desires
that conflict with our long-term goals. To address this, economists have designed and
evaluated a wide range of commitment devices. Commitment devices are strategies that
allow people to voluntarily “lock themselves in” to a course of action in the future that they
might otherwise have trouble following through on. But when designing studies around

human failures and upping the stakes, researchers also run a risk.

When we look at the average effects of commitment devices, there is a body of evidence
suggesting that they can be effective. But commitment devices can be a double-edged
sword. While they encourage people to act according to their goals, those goals can still be
hard to meet—and if you do not, the penalties can be severe. Say, | am not a runner but |
want to get in shape for the New York City half marathon in a few months. | make a bet with
a friend (or | use a commitment website)—I can bet a certain amount of money that | will
forfeit if  do not run it. Not having ever run regularly, | do not know how hard it will be to get
into shape, but if | bet enough money | will have to go through with it right? So, $5007
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| find out that running regularly is really hard. The idea of the race sounded great in theory,
but at the moment when | have to leave my warm bed to go running at 6 AM before work, it
is suddenly less convincing. | learn that even the thought of losing $500 is unable to get me
out of said warm bed regularly enough to prepare. | am now locked into the bet with my
friend (or the website). What now?

What is vital with commitment devices is self-knowledge. To set targets for ourselves that we
can meet, we need to have a sense of how we will respond to incentives in the future. And if
there is one thing social science has shown us, people are not great at knowing themselves.
Especially their future selves.

A study by Anett John, who worked with IPA Philippines, provides an example of what can
happen when participants are not able to predict what their future selves will do very well. In
the study, the research team partnered with a bank to offer commitment savings accounts to
low- and middle-income clients who wanted to save for a major upcoming expense (like
annual school fees). The accounts put clients in total control—they set the amount they
wanted to save, the date by which to do it, committed to depositing a certain amount each
week to meet it, and set a penalty if they did not stick to it. If they fell more than two
deposits behind, the account was closed, and they paid the penalty while getting the rest of
their savings back.

A high proportion of the people offered the accounts opened one, and on average those who
were offered an account saved a lot more than those who were not. However, overall many
people did not benefit—indeed, over half of the people who opened an account (55%)
defaulted on the savings contract they had set themselves, forfeiting their chosen amount,
typically one to two days’ wages.

The research team collected measures about the individuals like risk aversion and financial
literacy, but nothing predicted defaulting. What seems to have happened was that clients
who defaulted had overestimated their own self-control and/or underestimated the difficulty
they would encounter in saving.

To be clear, enough people were successful at saving a lot, that on average comparing the
two groups’ total savings—the commitment groups saved more, so it looks like a successful
program. But at the individual level, 55% of adopters forfeiting one to two days' wages
sounds less of a success for behaviorally-informed savings products.

A closer look at the body of evidence suggests that participants in many other commitment
device studies have failed to follow through at similar levels. In the paper for this study, Dr.
John conducted a systematic review of the rates at which participants “followed through.” A
table listing the studies and their follow-through rates is included below.
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TABLE 1. COMMITMENT DEMAND AND FOLLOW-THROUGH IN THE LITERATURE

Commitment . . % follow-through Cost of
Paper D i Commitment design Take-Up % Follow-through measure (out of ad ) not following tt N
fithd 1 (1) Meet goal amount
Ashraf et al. (2006) Saving Rcs‘tri;i:): (WR) account 28% in one year (amount-based accounts) ;Zl]};([g Savings frozen
(2) Any deposit after opening balance
. . . . US 575 (relative
Jones and Mahajan . Pre-commit 1o deposit future Once received, "t
Saving . ) 3% . . . 43% 1o pre-committing
(2015) tax refund in WR account deposit tax refund into WR account not 10 it)
- Automatic deposit of harvest not defined
J . b . 5% . " - -
Brun et al. 2016) Saving proceeds into WR account 33 (cx enforced automatically)
1. Installment Savings (IS) . . £ . 1S: Chosen
. - . IS: 27% 1S: Complete installment plan 1S: 45%
[this study] Saving with self-chosen default penalty o . . g X ) penalty (P150-300)
2. WR account WR: 42% WR: Any deposit after opening balance WR: 21% WR: Savings frozen
visits paid but
DellaVigna and Health front-loaded membership Sample of - Attend often enough <20r% (monthly contracts)  not consumed (average
Malmendier (2006) (gym atiendance) fee, zero marginal cost g so that average fee per visit < flat fee <25% (annual contracts) forgone savings
$600 per membership)
Burger and Lynham Health Commercial . - _ Lose
(2010) (weight loss) bets on weight loss Sample of adopters Win bet 0% stakes (mean $143).
Giné et al. (2010) (s:nl?lkii‘g} WR savings plus Nicotine test 11% Pass nicotine test after 6 months M % savings lost
Health Pledge not to go Never go 14 days Lose stakes
R et al. (2015 12% 63%
over (2013) (gym attendance) 14 days without anending gym without attending gym (mean $58, max $300)
1 i visits
Bai et al. (2018) t . Pm . 13.7% - 14.1% Attend at least one pre-paid visit % paid but not consumed
(hypertension) preventive doctor visils (Rs. 90—135)
Schilbach Health Incentives conditional 49% (when free) Passing BAC afier a% exp. payment forfeited
(forthcoming) (alcohol) on blood alcohol test (BAC) 32% (when costly) ing BAC-conditioned incentives (Rs. 30—60 per day)
— _ . - Study 1: 100% Study 1: 1% grade
Asiely and o qﬁrﬂ;fw‘iﬁl‘ﬁ_s Study 1: 68% &::'“;:”:J‘"“T'"L Study 2: Unavailable penalty per day late
Wombooch 2007y  Acekmicoups Sy I: Acd S Study 2 Unavailable oo iask (8 days delay across Swdy 2: 18 penalty
Study 2: Paid proofreading ’ penalized but possible) .. -
3 papers per participant) per day late
j Work output Dominated work contracts ) Daily eamings
K ctal. (2015) (data entry) (low output penalized) i et wock target 4% reduced by half
naps " 1. . L Swdy 1: 57% (ITT) Option value of
Bisin and Hyndman Work output Self-imposed deadlines Study 1: 31% On-time submission (Control: 46%) completing late
Study 1: 1 Task Study 2: 48% (Note: Late submission e
(2018) (lab task) Study 2 3 Tasks (o fixst task 2 allowed) Swudy 2: 37% (ITT) (payment $15-$20
ey s 3T intens ot (Control: 47%) per task)
T 2018) Work distraction Eliminate access 1o tempting 38.3% (when free) not defined
(lab task) story during tedious work task  25.8% (when costly)  (commi enforced ically)

Notes: Statistics on commitment demand and follow-through are taken from the corresponding paper where available, and otherwise obtained from the authors. Follow-through is conditional on commitment
adoption, unless labeled “ITT", in which case it refers to the average in the group offered commitment. Full sources and derivations, as well as the selection criteria for papers, are provided in Appendix Il

The review found a common pattern: like in this study, often more than half of the adopters
failed to follow through on their commitments. In many studies, participants incurred
penalties, had their savings frozen, or paid other costs of forgone commitment. While the
reasons are not fully clear (the studies did not all collect individual-level measures the way

the Philippines study did), the review suggests that this result is the norm, not the exception.

The fact that people are not great at knowing their future selves poses a challenge for
commitment devices. There are a few possible responses, but each has its problems:

* Mandate higher penalties. In the Philippines study, participants tended to set

penalties that were too low to provide enough of an incentive to follow through on their

commitment. Designers of commitment products can mandate that penalties reach a
certain level—however, this requires a high level of fine-grained knowledge about the
preferences and behaviors of the specific product’s users.

But...we have already seen that a certain number of people are going to default, and it also
means tying up liquidity in case of emergencies—are we willing to up the stakes?

* Provide education and assessment. Designers of commitment products can also
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educate prospective users about the risks and perform tests to assess the users’
likelihood to achieve their goals. If people choose commitments that they are unlikely to
achieve based on past track records and preference measures, designers can decline to
offer them the product.

But...this entails a substantial amount of paternalism and confidence in our ability to know
people better than they know themselves, and the track record of changing people’s
behavior through financial education is pretty lousy.

» Reset our sights. Maybe commitments are more effective at maintaining a desirable
status quo than pushing people to new heights. In the systematic review of
commitment devices above, the outlier was a study by Supreet Kaur, Michael Kremer,
and Sendhil Mullainathan where workers in India chose an output level to reach daily
and were penalized if they did not reach it (receiving only half the wage per output
unit). In this case, follow-through was far higher than in any other study—workers met
their targets 97% of the time. It appears that workers were using the contracts to stick
to their minimum benchmarks and discipline themselves from going home early, rather
than to achieve more.

The Philippines study and indeed most commitment contract studies show that we should be
careful about measuring impacts based only on group averages. But there is also a possibly
more important lesson—if people are not good at knowing their future selves, researchers do
not have better predictive or targeting tools, and the studies seem to be hurting more people
than they help, we may want to rethink the costs and benefits of these programs, or at least
put in place mechanisms to mitigate any harms inadvertently done.
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