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Yesterday: Game theoretic view of poverty
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Yesterday: tradeoffs:

Complexity and ordeals reduce:

Type II errors (award errors / fraud):  

ineligible individuals getting benefits 

but at cost of 

Type Ia errors (incomplete take-up): 

eligible individuals not applying for benefits.



Mkandawire, UN Research Institute for Social Development, 2005



Problem: 
Not too many people getting benefits: 
but too few people getting benefits.

SNAP (Food stamps)
In 2013, 15% of eligible people didn’t 
apply

EITC (tax return for working poor)
In 2009, 25% of eligible people didn’t 
apply



Behavioral considerations: outline 
● Demand-side: why are eligible individuals not applying for benefits? 

○ Complexity and cognitive demand of poverty

○ Higher discount rate / present bias

○ Awareness of need

● Supply-side: why are we so upset at type II errors? 

○ Deservingness: unlucky vs lazy



Sent to 35k tax 
filers in California 
who didn't claim 
the EITC in 2009, 
despite being 
eligible. ($26 
million unclaimed 
benefits)

EITC experiment: take up and complexity 

Bhargava & Manoli (AER, 2015)

SIMPLE COMPLEX 
(1 out of 2)



Bhargava & Manoli (AER, 2015)

Personal stigma 
reducer: “You 
may have earned 
a refund due to 
your many hours 
of employment,“
Moffitt, 1983



Bhargava & Manoli (AER, 2015)

Benefit



Bhargava & Manoli (AER, 2015)
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Why is complexity in application for benefits so costly to the poor?



Poverty impedes cognitive function?
Yes: 
● Mani et al (Science, 2013)
● Haushofer & Shapiro (QJE, 2019)

No:
● Carvalho et al (AER, 2016)

Still an open question



(The mere thought of) poverty impedes cognitive function

Study 1: experimentally induce thoughts about finance, measure cognitive function

● People walking through mall n=101.
● Rich (70k) vs poor shoppers (20k) 

● Imagine Car repairs: $150 (Easy), $1500 (Hard)

“Your car is having some trouble and requires $X to be fixed. You can pay in 
full, take a loan, or take a chance and forego the service at the moment... How would 
you go about making this decision?”

● While thinking about this, do cognitive tests. (25c per correct answer)  
● Give answer on car repairs after finished with cognitive tests. 

Mani et al (Science, 2013)



The cognitive tests: Raven’s Matrices

● Common component in IQ tests. 
● Measure of fluid intelligence (solve problems in novel situations)



The cognitive tests: Cognitive Control Task

● One example is the Stroop test.
● Measure of speed of processing incongruent stimuli / cognitive control.  



Mani et al (Science, 2013)

Just thinking about financial stress impedes cognitive function of the poor 
(but not the rich)



Less financial stress after post harvest payments

464 small plot sugarcane farmers in India who made over 60% of 
their income from sugarcane surveyed before and after harvest

Mani et al (Science, 2013)

Haushofer & Shapiro (QJE, 2019): less stress / depression after cash transfer



Higher cognitive scores after post harvest payments

Not due to learning. Similar score to 100 farmers who only took test 
once (after harvest).  

Mani et al (Science, 2013)



But.. not found in all studies
Carvalho et al (AER, 2016)

3821 people with income <40k before and after 
payday. No change in cognitive function. 

expenditure working 
memory

Stroop 
-time



Behavioral considerations: outline 
● Demand-side: why are eligible individuals not applying for benefits? 

○ Complexity and cognitive demand of poverty

○ Higher discount rate: present bias

○ Awareness of need

● Supply-side: why are we so upset at type II errors? 

○ Deservingness: unlucky vs lazy



Discounting the future: present bias
If the poor are less willing to take costly action now (e.g. apply) for future benefits 
than the non-poor, take-up rate will be lower among the poor.  
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Tanaka, et al (AER, 2010): Vietnam: lower income, lower β (more present biased). 
Dohmen et al (QJE, 2018): 76 countries, impatience corr w/ poverty. 

○ Open questions:

○ Are the poor more impatient (do not want to wait) or liquidity constrained (cannot borrow, so 
cannot wait) ? Carvalho et al (AER, 2016)

○ Impatience (and risk aversion) is correlated w/ cognitive ability. (Dohmen et al, AER 2010)



Difference in 401k enrollment rate by income 
Madrian and Shea (QJE 2001)

Have to 
opt-in

Have to 
opt-out

+67

+31

Do not take up 
commitment 
savings even if 
they can (and want 
to) due to 
procrastination in 
starting. 



Take-up requires awareness of problem
● Transitional shelter for working homeless (room/board covered, have income)
● Linardi & Tanaka (JEBO, 2013) very low 𝛽𝛽. Low take up of commitment 

savings program in shelter (lockbox), also little/no savings outside shelter. 

● Measure awareness of self-control problem as: 
𝑒𝑒𝑥𝑥𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑒𝑒𝑒𝑒𝑑𝑑𝑑𝑑𝑑𝑑𝑒𝑒𝑑𝑑𝑑𝑑𝑑𝑑 (𝐸𝐸𝐸𝐸) = 𝑑𝑑𝑒𝑒𝑒𝑒𝑑𝑑𝑖𝑖 – 𝑒𝑒𝑝𝑝𝑒𝑒𝑒𝑒𝑑𝑑𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑠𝑠𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑠𝑠

● Observe savings in lockbox. 

● Hypothesis: 
𝑒𝑒𝑥𝑥𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑒𝑒𝑒𝑒𝑑𝑑𝑑𝑑𝑑𝑑𝑒𝑒𝑑𝑑𝑑𝑑𝑑𝑑 𝐸𝐸𝐸𝐸 ↑ 𝑠𝑠𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑠𝑠𝑠𝑠 𝑑𝑑𝑑𝑑 𝑖𝑖𝑑𝑑𝑒𝑒𝑙𝑙𝑙𝑙𝑑𝑑𝑥𝑥 ↑

Effect larger for those with worse self-control problems (lower 𝛽𝛽)

Incekara-Hafalir and Linardi (JEcPsych 2017)



Take-up requires awareness of problem

Every $100 of predicted shortfall in ability 
to save predicts $10 more put into  
shelter savings program.

Incekara-Hafalir and Linardi (JEcPsych 2017)



Take-up requires awareness of problem

Effect driven by those with worse self-control 
problems. Lower 𝛽𝛽 need more services but 
only those aware of own 𝛽𝛽 use them.   

Incekara-Hafalir and Linardi (JEcPsych 2017)



Poverty & present bias: correlation or causation? 
● Lab experiment: randomly start as rich or poor, do real effort task

Haushofer and Fehr, WP 2019

Always poor

Always rich



Negative income shocks exacerbate present bias

Negative shock => drop in β
It’s not the income, it’s the shock.

Haushofer and Fehr, WP 2019



In summary: behavioral view of targeting the poor
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Behavioral considerations: outline 
● Demand-side: why are eligible individuals not applying for benefits? 

○ Complexity and cognitive demand of poverty

○ Higher discount rate: present bias

○ Awareness of need

● Supply-side: why are we so upset at type II errors? 

○ Deservingness: unlucky vs lazy



Willingness to help depends on view of poverty
● Why are people poor?

Lazy or Unlucky
● Well-documented: prefer to assist Unlucky: 

Sick vs drunk (Piliavin, Rodin and Piliavin, 1969). 

Accident – vs out partying (Betancourt, 1990). 

Disabled vs drug use (Fong & Oberholzer-Gee, 2011)

Variation in this beliefs can explain differences in redistributive policy across democratic countries (Piketty 
1995; Alesina, Glaeser, Sacerdote, 2001; Alesina and Angeletos, 2005)



Framing poor as lazy leads to support for stricter req.
● 207 Danish undergrads presented with vignettes. “Imagine a man who 

receive social welfare benefits…”

“fit”

“work-related 
injury”

Petersen (AJPS, 2012) 



Gov framing of policy affect deservingness of poor
Linardi & Rudra (CPS, 2020)

“More FDI needed to generate
employment, cut poverty” (The Financial Express, 2014),

Field experiment in malls/ cafetaria in India.
Survey, get Rs, provided vignette of poor living in slums, decide donation.
Given more info about economic environment near poor, can revise donation. 

Info about local factory: Low skill (food/bev manuf) High skill (IT)

Low skill but FDI-owned High skill but FDI-owned

“There is no country that has fought poverty without attracting Foreign Direct Investment,” 
S. Musokotwane,  Zambia finance minister



Gov framing of policy affect deservingness of poor
Linardi & Rudra (CPS, 2020)

India: people 23% more likely to reduce donation when they learn that there’s low-skill foreign-
owned factory (FDI) near the poor. Effect is driven by belief that FDI is good for the poor.



Those who seek information react to negative signal of poor

● Give to low-income public housing resident (50-50 disabled vs drug user) 
● In no choice treatment, subjects are either told why their recipient is poor 

or not. 

Fong & Oberholze-Gee (JPubE, 2011)



Those who seek information react to negative signal of poor

● Give to low-income public housing resident (50-50 disabled vs drug user) 
● In the choice treatment, subjects can buy info ($1) on why their recipient is poor

Fong & Oberholze-Gee (JPubE, 2011)

Choice

4.55

0.62

1.97



How to help the poor depends on why you think 
people are poor
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Thank you!

This?

Or this?


	Mechanism Design for Social Good
	Yesterday: Game theoretic view of poverty
	Yesterday: tradeoffs:
	Slide Number 4
	Slide Number 5
	Behavioral considerations: outline 
	EITC experiment: take up and complexity 
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Poverty impedes cognitive function?
	(The mere thought of) poverty impedes cognitive function
	The cognitive tests: Raven’s Matrices
	The cognitive tests: Cognitive Control Task
	Slide Number 15
	Less financial stress after post harvest payments
	Higher cognitive scores after post harvest payments
	But.. not found in all studies
	Behavioral considerations: outline 
	Discounting the future: present bias
	Difference in 401k enrollment rate by income 
	Take-up requires awareness of problem
	Take-up requires awareness of problem
	Take-up requires awareness of problem
	Poverty & present bias: correlation or causation? 
	Negative income shocks exacerbate present bias
	In summary: behavioral view of targeting the poor
	Behavioral considerations: outline 
	Willingness to help depends on view of poverty
	Framing poor as lazy leads to support for stricter req.
	Gov framing of policy affect deservingness of poor
	Gov framing of policy affect deservingness of poor
	Those who seek information react to negative signal of poor
	Those who seek information react to negative signal of poor
	How to help the poor depends on why you think people are poor
	Slide Number 36

