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In many countries policy makers are concerned that households reach retirement without
sufficient savings (see Bernheim et al (2000), (2001), Scholz et al (2006), Skinner (2007), Lusardi
(2008), Rooij and Lusardi, (2011)). A number of interventions have been proposed or introduced
to raise household savings and encourage households' pursuits of long-term saving goals. These
interventions include financial rewards (tax incentives or matching), provision of information,
education, advertising and manipulation of default options (Madrian and Shea 2001). A small
literature has assessed the effectiveness of such interventions (See, for example Attanasio (2002),
Duflo et al (2006), for reviews, also see Crossley et al, (2012)). Limitations of this literature
include (i) interventions studied are often a package of several treatments and hence it has been
hard to establish empirically which parts of the package are effective, (ii) outcomes are often
measured over a short horizon.

The objective of the proposed study is to provide new experimental evidence on the efficacy of
different treatments in maintaining commitment to a personal pension plan. Key aspects of our
study will be independent variation in the different components of the intervention and outcomes
measured over two years. The study will take place all across Turkey in collaboration with
AvivaSA Emeklilik ve Hayat AS, which is currently one of Turkey's largest private retirement
account providers. Most banks and insurance companies in Turkey now offer individual retirement
accounts, though the take up is still well below the government's target. A second problem has
been that individuals sign up for these accounts but then fail to maintain their planned schedule of
contributions.

Our key research question is: how can individuals who sign up for a personal retirement
account be encouraged to maintain a regular contribution schedule? Our research design will
randomize multiple treatments in a target population who have missed a scheduled contribution.
Treatments include financial incentives and information provision. One set of treatments
encourages an immediate contribution. Another set encourages conversion to an automatic
payment plan. Main outcomes are contributions measured over a two-year period in administrative
data from our financial services provider. In addition, interviews will collect information on
barriers to saving and sources of contributions.

The proposed study will make several contributions to the saving literature:

e We will study both financial incentives and information provision; and critically, will
have independent variation in treatments, allowing for the identification of main and
interaction effects. As noted above, failure to do this has been a limitation of the literature
to date.

o We will vary the duration of treatment, allowing an assessment of the efficacy of
treatments of different duration.

o We will study the effects of the framing of information, and in particular, whether framing
the consequences of missed contributions as a loss encourages consistent contributions.
See Tversky and Kahneman (1981), Rothman et al(2006), DellaVigna (2009), Kuhberger
and Carmen (2010), Brooks et al (2012).

o We will collect information on the sources of contributions in order to distinguish whether
treatments induce net new saving or portfolio reshuffling. Few papers in the literature
have been able to do this (Attanasio and Deleire (2002) is a notable exception)

o We will follow the accounts of the subjects for two years. This will allow us to study the
long run saving impact of treatments and whether they were effective in inducing a
contribution “habit”. Again, much of the literature measures outcomes over shorter
periods.



. We will compare two broad approaches to behavioral change. In one set of treatments
financial incentives and information will be used to encourage contributions. In a second set of
parallel treatments, financial incentives and information will be used to encourage account
holders to sign up for an automatic payment plan. The latter is an example of seeking long-
term change through a single decision. Such strategies have been used for reducing energy
consumption, but not in the savings context, to our knowledge.

Our target population is current AvivaSA retirement account holders who are (i) predicted
on the basis of past behavior to have a high probability of repeatedly missing contributions,
and (ii) missed their contribution in baseline month of the experiment (March 2013). Clients
who never miss their contribution payments and clients who have set up automatic payments
through their credit cards are not part of our target population.

We propose a number of different treatments which are motivated by different theories of
change. They are as follows:

1. Financial Incentives
i) Matched saving incentive for payment next month.

ii) Current consumption incentive for payment next month. The company will offer a health
care kit.

iii) Matched saving incentive for converting to regular payment plan (credit card).
iv) Current consumption incentive for converting to regular payment plan (credit card).
2. Information Framing:

The information on the benefits of contribution will be reframed as costs of missed contributions
(that is, as losses).

The information incentive will be connected to two different behaviors: either

i) making the missed contribution by the end of the month, or
ii) signing up to an automatic payment plan.

The financial incentive treatments are motivated by a rational model of saving behavior: they raise
the return to saving. The long run effect of the financial incentive hinges on habit formation in
contributions. Offering a current consumption incentive rather than a cash match is motivated by the
idea that responses to immediate rewards may be different from responses to future benefits. The
reframing of information as losses is motivated by the wide-ranging evidence that individuals are loss-
averse and subject to endowment effects (see, for example, Della Vigna (2009)). The idea is to induce
the account holder to perceive the future value of contributions as an endowment. Targeting treatments
on signing up to an automatic payment plan rather than on contributions per se is motivated by the
idea that it is easier to induce long-term change through a single decision (rather than altering repeated
choices). This is sometimes referred to as "changing contexts" rather than "changing minds" to change
behavior (see, for example, Dolan et al (2012) and Institute for Government (2010)).

Treatments that this study show to be effective in inducing account holders to stick to regular
contributions will certainly be adopted by financial service providers. The structure of these products
are such that they are profitable for providers only if account holders contribute regularly for a long
period. This is mainly due to large fixed management costs of the invested funds. Thus the interests of
financial services providers are well aligned with the public policy objective.

If account holders can be induced to stick to regular contributions, then private individual
retirement accounts can be an important pillar in the retirement income systems of Turkey and similar
middle income countries.
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Itemized Budget and Justification

The implementation of the design will be funded by the partner organization, AvivaSA. This includes
financial incentives, call center costs (hiring new staff) and in-house data management.

The funding request we make is intended to cover the costs of generating scientific articles. This
involves the salary of an RA who work for the project and dissemination activities.

Personnel Cost:

1 Research Assistant (full-time): 6 months, $6,000. This is standard stipend for an MA student at Koc
University.

Dissemination Activities:
6 international conferences and workshops, $12,000
Local travel (visits to the headquarters of AvivaSA): $2,000

Total funding requested: $20,000
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Graduate: Financial Economics, Asset Pricing, Computational Finance, Applied Econometrics.
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Leth-Petersen, forthcoming Journal of Econometric Methods.

“Do Disaster Expectations Explain Household Portfolios?” Quantitative Economics (2012), 3(1),
1-28.

“New Evidence on Taxes and Portfolio Choice”, with K. Atalay, T. F. Crossley, and Sung-Hee
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e “Tax Incentives and Household Portfolios: a Panel Data Analysis” (2006), joint with Seren Leth-
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e “Consumption with Heterogenous Preferences and Heterogenous Income Processes”, with M.
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e “Who Defaults in Subprime Credit Markets?” with T. Crossley.

e “Incentivizing the Use of High Cost Credit for Habit Formation: Lessons from a Randomized
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Organizer: Household Debt Housing and Expectations Conference, CFAP, Cambridge, 2009.
Organizer: Consumer Credit and Bankruptcy Conference, CFAP, Cambridge, 2011.
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Finance, Economic Journal.



