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What are “behavioural science” 
(and “behavioural 
economics”)?

Application of the scientific 
method to the study of 
human action

•Controlled experiments
•Quantitative measurement
✔ Behaviours
✔ Choices
✔ Judgements
✔ Beliefs



Why are defaults so 
powerful?

•Defaults:

✔ Set the reference point for losses 
and gains

✔ Are the status quo

✔ Indicate advice

✔ Indicate what others typically do

✔ Require an action to depart from



Exponential growth bias

• People massively underestimate 
benefits of regular 
saving/investment

• Same bias means that they 
underestimate apparently small 
differences in contributions…

•…and management fees

• NB. This bias is intuitive – NOT a 
matter of financial education

E.g. €1,000 per year 
at 5% return?

Correct

Guess



Tested an intuitive calculator 

Reduced but did not remove “exponential growth bias”



€100 today

Scenario 1

€100 in 30 days

Scenario 2

The value of time

€102 tomorrow

€102 in 31 days

People discount the future 
sharply, placing greater 
weight on rewards TODAY



Conversion problems



Results
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Direction of comparison 
alters choice

Implication is that 39% 
(LS condition) versus 17% 
(RI condition) would take 
an annuity at rate of 4% 

**



Implications of behavioural 
economics of pensions
To improve decisions:
• Disclosure of information is not enough

• Education (including financial education) is not 
enough

• Financial advice is not enough

• Test and improve the choice environment

✔ Simplify

✔ Provide decision aids

✔ Make “boosts” – point of decision competence 
interventions

✔ Protect investors from bad online 
environments

• Regulate fees


