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Laibson (QJE 1997)

• This is the first paper to apply present-biased preferences to 
savings-consumption decisions.

• Explores the role of illiquid assets as an imperfect commitment 
technology in saving-consumption decisions

• Intrapersonal commitment phenomena

• Illiquid assets: Assets for which either 
• (i) there is a period of time before which you can convert them to cash, or 
• (ii) there is a penalty if you convert them to cash.



Laibson (QJE 1997): Golden egg

• The illiquid assets have the same property as the goose that laid 
golden eggs. 

• The asset promises to generate substantial benefits in the long run, 
but these benefits are difficult, if not impossible, to realize 
immediately. 

• Trying to do so will result in a substantial capital loss.



Laibson (QJE 1997): Model

• Consumer makes decisions in periods 1,… , 𝑇.

• One liquid asset 𝑥 and one illiquid asset 𝑧.
• 𝑥! is amount saved in liquid asset in period 𝑡
• 𝑧! is amount saved in iliquid asset in period 𝑡

• Exogenous initial asset holdings 𝑥!, 𝑧! ≥ 0.



Laibson (QJE 1997): Model

• In period 𝑡:
• earns labor income 𝑦!
• earns asset income 𝑅!(𝑥!"# + 𝑧!"#), 𝑅! = 1 + 𝑟! gross return
• gets access to her liquid savings, 𝑅!𝑥!"#
• chooses consumption 𝑐! and new asset allocation 𝑥! and 𝑧! such that:

𝑐! + 𝑥! + 𝑧! = 𝑦! + 𝑅!(𝑥!"# + 𝑧!"#)

𝑐! ≤ 𝑦! + 𝑅!𝑥!"#
𝑥!, 𝑧! ≥ 0



Laibson (QJE 1997): Model
• Period-t intertemporal preferences:

𝑈! = 𝐸! 𝑢 𝑐! + 𝛽5
$%#

&"!

𝛿$𝑢(𝑐!'$)

• 0 < 𝛽 < 1

• This is 𝛽, 𝛿 time preferences, which mimics the qualitative property of the 

hyperbolic discount function 1 + 𝛼𝜏 "(/*, 𝛼, 𝛾 > 0, discounting events 𝜏

periods away.

• Assumes sophistication



Laibson (QJE 1997): Implications

• Hyperbolic discounters endogenously tie up their wealth in illiquid assets 
(avoid holding wealth in liquid assets).
• Use illiquid asset to constrain their own future choices

• Hyperbolic discounters will exhibit comovement of consumption and income.

• For hyperbolic discounters, financial innovations that reduce illiquidity (e.g., 
credit cards) may decrease the savings rate and decrease welfare.
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Shapiro (2005)
• Several government programs, such as SNAP (food stamps) issue 

benefits to recipients as a monthly lump sum.

• Receive a voucher (~$130) once a month that can only be redeemed for 
food

• Recipients can choose to consume these benefits all at once or 
consume them steadily throughout the month.

• For certain goods (e.g., food), consumers are likely better off with, at 
least a somewhat smooth consumption path.



Shapiro (2005) tests for the presence of short-run impatience using 
data on the caloric intake of food stamp recipients.



Shapiro (2005): Results

• For each day after benefit receipt, caloric intake decreases by .4 
percent holding demographic characteristics constant.

• The last day of the benefit month, you eat about ~12% fewer 
calories than on the day you  received food stamps.



Does the Exponential Model Match the Data?

• If I decrease consumption each day by .4 percent (0.004), this corresponds 
to a daily discount factor of .996

• If 𝛿 = 0.996, 𝑡 = 𝑜𝑛𝑒 𝑑𝑎𝑦
ØI discount tomorrow’s consumption by: 0.996
ØI discount consumption in a year by: 0.996"#$ = .23
(note: 0.999"#$ = .69)
ØI discount consumption in 5 year by: 0.996"#$×$ = .0007
(note: 0.999"#$×$ = .16)

• Implausible level of long term patience!



Take-away

• Provides evidence that food stamp recipients consume more 
calories at the beginning of the benefit period than at the end

èimportant for policy

• This daily discount rate suggests implausible long-term 
discount rates using an exponential discounting model

è important for theory
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• Exercise as an investment good
• Immediate cost, future benefit
• Present-Bias: Temptation not to exercise

DellaVigna and Malmendier (2006)
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• DellaVigna and Malmendier (2006) look at different gym 
membership contracts

• (i) Pay-as-you-go: $10 per visit
• (ii) Monthly membership: $70/month

• Standard model says you should buy membership if you 
plan to go more than 7 times per month.

• Finding: the average member only goes 4 times!

DellaVigna and Malmendier (2006)

33



Result

50
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It can be difficult to save. Why?

• Three broad classes of reasons:
1. Pressure from others
2. Pressure from yourself
3. Lack of secure ways to save

• If savings is useful for ex ante consumption smoothing (among other 
things), then devices that help overcome 1, 2 or 3 may increase 
welfare by facilitating smoothing

• Of course, informal financial institutions do exist and for some savers 
they are likely to be sufficient.



Program and design
Commitment savings product offered by 
a local bank

“SEED: Save, Earn, Enjoy Deposits”
o Two ways to set goals: specify 

amount, or date
o Participants also wrote down a 

“savings goal” indicating desired 
use of savings

o Lockbox provided upon request



Program and design
o Lockbox provided upon request

- Physical ‘piggy bank’ to keep at home
- Bank holds the key
- Allowed for frequent small deposits without traveling to bank
- Breakable if necessary

o Interest rate same as on normal savings accounts: 4%
o This account was a pure commitment savings product that restricted 

access to deposits as per the client’s instructions upon opening the 
account, but did not compensate the client for this restriction.



• Uptake is higher for those found to 
be time inconsistent (impatient now, 
but patient for future trade-offs)

• Effect is only present for women

• Effects of education and income are 
statistically significant

• Female effect is driven by single 
women, so likely not a spousal 
control story
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