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In his contribution to this volume, Matthew Rabiffieos an insightful analysis of three biases:

1. projection biasthe tendency to judge one’s future wants by onefsent desires;
2. present biasthe tendency to do what yields an attractive @ute in the moment in
a way that is contrary to one’s long-term interesisl

3. naiveté about present biabe failure to recognise one’s susceptibilityptesent
bias.

Rabin argues that these biases are irrational aetailsithe self-harm they cause in the
presence of habit-forming choices. (This hasmnderstood in a liberal manner as a lesser
degree of satisfaction of an individual’s informéahg-term preferences.) He also argues that,
to prevent this harm, governments should tax belhathat leads to unhealthy habits.

Rabin’s proposal invites the charge of paternalihis charge is unwelcome to
governments. To avoid it, they commonly appealtoaelf-harm, but to the costsdthers
of unhealthy behaviour (e.g., in terms of highatesfunded health care provision) to justify
intervention in choices regarding smoking, exercsal the consumption of fatty and sugary
foods (de Marneffe, 2006).

| believe it is indeed important to avoid paterstidi interference when such
interference limits informed, rational individuasitonomy. However, with regards to
unhealthy behaviour, the strategy of avoiding petism by appealing to harms to others has
two weaknesses. First, it is unclear whether comynaingeted forms of unhealthy behaviour
really do impose net costs on others. For exanaplecent study concludes that while
smoking and obesity reduce the life expectancyOeye€ar-olds by 8 and 5 years respectively
and increase health spending related to these loemay total lifetime health spending was
greatest for healthy-living people, lowest for smgk and intermediate for the obese” (van
Baalet al. 2008, p. 249, emphasis added).

Second, the focus on third-party effects ignoreswhys that interventions to prevent
self-harm can be justified consistently with regdecautonomy. One way is to seek the
consent of those who are interfered with. Aftey atl intervention to which an individual
consents does not represent paternalistic interéeré~einberg 1986, chapter 17). If Rabin is
right about people’s tendencies to choose outcahasare contrary to their own considered
preferences and about the ability of taxes to @ract these tendencies, then an enlightened
majority might well consent to such taxes (the esgsg minority would then not be taxed
paternalistically but ratheffor the sake of othersvho wish the taxes on themselves).

But even when such consent cannot be secured, ap@ppeal to so-callesbft
paternalism which holds that the state has reason to constedi-harming conduct without
the consent of the people it constraimhén but only whethat conduct is substantially non-
voluntary” (Feinberg 1986, p. 12, emphasis in orad). Conduct is substantially non-
voluntary, in the sense here intended, when nssfficiently informed or performed by
someone insufficiently capable of rational self-gmance.

Soft paternalism attractively combines a conceth wromoting individual well-
being with respect for the rights of individualsgovern themselves when their decisions are

1| am grateful to Luc Bovens, Judy Jaffe, Joe Makiarald Schmidt and audiences at the LSE for helpf
comments.



substantially voluntary (ibid, pp. 12-16). In tmste, | shall therefore ask whether there is a
soft-paternalistic justification for the taxes tiRdbin advocates. My answer will be nuanced.
Rabin’s description of these biases as “irratiosaijgests that the choices they prompt are
substantially non-voluntary. However, | shall argl@t Rabin’s description of these biases as
“irrational” is not always appropriate—sometimes, €xample, they are merely a form of
preference change. When they are due to the lgteehehaviour is fully voluntary, and there
exists no soft-paternalistic justification for coee intervention. | shall also argue that even
when these biasel lead to substantially non-voluntary choices, weusth@refer policies

that improve self-knowledge and self-control togsxHowever, | shall note that Rabin’s
analysis reveals circumstances under which thee@anny-enhancing strategies will not be
effective. In such cases, | shall conclude, Ralisw®s have a soft paternalistic justification.

1. Habits

Rabin defines an activity dmbit formingif and only if the marginal expectedtility a

person gets at a time from consuming the goodadtitme is higher when she has consumed
more of it in the past (p. 4 in ms.) A habibiadif and only if past and current consumption
has the additional effect of lowering future exeelctitility levels A habit isgoodif and only

if past and current consumption has the additieffact of raising future expected utility
levels. Here are two examples, also representédbie 1:

Bad habit: smoking today increases the marginatyutif smoking tomorrow, while
lowering the utility levels of smoking and not-sniradk tomorrow.

Good habit: running today increases the marginbiyubf running tomorrow by
raising the utility levels associated with runntoghorrow and the utility level of not-
running tomorrow.

Table 1: Utility levels and marginal utility in each period for two habits

A bad habit
Time | t1 t2 t3
Action(s)
Never smoke 6 <\ MU=4 6 6
Always smoke 10<” 7N MU=5 0
Smoke at t1, give up t2 2 &’ - ) MU=6
Smoke at t1 & t2, give up t3 -6 Z
A good habit
Never run 6 <N MU=-3 6 6
Always run 3 </ 7N MU=0 9
Run at t1, give up t2 7 < ) MU=1
Run at t1 & t2, give up t3 g

2. Projection bias

Consider first a fully-informed decision-maker wiad time t1, evaluates an action by
summing all present and future utilities generdgdhat action. In our examples, such a
decision-maker would avoid the bad and choose tlod gabit.

2 In this volume, Rabin does not extend his definisi to the risky context, but this seems a naexansion. |
make use of this extended definition when discysbinw naiveté can be advantageous in Section 3.
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Now introduce projection bias—a tendency to misptefdture utilities associated
with an activity by adjusting them in the directiohthe current utility of that activity. An
example is provided in Table 2, which focuses @ndfoice between always abstaining from
and always engaging in the habits described aW'eecan see that this would result in the
decision-maker incorrectly judging that indulgimgthe bad habit is preferable to not
indulging and that not cultivating the good habipreferable to cultivating it.

Table 2: Utility levels and marginal utility in each period as perceived by a decision-
maker with projection bias at t1.

A bad habit
Time | t1 t2 t3

Action(s)

Never smoke 6 6 6

Always smoke 10 8 (real utility =7) 5 (real utility =0)
A good habit

Never run 6 6 6

Always run 3 5 (real utility =7) 6 (real utility =9)

Rabin describes projection bias as “irrational” #letleves we should counteract its
effects by taxing bad habits (to reduce their peezkutility) and subsidizing good ones (to
increase their attractiveness). Are these judgnjastiied?

One cause of projection bias may be mere lackfofnmation. If a person lacks
evidence for how something will affect her well4bgi it may be sensible for her to
extrapolate from her current experience of thatghMoreover, in such cases, educating her
about the consequences of her choices is bettetdixang her, because the former does not
limit her liberty.

However, Rabin offers evidence that not all forrhprojection bias are properly
ascribed to a lack of information. He cites studubsch show that people’s current affective
state influences their judgment of what would bst lber them at a future time in which they
will notbe in this stategven when these people possess abundant evidethed chifts in
tastes

It is unclear what the cause is of this failureatke into account readily available
information on one’s future tastes. One hypothissibat projection bias is the result of
decision-making by the so-called “intuitive systefl{ahneman 2002). Such decisions are
typically quick, automatic, and require little meheffort; they are also strongly influenced
by current stimuli. (In this, they contrast withct®@ons made by the reasoning system, which
are slower, controlled, effortful, and make uselifferent information.)

If this hypothesis is correct, then it might seérattthe best policy response would be
to encourage people to engage in deliberative idecmaking. However, it is not clear that
such encouragement will succeed. Given our limitgghitive resources, it is sensible to
makesomedecisions in a quick-fire way. Insofar as we do,wikbe susceptible to
projection bias.

In sum, although it seems unjustified to label @ctipn bias “irrational”, it seems
right to ascribe it to lack of information or impect processing of information. The
behaviour to which it gives rise is therefore ndiolly voluntary in the aforementioned sense,
so that there may exist a soft-paternalist justtfan for government action. Moreover, it may
be that projection bias cannot be eliminated byiding individuals with information and
encouraging them to engage in deliberative decisiaking. Rabin may therefore be right
that we have reason to counter its detrimentateffey taxing bad habits and subsidizing
good ones.



3. Present bias and naiveté

A person who displaygresent biagjives extra weight to well-beingow over any future
moment, but applies the same discount factor ttualre moments. This gives rise to time
inconsistency in the agent’s preferences. By wallustration, consider the smoking habit
described in Table 1 as it would be evaluated Inyexme who assesses the utility of an
action as two times the utility it yields in thereent period plus the sum of utilities in all
future time periods. At t1, this person will evatiamoking as preferable to not-smoking.
However, at all preceding and all subsequent tifesyill evaluate smoking as inferior to
not-smoking.

Rabin regards such time-inconsistent preferens@sational. Once again, this
description is not always apt. Present bias coaldibplayed by a person who, at every point
in time, deliberates well on the basis of all raeletvinformation and is fully in control of
himself. He merely undergoes preference changehndigays leads him to give extra
weight to the pleasures of the moment. Such a palseays does what ieenmost prefers.
In this case, even though present bias leads serastisfaction of the individual’s long-term
preferences, the behaviour to which it gives re@not be regarded as irrational or non-
voluntary (Parfit 1986, part 2). Taxing it thereddacks soft-paternalistic justification. This
does not mean a government has no liberal polglyuments at its disposal. For it can
empower citizens to stop their future selves frating on present bias. An example is the
Australian requirement on gambling providers tcegiustomers the option to self-exclude
from their venue or products.

Of course, present bias may instead be due tdigaufaults in reasoning or self-
control. For example, a person might prefer to garbbcause his deliberation is clouded by
excessive desire, which leads him to give lessetregl than he should to evidence that he
will lose a lot of money. Or he may arrive at tight conclusion through deliberation (that he
ought not to gamble) but fail to abide by it be@atweakness of will. In such cases, it is
indeed appropriate to describe his present-biasede as irrational and not fully voluntary.
But even in such cases, a liberal government otagbtefer empowering citizens to control
themselves (as the Australian policy does) to gurem (as happens, for example, in
Singapore, which heavily taxes gambling), at ledstre both are equally effective.

However, Rabin’s analysis highlights a pitfall faolicies that promote citizens’
abilities to control their future selves. Such cohtlepends on knowing that, in future, one
will be biased towards the pleasures of the montgmimoting such self-knowledge is
therefore a component of an empowerment strategly.H&abin points out, such self-
knowledge may be detrimental. Sophisticates, heegyrmay be less likely than naifs to start
an advantageous good habit, because they regactidhees that they will stick with the
good habit as lower than the naifs. Self-knowletgg therefore be damaging.

To see why, imagine that present-biased Ahdsitaonsidering embarking on an
exercise regimen which would invariably do her gaothe long run. Also suppose there is
some uncertainty about the “start-up costs” of ktabit: it is certain to be unpleasant at t1,
but at t2 there is an equal chance that it is eitbdonger unpleasant (because her body
adapts quickly), overyunpleasant (because her muscles are sore). Figafipose that if it
is veryunpleasant, her present bias at t2 would leadohguit the regimen at t2, but if it is no
longer unpleasant, she will stick with it. How wilhorita decide at t1?

If she issophisticatedshe will predict that if she were to start exairgy at t1, there is
a good chance that she will drop out at t2 and katfered at t1 for nothing. Moreover, at t1,

% The utility of smoking is 2x10+7+0=27; the utiliof not smoking is 2x6+6+6=24.
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she will weight the unpleasantness of exercisban period disproportionately heavily.
Together, her present bias and sophisticated scaptivill make it less likely that she will
start the healthy habit.

By contrast, if she igaiveabout her present bias, she will (falsely) prethiet if she
were to start exercising at t1, she would sticlhtino matter what. Her naiveté will
therefore lead her toverestimatehe expected benefits of starting the exercisemewg. Of
course, her present bias at t1 will also lead tievérweightits expected cost. Her naiveté
therefore works against her present bias. Now, sheestarts, she may drop out at t2. But
there is also a good chance that she will stick wjtand this chance is sufficient (we can
suppose) to make giving it a go worthwhile. Heweté therefore makes it more likely that
she will start and stick with an advantageous paté behaviour.

What are the lessons for policy? First, from a paternalist point of view, the best
policy is one which informs citizens about theiegent bias while ensuring they have access
to effective commitment devices to control theiegent bias. Second, in the absence of such
devices, helping citizens to see the truth abcerelves may not be good policy, because it
may neither make them better off nor promote auttogs pursuit of their long-term goals.
Third, when present bias is irrational, effectiggrenitment devices are not available, and
education alone will not help, governments havegedo turn to Rabin’s proposed taxes and
subsidies.

Conclusion

Projection bias, present bias, and lack of selfWdedge make us less capable of fulfilling
our long-term, considered desires. Respect forights of self-governance should lead us to
favour policies that help us to overcome thesedsidy education and by facilitating self-
binding, where these policies will be effective tBucareful look at the way these biases
work indicates that these autonomy-enhancing sfiegevill not always be effective. In such
cases, and only in such cases, governments hafe@asernalistic justification for the use of
taxes to counteract these biases.
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