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Della Vigna and Malmendier (2004)

How do rational firms respond to consumer biases? In this paper we ana-
lyze the profit-maximizing contract design of firms if consumers have time-
inconsistent preferences and are partially naive about it. We consider mar-
kets for two types of goods: goods with immediate costs and delayed benefits
(investment goods) such as health club attendance, and goods with imme-
diate benefits and delayed costs (leisure goods) such as credit card-financed
consumption. We establish three features of the profit-maximizing contract
design with partially naive time-inconsistent consumers. First, firms price
investment goods below marginal cost. Second, firms price leisure goods
above marginal cost. Third, for all types of goods firms introduce switching
costs and charge back-loaded fees. The contractual design targets consumer
misperception of future consumption and underestimation of the renewal
probability. The predictions of the theory match the empirical contract
design in the credit card, gambling, health club, life insurance, mail order,
mobile phone, and vacation time-sharing industries. We also show that time
inconsistency has adverse effects on consumer welfare only if consumers are

naive.

Diamond and Koszegi (2003)

Some people have self-control problems regularly. This paper adds en-
dogenous retirement to Laibson’s quasi-hyperbolic discounting savings model
[Quarterly Journal of Economics 112 (1997) 443-477]. Earlier selves think
that the deciding self tends to retire too early and may save less to in-
duce later retirement. Still earlier selves may think the pre-retirement self
does this too much, saving more to induce early retirement. The con-
sumption pattern may be different from that with exponential discount-
ing. Other observational non-equivalence includes the impact of changing
mandatory retirement rules or work incentives on savings and a possibly
negative marginal propensity to consume out of increased future earnings.

Naive agents are briefly considered.

Findley and Caliendo (2015)

Hyperbolic discounting with naiveté is widely believed to provide a better
explanation than exponential discounting of why people borrow so much and
why they wait so long to save for retirement. We research a different set
of conclusions. We show that if financial planning is enriched to include

the choice of when to retire, then naive hyperbolic discounters may borrow



far less and start saving for retirement significantly earlier than exponential

discounters.
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