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Savings, subgoals, and reference points

Helen Colby Gretchen B. Chapman

Abstract

Decision makers often save money for a specific goal by fagydiscretionary consumption and instead putting the
money toward the savings goal. We hypothesized that referpaints can be exploited to enhance this type of saving.
In two hypothetical scenario studies, subjects made jud¢snaf their likelihood to forgo a small expenditure in order
to put the money toward the savings goal. In Experiment lgmehts were higher if the savings goal was presented
as composed of weekly subgoals (e.g., save $60 per week ta Bag0 iPod). Experiment 2 replicated this finding
and demonstrated that the subgoal manipulation increasgthients of likelihood to save money only when the money
saved from the foregone consumption would allow the decisiaker to meet the weekly subgoal exactly (not under
or overshoot it). These results suggest a reference poicttanésm and point to ways that behavioral decision research
can be harnessed to improve economic behaviors.

Keywords: financial decision making, savings behaviorgsalts, goal setting.

1 Introduction et al., 2002). Setting a savings goal has been found to
positively affect savings behavior (Fry et al. 2008). How-
Decision makers frequently make judgments about whater, setting savings goals may not always have the de-
will help them engage in regular self regulatory behavsired motivating effect. Saving towards multiple savings
iors such as saving money, exercising, or studying fajoals at once has been shown to be less effective at moti-
an exam. These judgments are important because thgyting savings than saving towards a single savings goal
may guide associated behavior such as opening a partiggoman & Zhao, 2011). Motivating savings can be dif-
lar type of savings account, wearing a pedometer, or sdlcult, as the long-term savings goal is typically much
ting a schedule for studying. The current paper focusaarger than the small steps that can be taken to reach it
on judgments about saving money toward a specific gogBandura & Schunk, 1981). A goal of saving $3,000 to
Whereas some savings goals require a one-time actitiuy a used car can seem frustratingly far away when sav-
such as enrolling in a retirement savings plan with auing $5 at a time. Buying today’s latte would not really set
tomatic paycheck deductions, other savings goals requige far behind on the goal. This problem may be solved,
frequentactions over a relatively short period of time. Forowever, by setting more obtainable subgoals. Setting
example, saving for a new refrigerator or a used car ofteand achieving subgoals has been shown to increase per-
entails regularly putting away money that would otherceived self-efficacy, interest in a task, and task persis-
wise be spent on other things. A consumer might, fofence (Stock & Cervone 1990; Bandura & Schunk 1981).
instance, decide to forgo her daily latte or weekly dinneln some cases consumers seem to be strongly motivated
out on a consistent basis in order to put that money tay the ability to achieve partial success through smaller
ward a short-term savings goal. What factors do decisiagoals, such as paying off individual debt accounts (Amar
makers predict will affect their willingness to forgo po-et al. 2011), although it has also recently been demon-
tential immediate consumption utility in favor of savingstrated that achieving subgoals can decrease motivation

the available money for the later, larger desired purchas@fid performance in some circumstances (Amir & Ariely
Short-term savings can entail a specific goal, such 2908).

saving enough to b_uy a car by the time one gr"’lduatesAriely and Wertenbroch (2002) demonstrated the ben-
from college, or saving enough for a vacation before the,. . . .

. . . éficial effect of subgoals in the context of proofreading
planned vacation date arrives. Setting goals has long beén

) ) . gssays. Subjects were randomized to receive only the fi-
recognized as a way to motivate behavior (Mento, Steel | | fread th in th Ks) t
Karren 1987; Rawsthorne & Elliot, 1999; Harackiewicz & 9°2 (proofread three essays in three weeks), to re-

ceive subgoals (proofread one essay every week), or to
schedule their own binding deadlines (select due dates
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ment and Marketing Sciences, Rutgers University, 152 fghliysen for each of the three essays). Accuracy and timeliness
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goal achievement. Furthermore, those in the self-imposefi Experiment 1

deadline group usually set subgoals for themselves, set-

ting the due dates prior to the final deadline. This proThe purpose of Experiment 1 was to examine whether

vides evidence that individuals can accurately predidt th&he presence of a subgoal had an effect on predicted will-

subgoals will help them achieve long-term goals. In aningness to save. Willingness to save was operationalized

other study, subjects in an executive education class wed¥ asking subjects how likely they would be to forgo a

given the opportunity to choose deadlines for turning ifflanned dinner out with friends. Scenarios asked subjects

three short papers over the course of the semester. Nedfyimagine that they were planning to spend $20 on din-

three-quarters of the students chose to impose subgoBR but were considering saving the money instead. Be-

on themselves, making at least one of the papers due §&use we suspected that asking subjects a simple yes/no

fore the final deadline. Thus, not only can subgoals helgu€stion about saving would be subject to a high level of

improve performance, but lay people are aware of thigxperlmenter demand, we prowde_d subjects with an 1.1-

and use subgoals to help improve self-regulation. pomt.scale and asked them how likely they were to skip
In the current paper we explore subgoals as a methélale dinner and save the money.

for enhancing the motivating effects of savings goals and OUr hypothesis was that, because the presence of the

investigate the mechanism behind it. Specifically, settin@wgoal W'"_Set the r_eference point to a s_ma_ller dollar

smaller savings subgoals may be a way to increase wifimount, saving $20 will seem more appealing in the sub-

ingness to forgo small immediate consumption opportLgoal than in the no subgoal condition.

nities in favor of saving towards a larger goal. For exam-

ple, rather than setting a goal to save $3,000 for a used] Method

car, one might have the goal of saving $60 per week for

a year. With this subgoal, the $25 saved by forgoing la2.1.1  Subjects

tes every day this week may seem like a more SIgnIfICaE]Ihree hundred and sixty-nine Rutgers University under-

contribution to the savings goal. - )
If subgoals h vt foct. it be b %raduates participated for credit towards a research par-
subgoals have a motivating efiect, It may be eCaust'cipation requirement for an introductory level psychol-
they serve as a reference point. Prospect Theory has??g, class
its core the concept of the reference point, against whic '
possible outcomes are assessed (Kahneman & Tversky
1979). In most cases the status quo serves as the de fagtb2 Design

reference point, but this need not always be true. Heath, . . . .
Larrick and Wu (1999) suggest that goals can act as refgi:-hls study used a 2(subgoal experimental manipulation)

. . . . : X 2(counter-balance condition) mixed design. Each sub-
ence points, with failure to attain the goal experienced a3t read four scenarios, two of which described a sub-
incurring a loss on the value function. Van Osch, vand oal. The experimental manipulation was the presence
r absence of a savings subgoal, presented as a specific
, 6\‘ﬁeekly savings goal, with an amount between $35 and
life gamble%Go_ Subjects were asked to imagine that they had been

We similarly propose that decision makers who have sgfjanning to go out to dinner and expected to spend about
a goa! but r_lot yet achuayed it view their status in the IO,S§20, and that they were also saving for a future purchase.
domain, with goal-achievement as the reference poingach subject saw four separate scenarios with saved-for
According to Prospect Theory, decision makers are mofgms of an iPod, Wii, shoes, or a cruise. Saved-for items
sensitive to changes near the reference point than th%ged in cost from $100 to $500. Each scenario spec-
far from the reference point. Thus, a subgoal acting asified an amount already saved during the week for that
reference point could make a decision maker sensitive fgm, such that in the subgoal versions the addition of the
changes in amount of money saved even if those amourgso would allow the weekly subgoal to be met exactly.
were far from the final goal. For example, in the iPod scenario, all subjects were told
The current research examines the effect of subgogiat the iPod would cost $180 and that they had saved $40
setting on judgments about savings behavior in hypotheso far this week. Subjects in the subgoal condition were
ical scenarios. In two experiments we look at the effect ddiso told that they had a goal to save $60 per week, such
weekly subgoals on judgments about willingness to forgthat the additional $20 from forgoing dinner would allow
short-term consumption in favor of saving for a largethem to meet their weekly goal.
later purchase. We hypothesize that subgoals will changeSubjects were asked to rate their likelihood to forgo
the reference point against which outcomes are evaluatede dinner in favor of saving the money for the item. Re-
resulting in changed judgments of willingness to save. ponses were expressed on a scale that ranged from 0%
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Figure 1: Mean subject rating of likelihood of forgoing»ts:fzgga;ﬁ;fse:toffzr sach of the four scenarit87), al

the dinner out with or without a subgoal for each of the . - . .

. o . Because Experiment 1 used a within-subjects manip-
four savings scenarios in Experiment 1. Error bars repres tion one miaht be concerned that the subgoal effect
sent standard error of the mean. diation, mig . 9

o is only manifest when subjects can compare the sub-
B S mgod goal and no subgoal conditions. To address this con-
cern, we repeated the mixed model ANOVA described
above, adding a 4-level order variable indicating which
of the four scenarios the subject saw first. The effect
of subgoal, F(1,365)=39.22, p<0.0001, was not mod-
erated by the order variablds(3,365)=0.33,p=.803.
We repeated the mixed model ANOVA once more, this
time including a between-subjects variable that indicated
whether the first scenario the subject saw was in the sub-
goal or no subgoal condition. This order variable inter-
Shoes acted with the within-subject subgoal condition variable,
F(1,367)=13.30p=0.0003, indicating that overall sub-
jects gave higher ratings in the subgoal condition than
(definitely will not) to 100% (definitely will) in inter- in the no subgoal condition, but that this difference was
vals of 10%. Subjects were given four total questiondarger when the first scenario seen was in the no sub-
two with a subgoal present and two absent a subgoaoal condition (n=212, means [sd]: 60.07 [30.62] vs.
There were 2 between-subjects counterbalanced condi.56 [30.05]) than when it was in the subgoal condi-
tions (iPod and Wii with subgoal, cruise and shoes withtion (=157, means [sd]: 56.08 [32.48] vs. 51.53[32.12]).
out subgoal, and vice versa), such that across all sugontrasts indicated that the difference was significant in
jects, each scenario appeared in both the subgoal and tiee former casef (1, 367)=58.85p<0.0001 and marginal
subgoal conditions. in the latter case; (1, 367)=3.23p=0.07.
We also performed a between-subjects 2 (subgoal con-
dition) x 4 (scenario) ANOVA using only the first sce-
213 Materials nario each subject saw. There remained a significant ef-
. . . fect of subgoalF(1, 361)=12.75p=0.0004. Similarly,
Sub;ects completed th|s Study on the_|r own computer; Ve effect of subgoal remained if the analysis included the
the Internet. Instructions were prow_ded, then questio frst one or two scenarios in the same condition for each
were displayed one at a time. Subjects were randomly, .o+ = (1 367)=20.14p<0.0001. (That is, the first two
assigned to one of the two counterbalance conditio enarios if both or neither had subgoals; otherwise the

descnbted 320\/8' Eachl V(laarsmrt] mcludt_ad two sul:_go ist the first scenario.) Thus, the subgoal effect does not
present and two subgoal-absent scenarios. Ques lon pear to be an artifact of the within-subject manipula-
der was randomized for each subject. The four questloQ|

of interest in this study were presented with 16 additional
filler questions (see Appendix).

Willingness to forgo

Item

2.3 Discussion

2.2 Results Consistent with our hypotheses, subjects judged that it
was more likely they would forgo the planned dinner in

As shown in Figure 1, subjects reported a higher likefavor of saving for a future purchase when a subgoal was
lihood of forgoing dinner in the presence of a subgogbresent than when it was not. This finding suggests that,
across all four of the savings scenarios. We conducteu the absence of a subgoal, the reference pointis the total
a 2(subgoal vs. no subgoal) x 4(scenario) mixed modshvings goal, but when a subgoal is present, the reference
ANOVA with judged likelihood to forgo dinner as the de- point is the subgoal. Figure 2 shows the Prospect Theory
pendent measure. Both factors were within-subject variralue function in which subjective value is an S-shaped
ables, but because of the mixed design, their interactidnnction of money saved and outcomes are evaluated as
was between subjects (and corresponds to the counterbgains or losses relative to the reference point.

ance condition). There was a main effect of subgoal con- Once the reference point is set, the prospect of saving
dition, F(1,368)=48.47p<0.0001 and a main effect of $20 would then be evaluated against this reference point.
scenariof(3,1100)=18.07p<0.0001 but no interaction Because the reference point is a savings goal that has not
(F<1). Follow-up two-tailed tests showed a significant yet been reached, the relevant area of the value function
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Figure 2: (a)The Prospect Theory curve without a subgoal(lahaith a subgoal.

In the absence of a subgoal, the reference pointis the total the presence of a subgoal, the reference point is the

amount needed to purchase the item. The $20 savingsamount of the weekly subgoal. The $20 would allow the

evaluated on the flatest part of the curve. achievement of the goal, so it is evaluated on the steepest
part of the curve.

Amount Saved| Amount Saved

Utility Utility

curve is the loss domain. In this case, because saviegnsumption. We propose that the mechanism underly-
money is reducing the amount that still needs to be saveidg this effect is based on shifting reference points on
the individual can be seen as moving up the negative pate Prospect Theory value function. However, alterna-
of the curve. tive explanations are possible, including the fact that the
The evaluation of how much utility would be gaineddescription of the subgoal may communicate a demand
from the additional savings of $20 should drive the judgeffect to save or provide information on the appropriate
ment of how likely one would be to forgo the dinner torate of savings, the decision maker’'s commitment to mak-
save the money. If the utility of saving the $20 is large iing the purchase, or the decision maker’s funds available
would overwhelm the utility projected to accrue from theto meet the savings goal. Consequently, the purpose of
dinner, making skipping the dinner more appealing. If th&xperiment 2 was to provide a more specific test of the
utility gained from saving the additional $20 is small, thereference point account of the subgoal effect.
projected utility from the dinner with friends would over-

whelm it, making the dinner the more appealing OIOtlon'available to be saved ($20) was always exactly enough

When only the large dollar amount of the total savin ;
: y 9 g?o reach the weekly subgoal. In Experiment 2, we tested
goal is present, the $20 would be evaluated as a small par .
ether the mere presence of a subgoal is enough to en-

of the total amount. Because the amount that had aIrea&Vg ) . e L .
courage saving behavior, or if instead it is the impact of

been saved was small in each case, the area of the 10Ss Lo
hactually achieving the subgoal that has the effect. Based

curve on which the $20 is evaluated is nearly flat, wit P tTh hvbothesi that th
each additional dollar saved providing little marginal-uti on Frospect Theory, our Nypothesis \{vas_ atine presence
of a subgoal would increase subjects’ ratings of their like-

ity. By contrast, when the reference point was the smaller ) S )
dollar value of the weekly subgoal, the amount aIreade'hOOd to forgo the dinner out primarily when the addi-

saved is a much larger portion, and the area of the lo |§)nal savings would allow the decision maker to meet the

curve on which the $20 is evaluated is much steeper. Bgybgoal exactly. We predicted that savings achieved from

cause the additional $20 savings would allow the subje@tfgregclme d:gner tgat unders.hot- or OV?]I’Sh%t.ftth.e we;cekly
to meet the subgoal, the relevant area of the curve is thay °goal wou no; be arsl motivating. -If— €s k') |nlre er-
touching the origin: the steepest part of the curve, provioe-nce point caused by the presence of a subgoal causes

ing the highest level of marginal utility. (See Figures 2(a¥he $_20 to be evaluated on a_stegp po_rtion of the value
and 2(b) for a visual representation of this point) unction, and the steepest portion is achieved at the refer-
ence point. Thatis, in the conditions where $20 meets the

weekly subgoal, the evaluation occurs on the steepest part
3 Exper iment 2 of the loss curve, leading to the greatest perceived benefit

from saving. Alternative mechanisms for the subgoal ef-
Experiment 1 demonstrated that the presence of a subgéedt would not necessarily predict it to be critical whether
increases reported willingness to save money by forgoirthe $20 met the subgoal exactly or over- or under-shot it.

In Experiment 1, in the subgoal condition the money
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31 Method Figure 3: Average subject rating of likelihood of forgoing
3.1.1 Subjects the dinner in experiment 2 with low ($25), medium ($40),

. or high ($55) previous savings. Error bars represent stan-
One hundred and seven individuals at the Rutgers Unis .4 error of the mean.

versity student center participated in this experiment i~

exchange for a small candy bar. [ { -
Il High

3.1.2 Design

The experiment used a 2 (subgoal: present vs. abse
x 3 (total savings: low, medium, or high) within-subject
design. Each subject read six versions of a single sc
nario (the iPod scenario from Experiment 1). Thus, eac
subject saw each of the six experimental conditions. A 0
in Experiment 1, subjects were asked to imagine that the |

had been planning to spend money on dinner out and were
also saving for an iPod costing $180. Half of the scenario

versions presented a subgoal as a savings goal of $60 |5near“n effect of total savings(2, 202)= 8.59p<0.001,

week. Different versions of the scenario described thgualified by an interaction between presence of a subgoal

amount the decision maker had already saved during tﬁ@d total savingst(2, 202) = 6.08,p=0.003. Planned

. .= contrasts indicated a significant quadratic form to the in-
current week as $25 (low), $40 (me_dlum), or $55 (hlgh)t'eraction,F(l,101):10.36p:0.002, indicating that rated
When a subgoal was present, forgoing the dinner and sam(

. . : elihood to save was higher when the $20 allowed
ing the $20 would therefore result in weekly savings Ofe'the decision maker to reach the subgoal exactly than

ther $15 under the weekly savings goal (low condition— )
i.e., $25 already saved + $20 additional saving = $4gvhen the savings would under- or over-shoot the sub-

which is $15 shy of the $60 goal), the exact amount Ogoal. However, this q_u_adratlc effect was not present in
the no subgoal condition where equivalent dollar val-

the weekly savings goal (medium condition), or $15 overes were used. Pairwise comparisons indicated that the

. . . u
the weekly savings goal (high condition). When the sub- .
goal was );\bsent? thge sa(megamounts 03‘ previous savingg an rating when the sub_goal was prgsgnt and CO.UId be
were used ($25, $40, and $55), but saving the $20 in a et exactly (subgoal/.medlum). were significantly higher
dition to the amount already saved would result in a su both the subgoal/high condition where the $20 saved

well below the total goal of $180. Subjects were asked t8vershoots th?. subgoal(106)=4.46,p<.001) and sub-
rate on a scale of 0% (definitely will not) to 100% (deﬁ_goalllow condition where the $20 saved undershoots the

— — 1
nitely will) in intervals of 10% how likely they would be subgoal ((106)=2.52p=0.013).
to forgo the planned spending and instead save the money _ _
for the iPod. 3.3 Discussion

Willingness to forgo
@
8

Subgoal No subgoal

Experiment 2 revealed the expected main effect of sub-

3.1.3 Materials goal and the interaction between amount already saved
Each subject was given a one-page, two-sided paptgrr-]d presence of subgoal, indicating the importance of ex-
' %ctness of reaching the subgoal. We propose that the pres-

and-pencil questionnaire with six scenarios. A balanceence of the subgoal shifted the reference point from the

Latin-square design with six between-subjects VersIong ol amount necessary to be saved to the smaller amount

}Zitssused to vary the order of the six scenarios across S the weekly subgoal. This caused the $20 available to

be saved to be evaluated on a much steeper part of the
loss curve. When the $20 savings was evaluated against
3.2 Results the reference point of the total goal, the part of the curve

) on which it was evaluated was so flat that a difference of
A 2 (subgoal) x 3 (total savings) x 6 (counterbalance s more or less caused by the different amounts already
condition) ANOVA with repeated measures on the firsk,yeq had only a small effect on utility (see Figure (4a)).
two factors revealed the expected main effect of subgoal
F(1,101)=15.59p<0.001 (Figure 3). Subjects gave sig- 1Thirteen individuals answered “yes” to a question indiogtthat

s ; ; Lali :~_ they had already completed a previous pilot version of thestjon-
mflcantly hlgher JUdgmentS of likelihood to forgo din aire. When the analyses were repeated with these subgguts/ed,

ner in the presence of a subgoal (M=46.93, SD:32-Oé;e findings did not change and all results reported as signifiabove
than in its absence (M=40.21, SD=28.83). There was ramained significant.
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Figure 4: (a) The prospect theory curve without a subgoalahdith a subgoal.

When the reference pointis the total goal the difference iwhen the reference point is the weekly subgoal the dif-

amount already saved does not make a significant diffeference in amount already saved significantly changes

ence in how attractive saving the additional money woulthe utility from saving additional money. The additional

be. money saved past the subgoal is evaluated on the positive
area of the curve.

Amount Saved

Over /

Exact Amount Saved

Under

Utility Utility

With a reference point of the smaller weekly subgoaffrequently than many other decisions regarding saving.
however, the amount already saved had more of an inhere is, however, only a small literature on such deci-
pact. In the “low” condition (where the decision makersions compared to the relatively more robust area of re-
had saved $25 in the previous week), having only savatdtement savings (e.g. Benzarti & Thaler, 2007; Wiener &
a small amount towards the subgoal meant that the $Zbescher, 2008). The current experiments provide some
was evaluated on a lower, flatter area of the curve, makmpirical evidence for theoretically motivated ways to
ing the $20 savings relatively less attractive comparegncourage savings behavior through subgoal setting.
to the medium saved amount/subgoal condition. In the Helping individuals improve short-term savings is an
“medium” condition, meeting the subgoal exactly proissue of significant practical importance. Consumers can
vided the maximum amount of utility given the availablejncrease their overall utility by avoiding making durable
$20, because in this case it was evaluated on the steepgsbds purchases such as washing machines, cars, and
area of the curve, the area bordering the origin (Figurgirniture on credit, thereby allowing money that would
4b). be spent on interest payments to instead be used for in-

In the “high” condition, the $20 saved would cause decreased consumption. One way to avoid use of credit
cision makers to over-shoot the subgoal, because only §5to save up money in advance. Simple reference point
of the $20 was necessary to meet the subgoal. Here, suhanipulations, unlike savings match and educational pro-
jects trended toward being less likely than in either of thgrams, have the benefit of being free, easy to apply, and
other subgoal conditions to forgo the dinner. In this conrequiring few resources to help implement in a popula-
dition only $5 of the $20 would be evaluated in the lossion. By manipulating the reference point in the form of
portion of the curve with the reference point of the subsubgoal setting, the slope of the prospect theory curve
goal. The other $15 would be evaluated on the positivean be used to help individuals achieve their own savings
portion of the curve. Because, due to loss aversion, thgals and increase overall consumption utility. Previous
gain portion of the value function is less steep than thgheoretical work (Koszegi, 2009) has applied reference
loss portion, the utility of this $15 overshoot would bepoints to savings behavior, but previous studies have not
relatively less appealing (Figure 4b). examined a reference point account of the role of sub-

goals in saving behavior.

. . The current experiments involved subgoals that were
4 General discussion large enough to be a significant portion of the total goal,
but small enough that the addition of $20 was a large con-
The current experiments provided evidence for the intribution towards the weekly goal. Experiment 2 showed
portance of subgoals in judgments about saving for shoithat the act of saving just enough to meet the subgoal was
term purchases of durable and quasi-durable goods. Dadged to be particularly appealing and likely to lead to
cisions about forgoing immediate consumption utility inthe desired saving result. The boundaries of this phe-
favor of saving for a future purchase are made morsomenon for helping individuals were not explored in
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the current experiments but would be of both theoretithe retirement plan default (Choi, Laibson, Madrian &

cal and practical importance. An interesting direction foMetrick, 2003). The current results suggest that setting
future research would be to determine the characteristissbgoals may also augment savings behavior. Indeed,
of subgoals that are small enough to allow the frequembany goal-directed behaviors besides saving money for
benefit of meeting them but large enough so as not @ future purchase entail cumulative progress towards an
seem insignificant. Subgoals that are too small, relativeventual goal. Examples include weight loss, finishing

to the overall goal, could have the opposite effect, as ia dissertation, or reducing our national carbon footprint.

the “pennies-a-day” phenomenon where a large expendihe current studies suggest that the reference point prin-
ture seems small if divided into many portions (Gourvilleciple of Prospect Theory can be harnessed to facilitate
1998). goal progress in many domains by setting smaller re-

The current experiments examined judgments of willpeated subgoals.
ingness to save money, not actual savings behavior. Hy-
pothetical judgments of normative behavior such as sav-
ing likely overstate decision makers’ actual propensitRefer ences
to engage in the behavior. For example, Choi, Laib-
son, Madrian, and Metrick (2006) report that, among emAmar, M., Ariely, D. Ayal, S., Cryder, C. E., & Rick, S.
ployees attending a financial education seminar, 28% of . (2011) Winning the battle but losing the war: The
those already participating in a 401(k) plan said that they psychology of debt managemer¥arketing Science,
planned to increase their contribution rate, but only 8% 48.
actually did so. All of those not yet participating in aAmir, O., & Ariely, D. (2008). Resting on laurels: The ef-
401(k) plan said that they planned to enroll, but only 14% fects of discrete progress markers as subgoals on task
actually did so in the following 6 months. Thus, the judg- performance and preferencedournal of Experimen-
ments made by subjects in the current studies may nottal Psychology: Learning, Memory, and Cognition, 34
reflect their actual proclivity to save money in real sit- 1158-1171.
uations. Importantly, however, in the present paper, th@riely, D., & Wertenbroch, K. (2002). Procrastination,
focus is not on the level of savings but rather on how deadlines, and performance: Self-control by precom-
the level of savings is affected by subgoal manipulations. mitment.Psychological Science, 1319-224.

Thus, the result of importance here is that reported likelBandura, A. & Schunk, D. H. (1981). Cultivating compe-
hood to save money is higher when there is a subgoal andtence, self-efficacy, and intrinsic interest through prox-
when the immediate consumption to be foregone will al- imal self-motivation.Journal of Personality and Social
low one to meet the subgoal exactly. Although actual sav- Psychology, 4,1586—-598.

ings behavior may indeed be lower than the judgmenBenzarti, S., & Thaler, R. (2007). Heuristics and biases
given by our subjects, the pattern of findings (more sav- in retirement savings behaviodournal of Economic
ing with subgoals) is likely to replicate with real behav- Perspectives, 281-104.

ior. The Ariely and Werbenbrocht (2002) study describec€hoi, J. J., Laibson. D., Madrian, B., & Metrick, A.
earlier suggests that decision makers have some accuracy2003). Optimal defaultsSThe American Economic Re-
in predicting how subgoals will affect their behavior. view, 93, 180-185.

Decision makers’ judgments about what they would d&hoi, J. J., Laibson, D., Madrian, B., & Metrick, A.
reveal their lay theories about their own behavior. The (2006). Saving for retirement on the path of least re-
subjects in our studies predicted that they would be more sistance. In E. McCaffrey and J. Slemrod (EdB#;
likely to save money if they had a subgoal. Our studies havioral public finance: Toward a new agendsew
suggest that subgoals increase judgments of proclivity to York: Russell Sage Foundation, (pp. 304-351).
save money because the subgoals act as reference pofrdg T. R. L., Mihajilo, S., Russell, R., & Brooks, R.
and the perception of amount saved below or above the (2008). The factors influencing saving in a matched
goal follows the Prospect Theory value function. Thus, savings program: Goals, knowledge of paymentinstru-
people’s judgments about their own willingness to save ments, and other behavidiournal of Family and Eco-
are guided by a Prospect Theory value function. In other nomic Issues, 2234-250.
words, people use Prospect Theory as an implicit theo@ourville, J. T. (1998). Pennies-a-day: The effect of tem-
guiding predictions about their own behavior. poral reframing on transaction evaluatiodournal of

Recent research has demonstrated that savings behav€onsumer Research, 2395-403.
ior is contextually driven (Mulainathan & Shafir, 2009)Harackiewicz, J., Barron, K., Pintrich, P., Elliot, A., and
and can be augmented by fairly simple manipulations Thrash, T. (2002). Revision of achievement goal the-
such as how money is placed in envelopes (Soman & ory: Necessary and illuminatingJournal of Educa-
Cheema, 2008; 2011; Soman & Zhao, 2011) or altering tional Psychology, 94638—645.
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Heath, C., Larrick, R., & Wu, G. (1999). Goals as refer- 2A - You have been saving for a $100 textbook for next
ence pointsCognitive Psychologyd8, 79-109. semester. How likely is it that you will forgo the dinner
Kahneman, D., & Tversky, A. (1979). Prospect theorywith your friends, and instead put the money towards the

An analysis of decision under risEconometrica, 47 textbook?
263-291. 2B - You have been saving for $100 for school ex-

Koszegi, B., & Rabin, M. (2009). Reference-dependergenses for next semester. How likely is it that you will
consumption plansAmerican Economic Review, 99 forgo the dinner with your friends, and instead put the
909-936. money towards the school expenses?

Mento, A., Steel, R., and Karren, R. (1987). A meta- 3A - You have been saving for $80 for a roadtrip. How
analytic study of the effects of goal setting on task petiikely is it that you will forgo the dinner with your friends,
formance: 1966-19840rganizational Behavior and and instead put the money towards the roadtrip?

Human Decision Processes, 32-83. 3C - You have been saving for $80 of gas for a roadtrip.

Mulainathan, S., & Shafir, E. (2009). Savings policyHow likely is it that you will forgo the dinner with your
and decision-making in low-income households. Irfriends, and instead put the money towards the gas?
Michael, B., & Blank, R., (Eds.)Insufficient Funds:  4A - You have been saving for $150 in camping gear.
Savings, Assets, Credit and Banking Among LowHow likely is it that you will forgo the dinner with your
Income HouseholdsNew York: Russell Sage Foun- friends, and instead put the money towards the camping
dation Press (pp. 121-145). gear?

Rawsthorne, L., & Elliot, A. (1999). Achievementgoals 4B - You have been saving for a $150 camping tent.
and intrinsic motivation: A meta-analytic revie®Rer-  How likely is it that you will forgo the dinner with your
sonality and Social Psychology Review326-344.  friends, and instead put the money towards the tent?

Soman, D., & Cheema, A. (2008). The effect of partitions 54 - You have been saving for a 19 inch, $300 flat
on controlling consumptionlournal of Marketing Re- screen TV. The flat screen is black with an oval-shaped
search, 45665-675. base. The TV has 1440 by 900 pixel resolution and comes

Soman, D., & Cheema, A. (2011). Earmarking and partiyith a power cord, wall mounting unit, owner's manual,
tioning: Increasing saving by low-income householdsand remote control. How likely is it that you will forgo
Journal of Marketing Research8, S14-S22. the dinner with your friends, and instead put the money

Soman, D., & Zhao, M. (2011). The fewer the betteriowards the TV?

Number of goals and savings behaviodournal of 5B - You have been saving for a 19 inch, $300 flat
Marketing Research, 4844-957. screen TV. How likely is it that you will forgo the din-
Stock, J., & Cervone, D. (1990). Proximal goal-settingher with your friends, and instead put the money towards

and self-regulatory processeSognitive Therapy and the TV?

Research, 14483-498. _ 6A - You have been saving for a $130 desk. The desk
van Osch, S., van den Hout, W., & Stiggelbout, A. (2006);s 7 light wood color. It has two drawers on the left side

Exploring the reference pointin prospect theory: Gamand a small drawer in the center. How likely is it that you

bles for length of life. Medical Decision Making, 26 i forgo the dinner with your friends, and instead put

338-346. the money towards the desk?

Wiener, J., & Doescher, T. (2008). A framework for pro- 6B - you have been saving for a $130 desk. How likely
moting retirement savingsThe Journal of Consumer jg it that you will forgo the dinner with your friends, and

Affairs, 42 137-164. instead put the money towards the desk?
7A - You have been saving for a two piece, $120 lug-
Appendix gage set. How likely is it that you will forgo the dinner

with your friends, and instead put the money towards the
All questions, including filler questions, seen by subjectbiggage?
in Experiment 1. Subjects got one of either version A 7B - You have been saving for a two piece, $120 lug-
or B for each question. Question order was completelgage set. The luggage is black with thick handles, silver
randomized. zippers, and black wheels. Each piece includes two front
1A - You have been saving for a $300 beach housgouches and a black luggage tag. How likely is it that
rental for a Florida vacation. How likely is it that you you will forgo the dinner with your friends, and instead
will forgo the dinner with your friends, and instead putput the money towards the luggage?
the money towards the beach house rental? 8A - You have been saving for an $80 sleeping bag.
1B - You have been saving for a $300 Florida vacatiortHow likely is it that you will forgo the dinner with your
How likely is it that you will forgo the dinner with your friends, and instead put the money towards the sleeping
friends, and instead put the money towards the vacatiorsag?
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8B - You have been saving for an $80 sleeping bags it that you will forgo the dinner with your friends, and
The sleeping bag is green with a full length zipper. It hagstead put the money towards the Wii?
an interior cotton liner and a drawstring top. How likely 15A - You have been saving for a $500 cruise for spring
is it that you will forgo the dinner with your friends, and break. You have already saved $30 towards the cruise
instead put the money towards the sleeping bag? this week. How likely is it that you will forgo the dinner

9A - You have been saving for the $150 bike shownwith your friends, and instead put the money towards the
in the picture below. How likely is it that you will forgo cruise?
the dinner with your friends, and instead put the money 15B - You have been saving for a $500 cruise for spring
towards the bike? break. You have already saved $30 towards the cruise this

9B - You have been saving for a $150 bike similar toveek. Your weekly savings goal is $50, so this extra $20
the one shown in the picture below. How likely is it thatwould allow you to meet your goal. How likely is it that
you will forgo the dinner with your friends, and insteadyou will forgo the dinner with your friends, and instead
put the money towards the bike? put the money towards the cruise?

10A - You have been saving for the $190 stereo system 16A - You have been saving for a $100 pair of shoes.
shown in the picture below. How likely is it that you will You have already saved $15 towards the shoes this week.

forgo the dinner with your friends, and instead put thé1ow likely is it that you will forgo the dinner with your
money towards the stereo? friends, and instead put the money towards the shoes?

10B - You have been saving for a $190 stereo system 16B - You have been saving for a $100 pair of shoes.
similar to the one shown in the picture below. How likely YoU have already saved $15 towards the shoes this week.
is it that you will forgo the dinner with your friends, and YOUr weekly savings goal is $35, so this extra $20 would

instead put the money towards the stereo? allow you to meet your goal. How likely is it that you

11A - You have been saving for a $90 futon similar toWi” forgo the dinner with your friends, and instead put

- ; - e the money towards the shoes?
the one shown in the picture below. How likely is it that . .
wn ! piciu W, IOV TIKETY 18 | 17A - You have been saving to buy $100 tickets to a

you will forgo the dinner with your friends, and msteadmusiC festival you have been looking forward to. How

put the money towards the futon? likelv is it that it the di ith friend
11B - You have been saving for the $90 futon showr) c Y 1S It that you wiitTorgo the dinnerwith your riends,

i i 2
in the picture below. How likely is it that you will forgo and instead put the money towards the tickets?

. : . . 17B - You have been saving to buy $100 tickets to a
the dinner with your friends, and instead put the MONEY, usic festival that you have promised to go to with your
towards the futon?

. . brother. How likely is it that you will forgo the dinner
Al2 - You have been saving for a $70 tennis r‘F“qu;\/ith your friends, and instead put the money towards the

similar to the one shown in the picture below. How "kelytickets’>
@s it that you will forgo the dinner with your friends, and 18A.- You have been saving to buy an $80 microwave
instead put the money towards the tennis racket? for yourself. How likely is it that you will forgo the dinner
12B - You have been saving for the $70 tennis rackefith your friends, and instead put the money towards the
shown in the picture below. How likely is it that you will icrowave?
forgo the dinner with your friends, and instead put the 1gg . you have been saving to buy an $80 microwave
money towards the tennis racket? _ as a wedding present for your cousin. How likely is it that
13A - You have been saving for a $180 iPod. Youqy will forgo the dinner with your friends, and instead
have already saved $40 towards the iPod this week. YORUt the money towards the microwave?
weekly savings goal is $60, so this extra $20 would allow 19 - You have been saving to buy $90 worth of party
you to meet your goal. How likely is it that you will forgo sypplies for your roommate’s birthday party. How likely
the dinner with your friends, and instead put the monej it that you will forgo the dinner with your friends, and
towards the iPod? instead put the money towards the party supplies?
13B - You have been saving for a $180iPod. You have 19B - You have been saving to buy $90 worth of party
already saved $40 towards the iPod this week. How likelgupplies for your birthday party. How likely is it that you
is it that you will forgo the dinner with your friends, and will forgo the dinner with your friends, and instead put
instead put the money towards the iPod? the money towards the party supplies?
14A - You have been saving for a $250 Wii. You 20A - You have been saving to buy a $60 DVD player
have already saved $30 towards the Wii this week. Youxs a birthday present for your sister. How likely is it that
weekly savings goal is $50, so this extra $20 would allowou will forgo the dinner with your friends, and instead
you to meet your goal. How likely is it that you will forgo put the money towards the DVD player?
the dinner with your friends, and instead put the money 20B - You have been saving to buy a $60 DVD player
towards the Wii? foryourself. How likely is it that you will forgo the dinner
14B - You have been saving for a $250 Wii. You havewith your friends, and instead put the money towards the
already saved $30 towards the Wii this week. How likehDVD player?
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