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Abstract. Saving has always been a problem in India, especially for poor house-
holds, and they face many obstacles when it comes to savings, such as a lack of
ways to safe, expensive banking account fees, and self-control problems. This
paper is going to explore the positive impact of reducing present bias on people’s
poverty levels in India. Present bias is a time-inconsistent problem in which even
when the poor have extra money they choose immediate rewards instead of saving
it. It is crucial to fully understand present bias in order to help poor Indians to
save. Analyzing the impact present bias has on saving, lack of investment, and
low level of education is crucial to help us to understand the mental activity of
poor people and the reason behind not choosing to save, thus, we can better help
them to reduce present bias. This paper analyzed ten articles about present bias
found in Google Academic Scholar Research Library and explained the relation-
ship between present bias and people’s poverty level in India. The results show that
reducing present bias and solving self-control problems were more cost-effective
to help the poor save; thus, potentially reducing poverty.
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1 Introduction

Reducing poverty and improving living standards for poor people have always been the
goals for India’s government. It could be challenging due to both external and internal
issues. The government in India might try to implement laws that are beneficial to the
poor and they hope these laws will help the poor to escape poverty. While often these
laws have no impact on people’s lives in the long run due to the given environmental
factors and unsustainability of the implementation. It is well-known that poor people in
India tend to be unskilled and less educated compared to the rich population. Therefore,
the jobs they can do are limited and the scarce job opportunities present in rural areas
make it hard for poor Indians to improve their living standard by working to earn a better
income. Also, internal causes can be crucial contributors to poor people’s poverty level
when trying to understand the poverty trap of the poor. Numerous poor Indians have self-
control problems one of them being present bias. Poor people in India tend to save less not
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only due to the lack of ways to save but also due to present bias which they cannot control
themselves from spending the money right away. They overestimate the trend of present
bias while ignoring the long-term return of the future value of the money. Obstacles
that poor people face in the saving process are external which means they can’t really
help with the situation such as lack of safe places and ways to save, while present bias
is an internal problem, and this is the factor that poor Indians could possibly control.
Therefore, understanding internal issues such as present bias is important to develop
ways to help poor people to save in India. This paper will analyze the positive impact
of reducing present bias has on Indians’ poverty level by examining the impact present
bias has on saving and the results of lack of saving on spending, borrowing, investment
and education level. This paper will also suggest potential solutions to contribute to the
reduction of present bias. Articles found on Google Academic Scholar Research Library
helped to deeply analyze the relations between present bias and people’s poverty level
in India. Studies showed that reducing present bias is an effective way to raise India’s
poverty level.

2 Defining Present Bias and Its Importance

Present bias is acommon psychological issue which people tend to prefer smaller rewards
now instead of a larger present later. It is a problem with self-control issue that people
cannot control themselves to buy temptation goods even with no future value [1]. This
is a common tendency not only among poor people, but rich people can also face the
problem of present bias as well. The trend of overvaluing immediate rewards while
suffering the consequences in the long run is a common problem people face when it
comes to spending, borrowing, and saving. However, the issue appears to be more crucial
among poor people. Since the wealth gap between poor and rich is huge, poor people is
more sensitive to present bias compared to the rich. In other words, due to the limited
income, the money poor people spend on temptation goods could play an important role
contributing to their health and living standards. For instance, the money could be used
for health insurance or better housing environment in the future if they choose to save
instead of spending it to buy goods with less or no future value [2]. Even poor people
face hardship to meet basic needs and usually they can’t afford health care, but they
still choose to spend on luxury goods that have no future value instead of saving up the
money for future expense. Present bias could be detrimental to poor people because the
limited income they earn, and they might not have enough opportunity to earn more
money in the future which resulted in the unaffordable healthcare. While rich people
have abundant opportunities to earn more money in the future and they usually have
enough savings to support them for issues like health problems. Also, rich people tend
to have many assets that they can sell in order to pay for the expensive healthcare bills
in the future. But poor people normally only have one or no asset which means selling
assets is not an option for the poor when they face financial crisis [3]. Present bias is
important when it comes to poor people’s overall wealth status. If poor people can be
better at controlling themselves, they will have a better financial situation and could be
more flexible in putting the money into necessary goods.



148 M. Chen

Impatient behavior

Mean of Impatient behavic

Present Bias

Fig. 1. Impatient behavior

3 Impact on Total Saving Through Spending and Borrowing

First of all, present bias has significant impact on India people’s financial status such
as spending, borrowing which can impact total saving. Indians with self-control issue
tend to spend all the extra money they have on unnecessary goods even they know that
this amount of money can be used for other significant purposes in the future. Even they
knew that they could receive a greater return of money in the future if they choose to save
up, but people with high present bias will still to choose to spend the money and receive
immediate rewards. They tend to develop a mindset that they can find other ways to save
up for the money in the future which caused them to spend the money right away. As
Wiley described in her research, consumers with present- bias prefer spending to saving.
They studied the relationship between impatient behavior and present bias which occurs
to be positive. They divided the measuring system into S-point scales when 5 being the
highest and 1 being the lowest. They found that people with higher present bias are
more impatient as the scale goes up with both impatient behavior and present bias. As
demonstrated in Fig. 1, when the scale of present bias is 1, the scale of impatient behavior
is 1.5 while the scale of present bias goes up to 5, the scale of impatient behavior is 3.5.
The higher the scale of presents bias, the worse impatient behavior appears to be [4].
Impatient behavior caused the excessive out of plan spending’s which resulted in
difficulties for people to save up. Every time when people with high present bias have
extra money that they can save, they will choose to spend it and thinking that they
can earn more money in the future. Furthermore, present bias had impact on people’s
borrowing as well. Study conducted by Meier and Sprenger concluded that people’s
borrowing rates are higher as they are more present bias. They will be more likely to
borrow from credit cards than those who are not present biased. As described in the
study, “present-biased individuals are more likely to have credit card debt, and to have
significantly higher amounts of credit card debt, controlling for disposable income, other
socio-demographics, and credit constraints” [5]. This is a common phenomenon in India
which the high borrowing rate resulted in the low saving rate as people in India need
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to pay back for the debt with high interest rate in the future. This means that people in
India will be paying back for their behavior today in the future which added on to their
spending ratios and caused them to have less or no money to be saved up. Spending,
borrowing and saving can impact Indian’s financial status as they are correlated with
each other whereas people in India borrowing more counts into their spending in the
future as they will be paying back the loans which caused them to have less money to
save. Present bias makes it difficult to save by impacting borrowing and spending rate in
India. Providing solutions such as safe box, lock box and decreasing bank account fees
will help which will be discussed more in detail later.

4 Impact on Investment Rate

Moreover, the negative impact present bias has on people’s financial status such as lack
of saving can become a poverty trap for the poor in India. Lack of saving caused poor
people in India to reduce investment because they do not have any money for investment.
Investments usually generate more money by having greater returns, but since them do
not have any savings, they won’t be able to invest due to money shortage. Also, the
investment opportunities are scarce in India especially in rural areas. When poor people
missed a valuable investment opportunity due to the lack of saving caused by present
bias, they might never have another opportunity to earn more money and escape poverty
trap. The underinvestment rate is due to the lack of saving and this could be solved
through industrialization in which it provides more investment opportunities for the
poor. When they see the present of the opportunities they are more likely to invest which
could be a good way to solve the problem with underinvestment.

Critics might argue that poor people in India have lack of investment is not due to
present bias, but due to the lack of knowledge in the return of investment. Poor Indian
households do not understand the purpose of investment when they do not know the
high return in investment. However, this is not true. Households are aware of the high
return in investment, but they just choose not to invest and instead they prefer to spend
the money right away. According to Duflo, farmers are fully aware of the effectiveness
of using a fertilizer has on plot due to the long history of fertilizer used [2]. Statistically
showing that only 2 percent farmers think the fertilizer is not profitable while the other
98 percent agree on the significant increase on production when using fertilizer. Even
though when farmer expressed the desire to use fertilizer, they do not have any cash to
purchase fertilizer. The study also found the high level of present bias among farmers
that only 2 percent of them choose to purchase fertilizer early while the rest choose to
wait before next year’s harvest season [2]. Most farmers do not have cash to purchase
fertilizer before harvest season. This is not due to the lack of income instead is due to
present bias. These farmers have extra cash at harvest time last year, but they choose to
spend these money on unnecessary goods. They refuse to save up because they believe
that they can find other ways to gather the money to buy fertilizer before harvesting
next year. This caused them to spend all the money they have which caused them to
have no cash for investment when the opportunity is present. Lack of investment among
people households is due to lack of saving which makes it hard for poor people in India
to escape poverty by holding on to opportunities such as opportunities in investment,
education, health, etc.
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5 Impact on Education Level

Furthermore, present bias resulted in the underinvestment in education due to lack of
saving. Education is a long-term investment which typically requires 18 years to put
children into college. And education requires money along these long years. As men-
tioned above, present bias caused lack of saving which can influenced investment in
education as well. The income poor households can generate is limited and if they do
not save up for the extra, they will not be able to put their kids into school. A study con-
ducted by Carrillo concluded that kids in poor households with high present bias tend
to have “poorer contemporaneous school outcomes, including enrollment, dropout, and
grade attained by the end of a specific year” [6]. The school dropout rate in developing
countries is relatively high such as the 42 percent children leaving school at a young at
in India [6]. Households in India have insufficient funds to support kids through high
level of education due to the lack of saving caused by present bias. The lack of funds
resulted children to have pressure from households to find a job as support the fam-
ily which caused them to drop out of school early. With the existence of present bias
among poor people, kids in India are less likely to receive higher education which they
all became unskilled labor. Also, the lack of funds resulted children to have pressure
from households to find a job as support the family which caused them to drop out of
school early. It makes it extremely difficult to improve the living standard overtime as
kids are not skilled enough to do high pay jobs in the future due to lack of education.
Furthermore, because households do not save up, usually when they have money for
education, but it is only enough to support one kids to go to school. Indian households
typically choose boys over girls to stay in school due to gender bias. Girls are less likely
to go to secondary schools compared to boys and the dropout rate is higher as the age
grows. Also, the high dropout rate in Indian girls caused them to have an early marriage
age and high fertility rate at a young age [7]. The underinvestment in education due to
present bias has significant impact on the high dropout rate among children.

People might argue that Indian children dropout of school is not due to lack of cash
and family pressure in which many rich kids’ dropout of school at a young age as well.
This might be true, but study conducted by Braid showed that the school dropout rate
has significantly decrease when cash were given to them either through unconditional or
conditional cash transfers. The treatment groups in the study were given either type of
cash transfers and the dropout rate declined in both treatment groups which the effect for
UCT group is 43% [8]. Therefore, increasing the direct benefits of going to school such
as giving out cash could be a solution to solve the underinvestment in education and the
high dropout rate. Also, the study shows that cash transfers can reduce marriage rate and
pregnancy rate as girls stay in school longer. As described by Braid, “the likelihood of
being ever pregnant and ever married were 27% and 44% lower in the UCT arm” [8]. The
low marriage and pregnancy rate have significant benefits such as improving the quality
of the marriage, reducing the likelihood of divorce and empowering women’s bargaining
power within the households [9]. Therefore, savings not only supported higher education,
but also have large impact on women’s family life.
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6 Potential Solution to Present Bias

Even the problem with present bias is so tremendous in India, but the problem can be
solved easily. The high present bias among poor can be caused by lack of ways to save
which could impact spending and borrowing rate. In India, poor people do not have a safe
place to save, and the bank account fee is extremely high. The risk in saving in unsafe
places decreases the likelihood of poor Indian households to save and lack of safe saving
places caused the high present bias. When they can see and touch the money easily,
they tend to spend the money right away. Therefore, building more safe places such as
lock box and safe box could be solution to reduce present bias in India by controlling
spending and borrowing rate. Also, as mentioned above, increasing the present benefits
of schooling such as providing cash transfers will help with the situation and increase
the likelihood of kids going to school. Both UCT and CCT showed significant impact in
both in education and social level. Therefore, increasing present benefits of schooling
could be a potential solution to improve the high dropout rate in schooling which could
help the poor on both education and social level. Moreover, Indian government should
focus on industrialization in rural areas as a most effective way to solve present bias and
reduce poverty in the long run. This solves the problem of underinvestment in which
it could generate more job and investment opportunities for poor people [10]. As more
investments are present, poor people will have better chances to invest and more likely
to save up for investment. They do not save up when they are uncertain about investment
opportunities in the future. But people are more likely to invest when the opportunities
and money are both available [10]. Furthermore, children in areas where more industries
are present tend to receive more education due to the job requirement. Families want
their kids to work in these industries in the future to have a stable income. Therefore,
parents are more likely to save in order to provide better education for their kids. When
families can see the direct return of investment, they tend to save the money to work
towards a goal. In sum, industrialization tends to be the best way for India government
to solve present bias. So that it can eventually reduce poverty as it can impact both the
rate of investment and education level directly. It is the easier and most effective way to
solve the problem while solving the problem of investment and education at once.

7 Conclusion

Present bias is a psychological issue people have on self-control. Reducing present bias
can help people in India to reduce poverty by saving. Because Indian people are more
less likely to spend the money instead, they will be more likely to wait for future awards.
Lack of saving influence people’s spending and borrowing status in India. Indians with
present bias tend to spend more and borrowing more which also caused the lack of saving.
Furthermore, present bias has significant impact on investment. When the investment
opportunity is present, people do not have any savings to invest which caused a poverty
trap. Lack of saving can also resulted in low level of education which children tend
to dropout early to enter to the workforce. Overall reducing present bias have positive
impact on reducing poverty levels among the poor due to saving in India.
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