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Why Behavioral Development?
Developing countries -- more scope for psychological forces to matter:

• Large volatility in income and consumption (e.g. health shocks)

• Long horizons between effort and income, lumpy income (farming)

• High self-employment and informality (casual labor): labor supply flexibility

• Imperfect financial markets (savings, credit, insurance) 
– Larger impetus to self-smooth, harder to buffer mistakes via credit

• Weak institutions mean people have to navigate more of  life themselves
– No direct deposits or automatic payments
– Lack of  regulations and safety oversight (is fertilizer low quality, is medicine counterfeit) 

• Market transactions: exchange between people who know each other personally
– Social forces, such as norm, can play central role in market dynamics
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Two (overlapping) streams
1) Psychological forces that apply everywhere
– Rich people exhibit same psychological traits
– But in poor settings: more scope to affect behavior, or have larger 

welfare consequences
– (Also: simply opportunistic testing using field methods)

2) Psychology of  poverty
– Aspects of  poverty itself  may have psychological consequences
– Rich people may not exhibit these psychological traits (as much)
– Importantly: stems from environment, not individual 
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Channels: Overview

DellaVigna JEL (2009): Excellent background paper on main models

Categories of  models
• Nonstandard preferences

– Present focus, reference dependence, risk preferences, social preferences, 
belief-based utility

• Nonstandard beliefs
– Overconfidence, non-Bayesian beliefs, projection bias

• Nonstandard decision-making
– Mental accounting, heuristics, framing effects, emotions, limited attention, 

memory
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Channels: Overview

DellaVigna JEL (2009): Excellent background paper on main models

Categories of  models
• Nonstandard preferences

– Present focus, reference dependence, risk preferences, social preferences, 
belief-based utility

• Nonstandard beliefs
– Overconfidence, non-Bayesian beliefs, projection bias

• Nonstandard decision-making
– Mental accounting, heuristics, framing effects, emotions, limited attention,

memory

(Note: given range of  material, just do 1-2 illustrative examples for subset of  channels)
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Self  control - Background

• Self-control: ability to manage impulses and behaviors to achieve long-
term goals

• Ask me about tomorrow (Monday):
– I would like go to labor stand tomorrow (Monday) so I can earn money 

for Tuesday spending 
– Implication: c’(e) < δu’(w)  [i.e., δc’(e) < δ2u’(w)]

• Tomorrow (Monday) arrives: 
– I don’t want to go to labor stand today. I don’t really need to eat fruit or 

chicken on Tuesday, rice is fine. I’ll go to stand tomorrow.
– Now, when deciding about today: c’(e) > δu’(w) 
– But when deciding for tomorrow, my preferences reflect: c’(e) < δu’(w) 
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Self  control - Background

• Model as time inconsistency (typically put it in discount function)

• Popular: Quasi-hyperbolic discounting [Laibson 1997, O’Donoghue Rabin 1999]

Exponential discounting: U1 = u(c1) + δu(c2) + δ2u(c3) + δ3u(c4) + …

Quasi-hyperbolic discounting: U1 = u(c1) + β[δu(c2) + δ2u(c3) + δ3u(c4) + …]

• Important concept: Naivete vs. sophistication

• Important prediction for sophisticates: demand devices that will 
impose today’s preferences on tomorrow’s self  (commitment devices)
– Most common way of  testing for self-control problems in literature
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Kaur Kremer Mullainathan (2016)
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1) Control contract: linear piece rate b

2) Dominated contract:
– b if  output >  X
– b/2 if  output < X
– Worker chooses X in advance (can choose X=0) 
– Should never be chosen by neoclassical agent: for any output, earn weakly less than control

X
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• Field experiment with data 
entry workers
– Full-time job
– 9 month horizon

• Paid piece rate for each 
accurate field 

• Randomize daily:
1. Control contract
2. Option to Choose

3. (Assignment to 
dominated contract)



Kaur Kremer Mullainathan (2016)
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Self-control: Discussion

• Applicable anytime costs borne today but benefits in future
– Labor supply, savings, investment, education, exercise, vaccinations
– [Examples: Ashraf  et al 2006, Gine et al 2010, Duflo et al. 2011, Schilbach 2017]
– Particularly long horizons in development: farming

• Implies (some) people value commitment (high powered incentives) 
– One downside of  extreme flexibility in development: self-employment, 

casual labor with no minimum hours
– Potential additional “theory of  the firm”

• See Kaur, Kremer, Mullainathan (2010) for discussion of  implications 
for development process
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Cognition and attention
• Economic models assume perfect cognition

– Everything you “know” from your past (memory)
– Everything you could observe in environment (attention)
– Hold it all in your head simultaneously (“attention”)
– Solve complex constrained maximization 

• But humans have:
– Limited attention
– Imperfect memory
– Constraints on cognition
– Fundamental to every thought process, decision, action

• Relevance for development
– Volatile environments make signal extraction hard
– Lack of  institutional support (must figure things out on your own)
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Hanna, Mullainathan, Schwartzstein (2014)

AEA Continuing Education, 2024 (Kaur) 15

• Many examples where people hold wrong beliefs in equilib’m or fail to learn 
– Despite lots of  information or chance for experimentation
– Less water when kid has diarrhea, whether an herbal remedy affects a cold, return 

to inputs (e.g. fertilizer) on plot, returns to education (Jensen)
– Why don’t people learn from the info available to them?

• Hypothesis: Limited attention can lead to selective learning
– Cannot attend to everything in environment
– Bayesian attends to the things she thinks are important
– Don’t notice the other things ® never get to learn they matter

• This paper: Do seaweed farmers learn production function?
– Many relevant attributes: line length, line spacing, growing horizon, pod size
– Gain information from each “trial” (harvest) to learn optimal allocation
– Believe some things important, but do not have view on pod size



Hanna, Mullainathan, Schwartzstein (2014)
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Hanna, Mullainathan, Schwartzstein (2014)
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• Randomize attributes (including pod size) in growing trials with farmer

• 2 key predictions:
1. Info from new trials: will not attend to (and so will not update on) pod size
2. Being provided with information will lead to changes in beliefs and behavior
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Social preferences - Background
• Humans are fundamentally social

– Relevance of  social psychology for much of  economic behavior 

• Affects hedonics
– Other regarding preferences: care about not just ourselves but also others
– Hedonic value from interactions: taste-based discrimination 

• Gives rise to norms
– Shared values, beliefs, attitudes, and/or behaviors among a group
– Unspoken rules or guidelines for how people actually behave (descriptive norms) 

or are expected to behave (injunctive norms)
– Violations affect own utility (fairness)
– Violations incur social punishment (helps sustain) 

• Scope to affect the functioning of  markets
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• Markets made up of  people → underpinned by social relationships

• Social ties especially pronounced in developing country markets
§ People depend on each other for not only leisure, also job referrals, credit

• Creates scope for social norms to affect the functioning of  markets
§ Groups of  buyers or sellers could sustain norms in perceived group interest
§ Deter self-interested deviations via threat of  sanctions (Bursztyn Jensen 2017)
§ Enabled by repeat interaction, in absence of  formal coordination (e.g. 

Osmani 1990, Kandori 1992, Ellison 1994, Olson 2009, Fehr and Schurtenberger 2018)

20

Social Nature of  Markets



Breza, Kaur, Krishnaswamy (2023)

21

“Suppose one «worker/driver/vendor» 
«takes a job/sells their products» 

for «prevailing price-10%». 

Do you think this behaviour is acceptable?” 

Norms against undercutting prices
Surveys of sellers in various markets in Kenya and India:
Urban labor stands, taxi drivers, food vendors, butchers  

Note: Methodology for eliciting norms from Kahneman, Knetsch, Thaler (1986)



Breza, Kaur, Krishnaswamy (2023)
“Suppose one «worker/driver/vendor» 

«takes a job/sells their products» 
for «prevailing price-10%». 

How likely is it that he would face negative 
consequences from others?

22

“What are the reactions he will face?” 

® Potential for market power to arise in a range of  settings



Breza, Kaur, Krishnaswamy (2023)
• Test for social norm against accepting jobs below prevailing wage

– Rural labor markets in Odisha, India
– Large, decentralized groups of  workers spanning entire labor market (village)
– Jobs offered by real employer in each village (N=183 villages)
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• Prevailing wage serves as a “placebo” test
– Social observability should only matter under norm violations
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• At prevailing wage:
§ No difference in labor supply by observability (but large CIs) 
§ Baseline: Mean involuntary unemployment rate of  42%
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• Wage cut – private:  
§ Take-up: 26% (agri workers)
§ Positive “elasticity”
§ Robust levels of  labor supply below prevailing wage in private
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• Wage cut – public:  
§ Labor supply declines sharply
§ Agri labor force: 1.8% take-up in public

• Effect is not driven by employer presence
• Workers give up 26-49% of  weekly agri wage earnings to avoid being 

seen as breaking norm
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(0.064)
[0.009]
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• Distortion on aggregate labor supply curve:
– Private: positive supply at lower wages
– Public: appears almost perfectly elastic at prevailing wage 

-0.246
(0.064)
[0.009]
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• Costly punishment game in different sample
• Workers willing to pay to take away money from those who accepted low wage 
• Even if  that worker is in a different labor market: internalization in moral terms

28

Breza, Kaur, Krishnaswamy (2023)
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• Costly punishment game in different sample
• Workers willing to pay to take away money from those who accepted low wage 
• Even if  that worker is in a different labor market: internalization in moral terms
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Bursztyn, González, Yanagizawa-Drott (2020) 

• Perceived norm: unacceptable for women to work outside of  
household

• Field experiment in Saudia Arabia

• Use surveys to understand extent of  disapprobation

• Men privately support women working outside the home, but 
mistakenly think other men don’t 

• Correct perceptions by giving information

• Wives more likely to apply for jobs outside home
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Endogeneity of  Norms
• Media interventions can affect norms and perceptions

• La Ferrara, Chong, Duryea (AEJ: Applied 2012)
– Quasi-random variation in entry of  telenovela producer in Brazil
– Reduction in fertility among women, especially low-income women

• Jensen Oster (QJE )
– Quasi-random roll-out cable TV availability in India
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Rao (2019)

• Test of  contact hypothesis:
– Interactions with outgroup can reduce prejudice against it 

• Exploit natural variation: 
– Reservations for low-caste students in elite Indian private schools
– Variation in peer group: seat and study group assignment by first name
– Allows for isolation of  impact of  inter-personal interactions

• Lab in the field measures as outcomes

• Exposed rich students become more prosocial (e.g. dictator games)

• Exposed rich students discriminate less (selection of  partner for relay 
races for prize money)
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Framework: Psychology of Poverty

Source: Park, Ho, Hallez, Kaur, Srinivasan, Zhao (2024)
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Scarcity: Hypothesis

• Mullainathan and Shafir, Scarcity (2013)

• Poverty ® monetary concerns top of  mind
– “How will I make rent?”
– “Should I skip this month’s utility bill?”
– Compelling documentation in “Financial Diaries” (Morduch Schneider)

• Argument: this happens automatically
– Study: Memory test (Shah et al.)
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Sergeyev, Lian, Gorodnichenko (2023)
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Scarcity: Hypothesis

Attention becomes hyper-focused on “threat”

Generates 2 opposing forces (Mullainathan and Shafir):

1. Tunneling
– Optimize well for the specific threat at hand 
– (How to pay this week’s utility bill before lights get shut off?)
– Example: After buying groceries, poor people more likely to know price of milk

2. Bandwidth tax
– Less attentional resources available for other things
– Other concerns now (e.g. help children with homework)
– Future needs (will need to pay water bill next week)
– In literature: Most work is testing for this force 
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• Sugarcane farmers: quasi-random harvest date 
• Same farmer is “richer” post harvest
• Measure cognition before vs. after
• Test for “bandwidth tax”: unincentivized test (no relevance for current threat)

AEA Continuing Education, 2024 (Kaur) 39

Mani Mullainathan Shafir Zhao (2013)



Mani Mullainathan Shafir Zhao (2013)
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Fluid Intelligence
(Ravens)

Executive Function
(Cognitive control task)



Duquennois (2022)
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• Test questions for students
• Variation in whether same math question asked in money units 
• Idea: Money may bring financial concerns top of  mind – natural priming 
• Real outcome: how do students do on subsequent questions?



Duquennois (2022)

AEA Continuing Education, 2024 (Kaur) 42

• TIMSS test: administered to 4th graders globally
• Some questions use money example, others don’t
• Quasi-random variation in question order across students within class
• Question fixed effects throughout to control for difficulty



Kaur Mullainathan Schilbach Oh (2024)
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• Workers employed in low-skill manufacturing (Odisha, India)



Kaur Mullainathan Schilbach Oh (2024)
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Kaur Mullainathan Schilbach Oh (2024)
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Kaur Mullainathan Schilbach Oh (2024)
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Drastic immediate increase in expenditures (within 3 days of  cash receipt):
• 40 p.p. more likely to pay off  a loan (p<0.001)
• 42% increase in HH items (p<0.001) (E.g. food, clothing, soap, fuel)
• Majority of  effects on same evening as when cash is disbursed



Kaur Mullainathan Schilbach Oh (2024)

AEA Continuing Education, 2024 (Kaur) 47



Kaur Mullainathan Schilbach Oh (2024)
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• Average effects: treated workers increase attentiveness by 0.08 SDs (p=0.031)
• Among poorer workers (below median): attentiveness improves by 0.23 SD (p=0.008)



Replication & Testing Challenges
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• Variation: often tested using “Priming”
– Bring specific idea (thoughts of  money) top of  mind; measure reaction (minutes)
– Serious debate about robustness, replicability

• Measurement of  outcomes
– Cognitive tests (Ravens) may not be not robust, esp poor countries
– Floor or ceiling effects (need to look at levels, not SDs)
– Makes it difficult to conduct test that nails mechanism

• Ex ante predictions
– Objective vs. subjective states of  scarcity? Challenge with manipulations
– Expect tunneling or bandwidth tax? Challenge with “real” outcomes

• Replication debates: 
– Carvalho et al. (2016)and Mani et al. (2020)
– O’Donnell et al. (2021) and Shah et al. (2023)

• Regardless, magnitudes and mechanisms remain unclear
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Brown, Kaur, Schofield (QJE 2024)
• Long-held views on how schooling may affect cognition

1. Learning academic content and skills (e.g. literacy, problem solving)
2. Capacity to engage in cognition itself  (e.g. undertake effortful thinking)

• 2nd possibility: More expansive view of  how education shapes general 
human capital

• Specific feature of  schooling: Effortful thinking for continuous 
stretches of  time

• Investigate effects on one particular mental capacity: Cognitve
endurance
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Brown, Kaur, Schofield (QJE 2024)

AEA Continuing Education, 2024 (Kaur) 52



Brown, Kaur, Schofield (QJE 2024)
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Brown, Kaur, Schofield (QJE 2024)
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Brown, Kaur, Schofield (QJE 2024)
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• RCT with private schools in UP, India
• Randomize 8-10 hours of  cognitive practice in 20 mins increments

– Math practice (mimics what good schooling does)
– Games practice (stronger test: attentional practice, devoid of  all content)



Brown, Kaur, Schofield (QJE 2024)
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• Substantive test score gains on unrelated subjects (recall 8-10 hours)

à Spending time in effortful thinking (devoid of  subject content) 
improves ability to accumulate traditional human capital 
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Framework: Psychology of  Poverty

Source: Park, Ho, Hallez, Kaur, Srinivasan, Zhao (2024)
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Aspirations
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• Disadvantaged may lack opportunities to learn “capacity to aspire” (Appadurai 2013)
• Can lead to aspirations-based poverty trap (Dalton et al. 2016, Genicot Ray 2017)
• Orkin et al. (2023): 80-minute aspirations and planning workshop

– 2 videos about fictional female role models
– Workshop: set aspiration, define concrete steps, plan for obstacles

• See also Lybert Wyddick (2018)



Self  Efficacy
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• Self-efficacy: belief  in my ability to reach my goals 
• (Distinct from, but related to, locus of  control: belief  that I, as opposed to external 

forces, have control over the outcome of  events in my life)

• McKelway (2023)
– Experiment with married women in rural UP, India
– Randomize self-efficacy intervention: Group meetings in 9 sessions over 4 weeks
– Randomize promotional video shown to husbands about local women’s job 



Self  Efficacy
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• Self-efficacy: belief  in my ability to reach my goals 
• (Distinct from, but related to, locus of  control: belief  that I, as opposed to external 

forces, have control over the outcome of  events in my life)

• McKelway (2023)
– Experiment with married women in rural UP, India
– Randomize self-efficacy intervention: Group meetings in 9 sessions over 4 weeks
– Randomize promotional video shown to husbands about local women’s job 
– Look at effects in reverse direction: randomize jobs among women applicants
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• Self-efficacy: belief  in my ability to reach my goals 
• (Distinct from, but related to, locus of  control: belief  that I, as opposed to external 

forces, have control over the outcome of  events in my life)

• McKelway (2023)
– Experiment with married women in rural UP, India
– Randomize self-efficacy intervention: Group meetings in 9 sessions over 4 weeks
– Randomize promotional video shown to husbands about local women’s job 
– Look at effects in reverse direction: randomize jobs among women applicants

• Jalnidh Kaur (2024)
– Target teachers’ self-beliefs: relevance of  their effort for student outcomes
– Large gains in teacher effort and test performance

• Other self-beliefs mechanisms: grit (Alan et al. 2019), mindset (Campos et al.2017), 
future visualization (Ashraf  et al. 2022) 



Framework: Psychology of  Poverty

Source: Park, Ho, Hallez, Kaur, Srinivasan, Zhao (2024)
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Mental health
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• Depression is world’s leading cause of  morbidity
• Low income people more likely to be depressed than rich people
• Causal? Some evidence from impact of  cash transfers



Mental health
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• Depression is world’s leading cause of  morbidity
• Low income people more likely to be depressed than rich people
• May constrain cognition, behavior
• See Ridley, Rao, Schilbach and Vikram Patel (Science 2020) for review 

• Baranov (AER 2020): psychotherapy to treat postpartum depression in Pakistan 
– Higher employment, earnings, investments in children 7 years after the intervention

• Lund et al. (2019): a meta-analysis of  31 RCTs in developing countries 
– Treatments for mental illness generally increase education and labor supply
– Esp. when psychosocial combined w/ pharmacological or economic component
– But plenty of  mixed evidence (e.g. Bhat et al. 2022, Bennett)
– Note: Core measurement challenge

• Promising, scalable interventions: Group therapy by trained layperson (Patel et al.)
– Includes cognitive behavioral therapy



Framework: Psychology of  Poverty

Source: Park, Ho, Hallez, Kaur, Srinivasan, Zhao (2024)
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