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Wo I"d Nudging People Toward Better Decisions

Behavioral Economists Have Recently Found Success
in Using People’s Behavioral Quirks to “Nudge”
Them Toward Making Better Decisions.*

Behavioral economics began as a descriptive science, meaning
that its first goal was to develop theories that accurately de-
scribed human economic behavior. In particular, it sought to ex-
plain a number of behaviors that at first glance seemed irrational.
Now that behavioral economics has made significant headway in
explaining many of those behaviors, some economists are sug-
gesting that its insights be used to nudge people toward choices
that are better for themselves and others.

A key feature of “nudges” is that they are subtle.

his
subtlety means that nudges can cause large changes in behavior
without making people feel bullied or coerced—and also with-
out imposing stringent new rules or having to offer people big
monetary incentives or disincentives to get them to do what
you want.

“Take retirement savings. As you may know, people tend to
consume too much in the present and therefore undersave for

“The term “nudge” was popularized by Richard Thaler and Cass
Sunstein in their book Nudge: Improving Decisions about Health, Wealth,
and Happiness, Yale University Press, 2008.

retirement. But as it turns out, this unfortunate behavioral
tendency can be easily offset by another behavioral tendency: the
tendency people have to stick with default options. In terms of
retirement savings, this comes down to designing corporate
“defaulted into”

retirement programs in which each work
her company’s retirement savings program.
de-

Under those savings programs, money is automatically
ducted each month from a worker’s paycheck and deposited in
her retirement savings account. It used to be the case that the
default for such programs was for workers to start out mor en-
rolled in them. To get enrolled, they would have to request to
join the program. That is, they would have to choose to go
against the default option of not being enrolled.

And because people have the behavioral tendency of stick-
ing with whatever option is presented to them as the default,
relatively few workers would make the change and enroll in
their company’s savings program. That was disappointing. But
instead of being deterred, behavioral economists saw an op-
portunity. Why not change the default? Why not make auto-
matic enrollment the default option? By making that change,
people’s tendency to stick with default options would work in
their own favor—they would stay enrolled and save money for
retirement.

When this strategy of switching the default was actually
implemented, the number of workers participating in retirement
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savings programs skyrocketed—jumping from 60 percent to 98
percent. Those workers can now look forward to much more
pleasanc retirements thanks to this simple change that works wirh
people’s preference o stick with default options.

People’s tendeticy 1 look around them for social cues as to
what constitutes good behavior can also be exploited to modify
their consumption behavior. Bu

information that they were below-average electricity users to
mean that they should feel free to consume more. After all, why
should they use so little when their neighbors were using
much more?

“The power company finally hit upon a solution that worked.
ymbals like © and ®. Tn addition to printing peo-

ple’s own usage and the average

vou have to be careful about
how you do it,as was discovered
by a California power comp

that wanted to encourage i
customers (o conserve ele
ity Tis first attempt (o use social
cues involved sending each cus-

ric-

zomer a bill that showed not
anly his or her own usage of
Slectricity in kilowatt-hours, but
also the average usage of nearby
Bouses. The company hoped
“hat by showing the average us-
“ec of neighbors, customers
would receive a subtle hint
hout their own usage. Tn particular, it was hoped that customers
5o used more than their neighbors would feel that they were be-
S wasteful and would thus cut back on their usage.

And that did indeed happen. Bu, cheir reduction in electric-
S wsage ended up being completely swamped by an in
ericity usage on the part of the customers who had previously
S below-average users. Those customers interpreted the new

ase in

usage of their neighbors, the
company also started printing a
© on a customer’s bill if his us-

age was below average and a @
on his bill if his usage was
above average. The unhappy
smilies embarrassed the heavy

users

into reducing their con-
sumption even more, while the
happy smilies gave a pat on the
back to the light users—a pat
on the back that kept their
usage low.

Bear in mind that both
the elecricity customers and
the workers saving for retirement were being manipulated by the
Jres. This fact is perhaps even more
r that the changes in behavior that
were caused by the nudges were most likely unconscious on the
part of those being manipulated. Keep this in mind as you con-

people who designed the nu

disturbing when you consid

sider for yourself when and if it is morally or ethically acceptable
to use nudges to guide people’s behavio





