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“PusLic vs. PRIVATE COMMITMENTS: THE EFFECT OF LABELS AND
CLASSIFICATION OF MENTAL ACCOUNTS ON THE BEHAVIOR OF LOW-INCOME
SAVERS IN CoLoMBIA”*

As part of the Todas Cuentan initiative, a proj-
ect financed by the International Development
Research Centre (IDRC) of Canada and imple-
mented by the University of Chile’s Economics
Department, along with the Instituto de Estu-
dios Peruanos and the Fundacion Capital, and
supported by the Ford Foundation and IDRC of
Canada, an evaluation of Local Savings and Loan
Groups in Colombia was proposed. The purpose
of the evaluation, carried out by Luz Magdalena
Salas with support from IED Iniciativas Empre-
sariales de Desarrollo Microfinanzas and Corpo-
racion Vital, is to determine the effect of various
innovative savings incentive strategies on partici-
pants’ savings and investment decisions, to pro-
vide input for policies to promote saving.

¥ The complete document is available at the Capital

Project: <www.proyectocapital.org>.

Luz MAGDALENA SALAS

SUMMARY

This project involves the design and implemen-
tation of a randomized controlled trial (RCT)
to study whether innovative savings incentive
strategies applied to the Local Savings and
Loan Groups (Grupos de Ahorro y Crédito Lo-
cal, GACL) result in changes in savings and in-
vestment decisions and other behaviors of poor
people who participate in UNIDOS, Colombia’s
largest anti-poverty initiative.

Participants create a fund, periodically contrib-
uting their savings to it and using it to request
loans. This methodology encourages saving and
lending, but does not set a specific savings goal.
Based on behavioral economics hypotheses, the
RCT explores how, by explicitly (publicly) or im-
plicitly (privately) setting specific savings goals,
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people can meet pre-set commitments, increase
savings and use financial services more effec-
tively, this increasing their income and improv-
ing their standard of living. Each savings goal
defines a mental account for each person. This
goal serves as a commitment for addressing
problems of self-control associated with inter-
temporal decision-making.

The RCT randomly assigned 136 new GACLs to
two treatment groups and one control group.
From July to November 2011, base line infor-
mation was gathered from 664 GACL mem-
bers and 142 non-savers. An intervention was
carried out to remind participants of their sav-
ings commitments. After liquidating the fund,
a follow-up survey was carried out to mea-
sure possible changes in the behavior of the
people who participated in the interventions.
The project uses recent theoretical lessons and
applies rigorous experimental strategies in the
field to test the theory and improve the impact
of large-scale social programs in poor coun-
tries. The RCT contributes to the study of how
different mental accounting strategies affect
people’s decisions and expands knowledge in
the area of behavioral economics and micro-
finance.

MOTIVATION AND RATIONALE

Recent studies show that poor households use
informal financial services to level out consump-
tion, start up businesses or productive activi-
ties, acquire durable goods, and finance events
and celebrations. Collins and other authors
(2009) found that a relatively large proportion
of the income of poor households in Bangla-
desh, India and South Africa flowed through fi-
nancial products. Poor households use various
informal savings products (deposit collectors,

physical assets), but they are inadequate. Sav-
ing through the purchase of animals or durable
goods can be very risky, because they could die
or deteriorate, resulting in the loss of the sav-
ings. The real return is also frequently negative.
In the case of deposits, the interest is usually
zero, and in some cases, the beneficiaries pay
fees or premiums to safeguard their deposits
(Ashraf et al, 2006). In other cases, people seek
loans so they can make their deposits in sav-
ings accounts or savings groups with set pay-
ment amounts.’

Informal financial contracting is common in
developing countries, where the supply of fi-
nancial products is limited. Poor households
save small amounts of money in cash, which
are costly for formal providers to collect; this
makes the use of financial products inefficient
in this sector and limits people’s ability to man-
age and accumulate assets. Even if they were
offered bank accounts or other formal financial
products, it would be very expensive for them
to deposit their savings. Bank branches are usu-
ally located far from their homes or workplaces,
particularly in rural areas, where transporta-
tion costs are often greater than the amount to
be deposited. High transaction and follow-up
costs, compared to transaction size, have led to
a reduction of both supply of and demand for
formal financial services and have made access
to them very expensive (Karlan and Morduch,
2009; Dupas and Robinson, 2010).

Management of financial products is also diffi-
cult for these people, because they generally lack
the will to reconcile decisions about the present
and the future. Time-bound decisions require

1. Acommon practice in Spandana IMF, which provides
financial services to women in poor neighborhoods
in India. Banerjee and Duflo (2011), pp. 196-197.



costly immediate actions that people postpone,
with sub-optimal results.? This is the case with
saving. People know that the cost of reducing
the consumption of unnecessary goods now
leads to future benefits. The cost associated with
decreased immediate consumption, however, is
often higher than the value placed on the fu-
ture savings benefit. This is particularly true for
people with limited or unstable incomes, who
disproportionately spend a larger share of their
income on the consumption of unnecessary
goods and for whom saving is more difficult.?

This reveals a potential demand for products
that promote saving (commitment products) for
clients with inconsistent preferences over time,*
which are especially designed to increase poor
people’s access to the financial market. Financial
expansion will help these people increase sav-
ing and investment in productive activities, gain
access to new income-producing opportunities
and generally improve their quality of life.?

Some field experiences suggest that including
simple, low-cost products to promote saving as
part of existing financial services can have sig-
nificant impacts. Some indicate that people find
the creation of mental accounts a valuable and
practical way of constraining their own behavior

2. Basu (2009) explains how different types of people
with inconsistent intertemporal preferences can “re-
negotiate” with themselves to reach a different equi-
librium.

3. Banerjee and Mullainathan (2010), and Karlan (2010)
discuss this and its implications for accessing prod-
ucts that promote savings. Likewise, Banerjee and
Duflo (2011) show that people claim to expend a big
portion of their savings in these type of assets.

4. Bryan and others (2010).

5. Dupas and Robinson (2010) found that access to
savings accounts led to greater productive invest-
ment and higher incomes among women with mi-
croenterprises in Kenya.

(Thaler, 1980; Mullainathan, 2006; Thaler and
Sunstein, 2009). Relative changes in the way
people frame their savings decisions can also
have a significant impact on the rate of saving
(Bertrand et al, 2005, 2006; Karlan et al, 2009,
2011; Dupas and Robinson, 2010). People
save more when they save for a stated purpose
(Thaler and Benartzi, 2004; Kast and Pomeranz,
2009; Bryan and Karlan, 2010).

The proposed experimental design studies
whether classifying or labeling mental accounts
by defining the purpose of saving in a social con-
text results in higher savings rates and greater
compliance with those goals, compared to do-
ing so individually (or privately). The public com-
mitment creates implicit agreements that can
affect and even change the behavior of some
members of the group (Fehr and Géchter, 1999,
2000; Fehr and Fischbacher, 2002; Carpenter et
al, 2010).

In Colombia, it was recently found that less than
4 percent of poor women save through financial
entities. They do save, however: 72 percent save
temporarily, as they use those funds to “cover
everyday expenses.” Only 39 percent of the
women save for the medium and long term.®
Programs such as GACL are part of a strategy
for including people in the financial system and
promoting saving in the country. In 2010, the
government carried out a pilot with 6,873 par-
ticipants. The total amount of money accumu-
lated was about US$440,000, or an average of
US$64 per person.

This underscores the importance of thinking
about and designing new alternatives for pro-
moting saving that lower implementation costs

6. Preliminary impact report. Mujeres Ahorradoras, Fa-
milias en Accién.
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and improve the terms and use of services that
are currently offered. Innovation in these prod-
ucts makes it possible to increase the vulnerable
population’s inclusion in the financial system,
thus providing more effective, lower-cost in-
come-generation and asset-accumulation strat-
egies for combating poverty.

OVERALL OBJECTIVE

Evaluate the impact of innovative commitment-
savings products on the ability to manage and
accumulate assets among poor people partici-
pating in Local Savings and Loan Groups (Gru-
pos de Ahorro y Crédito Local, GACL) in Colom-
bia, using Randomized Controlled Trial (RCT)
methodology.

SPECIFIC OBJECTIVES

1. Evaluate the role played by mental accounting
in people’s decisions about consumption, sa-
ving and productive investment, to determine
whether motivating GACL participants to set
goals and plan savings affects their ability to
manage and accumulate saved funds.

2. Evaluate how implementation of different
mental accounting strategies has heteroge-
neous effects on people’s behavior, particu-
larly whether implicit (private) vs. explicit (pu-
blic) classification of savings commitments
affects compliance with goals set at the be-
ginning of the saving cycle and whether this
indicates the most efficient use of financial
instruments among the poor and extremely

poor population.

3. Determine the impact of low-cost products
for motivating and promoting saving on the
economic security and welfare of people
who are poor and vulnerable by improving

their ability to handle unexpected shocks in

income, consumption, etc.

4. Analyze strategies for linking GACL partici-
pants with the formal financial system, such
as opening bank accounts or other forms of
inclusion in the formal financial system, to
help improve their situation and enable them
to overcome poverty in the future.

HYPOTHESIS

1. The average savings rate in the public and
private treatment groups is greater than in

the control group.

2. People in the private treatment group will
show greater compliance with their savings

goals than those in the control group.

3. Ina context of cooperation, savers in the pu-
blic treatment group are more likely to meet
their savings goal and stick to their plan than
those in the control or private treatment

groups.

4. Conditioned to savings and investment
goals, people in the public treatment group
will more often comply with the initially esta-
blished commitments than those in the other

experimental groups and will save more.

STUDY DESIGN AND IMPLEMENTATION

A random experiment has been designed to test
a simple theoretical prediction about the behav-
ior of people who participate in savings groups
in Colombia. Specifically, it compares changes
in people’s behavior as a result of creating a
mental account to define a specific purpose for
savings, and determines whether this intensifies
when the situation has a social component.

The expansion of the GACL program in Colom-
bia is used to test this hypothesis. In this pro-
gram, poor families form savings funds in which



5

their members meet frequently to deposit their
savings in a safety deposit box that they safe-
guard themselves. The fund, called the “bank,”
grows with the purchase of shares by its mem-
bers, who also request small, short-term loans
at much lower costs than those they generally
acquire in the informal sector.

New GACLs were randomly assigned to two
treatment groups and one control group in three
regions of the country: North (Bolivar), Pacific
(Chocd) and Central (Cundi-Boyacd). The control
group received only the standard GACL method-
ology. The random assignment followed basic lot-
tery parameters and spot randomizing was used
to assign GACL groups a treatment when they
were formed in each of the three regions. For ex-
ample, if five new GACLs formed in Bolivar in a
week, the treatment to be received by each group
(public, private or control) was determined by lot-
tery. The treatment was maintained throughout
the experiment, per agreement with the organi-
zations implementing the program.

The unit of randomization is the savings group
(GACL) and the unit of analysis is the individual,
so although the intervention takes place at the
group level, effects are measured at the indi-
vidual level.

The fieldwork consists of three phases. The first
phase consisted of the base line and interven-
tions in the treatments and took place during
the second half of 2012. Once the new GACLs
were formed, five members of each were se-
lected for the base line, to compare the savers’
initial situation with the impact of the interven-
tion. The new GACLs were then assigned to
each experimental group, and the public treat-
ment and private treatment interventions were
implemented, with the individuals explicitly or

implicitly defining their mental accounts and
making a public (group) or private (individual)
commitment to meet that goal.

In the private treatment, the participants re-
ceived an additional module, besides the GACL
methodology, in which the importance of sav-
ing and the difficulty of committing to a sav-
ings plan were discussed and emphasized. The
role of mental accounts and their importance
in meeting pre-defined commitments was also
discussed. Finally, each member defined a pur-
pose and established a personal biweekly sav-
ings plan.

The public treatment included a module that
was similar, but motivated savers to define a
commitment not only for themselves, but with
the other members of the group, to explore
whether group or public commitments have a
different impact on people’s behavior.

The second phase of the project consisted of
follow-up. The treatment groups were visited to
remind the participants of the commitments or
goals established in the initial intervention. That
phase was carried out before the liquidation of
each GACLs first savings cycle. Once a GACL
was liquidated and the saved funds were dis-
tributed, a follow-up survey was done to verify
the use of the savings, access to loans, changes
in consumption trends in households, and other
variables to measure impacts after the interven-
tion.

The third phase will be analysis. Impacts will be
estimated and the proposed hypothesis evalu-
ated using the base-line and follow-up informa-
tion. Administrative data from the entity oper-
ating the program will also be used to gather
information about savings, loans and sanctions
for each person at each GACL meeting. That
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data will be used to corroborate and comple-
ment information in the household surveys.

The quantitative analysis will be supplement-
ed with qualitative information through focus
groups for more in-depth analysis of some of
the results of the quantitative analysis. The goal
is to understand the GACL participants’ percep-
tion of the role played by the definition of savings
goals and their impact on individuals’ behavior;
their participation in community activities; and
the role of defining individual versus group goals.
In other words, it will investigate their perception
of possible changes in their behavior as a result of
announcing their savings goals and plans publicly
(to other members of the group, most of whom
are relatives or neighbors).

Their opinions of the use of other financial in-
struments available to them will also be exam-
ined, along with the importance of their involve-
ment in the formal financial system through the
opening of bank accounts that stimulate saving,
but which also promote the use of other finan-

cial services in the future. The study will assess
how they believe saving will contribute to their
households’ economic security and how access
to savings and other financial instruments will
enable them to make productive investments
and give them greater access to education, bet-
ter job opportunities, better housing, etc., to
improve their quality of life and combat poverty.

CONTRIBUTION TO POLICY IMPLEMENTATION

The RCT results will provide valuable informa-
tion for managers of the “Local Savings and
Loan Groups,” the UNIDOS Network and policy
makers involved in the design and implementa-
tion of commitment-savings products. Greater
availability of and access to these and other fi-
nancial products contribute to increased saving,
access to credit and better financial education
among poor households. Without access to fi-
nancial services, poor households cannot accu-
mulate assets or handle unexpected shocks and
will be unable to generate income to overcome
poverty in the future.

Luz Magdalena Salas,
City University of New York, Fedesarrollo
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